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You’ve seen 
our colours. 

Now look at 
our chemicals 

For nearly three decades 
,ve have been known for our 
colours. Now we invite you to 
take a closer look at our growing 
involvement with Organic 
Chemical Intermediates 

Our D'ketene Plant was 
set up as early as 1970 
followed by far ihties for the 
manufacture ot Acetone eta a. 
and Aryirdes. 3 3 Diehls' 
benzidine Sulphate ario 
Meta Phenoxy Benzaldchys 
Projects that have silently 
shaped our Organic ft he fra. c 
Intermediates riiv-'u>r> wb«t h 
now offers a ranqe of vta 
chemical inputs for igtorhemic. > 
nfiarmaceutir ais and dyestuffs 
Products tti.it rneel 
arm.jent standard o' quality 
p • ritV and CO' Si' t ' • . Bar Kelt 
(j v the ver/ c in • 1 . einirtrnent 
'ha! has earr’eu > <• nutation 
i ioqulai and timely '■ iipplies 
efferent after sales ’-.or vice and 
r• *prxrt technical advice 
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Tgday . ..I! 1 alsi 1 

consider cusssn synthev 
production r Speciality 
Chemii ah . m ur resoun 
be place at your C^OCSs 
the rii.i ufacture of a vane 
1 )rgaruc Chemica 1 Intermor 
Write to ns l .it tiuthei 
rnfermafHM 
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Tasks for 

THE left has been given another chance in West Bengal and Kerala The wk 
emergence of the CPJ(M) in Kerala as the leader of a Left Democratic Front govern¬ 
ment is significant particularly this time m view of the fact that the communists 
and their allies fought the elections from a secular platform, eschewing adjustments 
and understandings with communal and casteist forces—a perennial feature of 
Kerala politics The support received by the Front therefore could be regarded as 
reflecting the growing disgust among the electorate with the squabbles and oppor¬ 
tunist politics of the Christian, muslun, ezhava and nair communal groups. Paradoxi¬ 
cally enough, the prime minister’s mode of electoral campaign also contributed ■ 
to his patty’s poor showing The game of playing on the sentiments of reHgiotis 
minorities (christians and musltms) and of using casteist loyalties (ezhavas and nains) 
could have alienated sober sections of the electorate who recognise the alarmitlg 
consequences of such games in Punjab and other parts of the country 

At the same time there is no gainsaying that the communal parties and groups, 
or at any rate ol principal ones among them claiming to represent the mushms 
and Christians, while they have been kept out of the ruling coalition in the state, 
have retained intact their respective communal support-bases The Muslim League 
in fact appears to have consolidated its hold over the muslun electorate, which 
perhaps accounts for the CPI(M) losing some ground in the Malabar area On 
the other hand, hindu communal parties, while they failed to wm any seat in the 
elections, have managed to poll impressive numbers of votes in many constituencies 
Thus in quite a number of constituencies a disturbingly large proportion of the 
voters appear to have voted more or less along purely communal lines These facts 
must temper any facile judgment that the results of the elections represent a rejection 
of communal parties and groups 

What is true, however, is that, unlike m the past, the CPl(M)-led coahuon govern¬ 
ment which has iust assumed office is not compromised by the presence of com¬ 
munal parties among its constituents It, therefore, has the opportunity to try to 
wean awa\ the ordinary masses of musli ms and chrisnans from the lespective com¬ 
munal partus by convincing them that the betterment of their conditions is in no 
way dependent on these parties being m power To be sure, given the strong hold 
ot the communal parties which have used their long years in power essentially 
to distribute patronage, as well as the profound influence o\cr people’s lives of 
religious institutions md organisations, the task is going to be tai liom easy Bui 
unless the L DI government and the communist parties in particular take it up with 
determination md imagination there is a real danger that the communal patterns 
ot politics in Kuala will get more deeply etched with the minority communities 
being made to fed 'disenfranchised-a feeling which the Congiess(I) in the slate 
can be depended upon to do its best to actively encourage and exploit 

In West Bengal the victorv of the Left was a foregone conclusion In spite of 
administrative inefliuencics and creeping corruption among the party ranks, the 
C PI(M) is still tegarded by the West Bengal electorate as head hnd shoulders ahove 
the Congress(l) hoodlums who dominate the numerous fighting factions of Rajiv 
Gandhi’s parts in tht state Only a collective death wish could have led the voters 
to put them in power in West Bengal, and only the infantile delusions of the prime 
minister could have led to speculation of a Congress(I) victory there The CPI(M) 
still enjoys massive support among the rural poor in the West Bengal eountrysidt—to 
a considerable extent the Iruu of piogrammcs initiated dunng the I eft l rout s first 
term ol office from 1977 to 1982 Allegations of corruption in the panchayats and 
high-handedness by parts cadres arc no doubt disturbing symptoms of the moral 
decline ol a pm tv in power, but here again the C P!(M)’s iccoid is vastly superior 
to 'hat ol Congrtss(I) ministers and leaders in the state T his time the lx:ft Front 
seems also to Inve improved its performance among urban middle class voters 
Even the constiv itivc, relatively well oil sections ntthe urban electorate who are 
perpetually disgruntled with detcnoiation in civic amennics power lailures, 
deadlocks m iduc itional institutions lack ot laulitics in hospitals and similar pro¬ 
blems, apparently could not put their faith in the C ongiess(I) as a viable alternative 
Ji would be interesting to watch how the I eft Front conducts itself in West Bengal 
Will its leading pirtner, the C PI(M), devote itself to a serious undu taking of irn 
provements in the administration’ Oi will the electoral triumph go to the already 
dizzy heads of the C PI(M) leaders and cadres making them behave in the cocky 
manner which is Increasingly becoming thcCPI(M) trait in West Bengal 7 CPI(M) 
leaders have emphasised over and ovei that it is not possibit for the left to bring 
about any radical change in the socio economic scene within the present const it u 
tional and legal framework But the least that the left in power can do is to bring 
about someellitiency in the day to dav running ot the administration, put an end 
to bribery and nepotism in government departments, stop the high handedness 
of tht police*- objectives which ire possible for anv parts which is seiiouslv con- • 
cerned about (he woes ol the uti/ciis There is no use blaming the centre for the 
Left Front’s failure to bring about these improvements 
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Space Research 
Failure of ASLV 

THE failure of Indian Spate Research 
Organisation's (1SRO) attempt to successfully 
develop a launch vehicle capable of placing 
a ISO kg satellite in near circular orbit marks 
a setback to the space programme It was 
generally assumed that the technology tor 
the development and fabrication of small 
satellite launchers together with solid pro¬ 
pellants, rocket motor propulsion systems, 
control systems and electronics had been 
successfully established Now thert will be 
certain doubts on this score The cause of 
the failure will however be ascertained only 
after analysing the telemetry data teceivcd 
during the short flight duration Preliminarv 
analysis has indicated that the Augmented 
Satellite Launch Vehicle (ASIV) mission 
failed due to a suspected malfunctioning of 
the core motor 

India is yet to build an indigenous capa 
bility to design and construct satellite and 
satellite launch vehicles independents The 
successful launch and operation of the 
satellites Aryabhatta and Bhaskara in the 
seventies wire achieved with the technical eo 
operation of the Soviet Union The first lastc 
of success came with the launching of SI V 3 
India s first satellite launch vehicle in August 
1980 SI V 3 launched the 35 kg Rohim 
satellite into orbit India s entrv into the 
select space club consisting of US USSR 
France, Japan and China was a matter of 
great prestige never mind the failure to 
adequately teed and clothe half of its 
population 

The thrust of the Indian space piogrammc 
is (l) to design and build satellites and 
satellite launch vehicles togeiher with the 
associated instrumentation (u) to define 
areas of application such as telecominumca 
tions, broadcasting and remote stnsing, and 
(m) to commission and utilise the opera¬ 
tional applications systems According to ol 
ficial sources the eflort is to achieve pro 
gressivc mdigenisation in these spheres bv 
strengthening the linkages between the space 
programme and Indian industrv 

Of the three SLV flights on'y one was 
successful In view of this there was some 
debate within the space establishment whether 
to continue experimental SLV flights so that 
greater launch experience could be acquired 
before going on to the next stage I he opt 
mon of those who argued tor continuation 
of SLV flights ull adequate expci icnce had 
been gained was howevu ignored It was 
decided to furthci nnpiove the technology, 
payload and orbital capabilities of the SI V-3 
launch vehicle through the development of 
a variant (i e, ASIV) for enhanced applica 
tidn Was this decision perhaps a bit pretna 
life 7 The decision could have been taken 

ping in mind the need to speed up the 

ace programme which is tar behind the 


original plan for the decade 1980-90 

The space establishment has grown into 
a mammoth structure comprising the 
Vikram Sarabhai Space Centre; Trivandrum, 
the Space Applications Centre, Ahmedabad, 
the ISRO Satellite Centre, Bangalore, 
Srihankota Ranges, Auxiliary Propulsion 
System Unit, Bangalore and Trivandrum 
and National Remote Sensing Agency, 
Hyderabad The expenditme on space 
science and technology during the sixth plan 
was Rs 389 crofe and the seventh plan out lav 
is Rs 725 crore including the meteorology 
component of the INSAT programme 
Against this, the txpendituri on scientific 
and industrial icsearch under CS1R m the 
sixth plan was only Rs 220 crore and is pro- 
jicttd to be only Rs 335 crore in the seventh 
plan One needs to qutstion the socio 
economic iclevance of the space programme 
vis u i/s other science and technology pro 
giammes Weather forecasting and mapping 
of mineral resources . la satellites an distant 
objectives which will not be realised in the 
short or tven the medium term It may pio 
bablv be the defenee applieitions of the 
spate piogrammc that accounts for the 
priority attended to it 

Thiec mmor missions were set out in the 
space progr itnme lor 1980 90 I he Hist vs is 
the development inti launching of m Inelnn 
icmoic sensing satellite for unlisinon ol 
remote sensing technology and the dcscleip 
mint of a national n miial resources survev 
and man me incut ss stern 1 he second objte 
tisc was the development of a launch vfhi 
clc capable of launching satellites of MXribOO 
kg in the equatorial and polar orbits The 
\S\ V is basicalls an intermediate step in the 
achievement of this objective It is a launch 
vehicle capable ol placing a 1^0 kg satelliit 
in nc ir circular orbits by modifying the 
SIV 3 ssstem Tht third obieuivc was the 
commissioning ol the. piolotype ol a mulli 
purpose satellite so that I he country would 
tsentually use indigenous satellites to meet 
its telecommunication and broadcasting 
nteds 

The ISRO is nowhere near achieving any 
of these objectives and the failuic ot ASI V 
is going totalise a further delay in the sp icc 
programme 

Drug Polity 


Facade of ( onsultatinn 


IN lilt lour months since the announcement 
ot the drug polity the government and ns 
agencies have shown how easy it is lor thtm 
to defuse every piogrcssivt demand The 
latest illustration ot ihe government’s grow 
ing expertise in this manoeuvre is the lunt 
Honing ol the commuee sci up to decide on 
Category 11 diugs which are to be allowed 
100 pei cent MAPI (maximum allowable 
post manufacturing expense) The committee 
is travelling round the country ostensibly to 


gather opinion trom all sections of the po¬ 
pulation And how does it accomplish the 
task 7 By haphazardly inviting individuals to 
present their views giving them all of a cou¬ 
ple of days’ notice This shows an utter 
disregard for their work and their optnior 
which is further highlighted by the manne 
in which these ‘interviews’ were, by all ac 
counts scheduled and conducted Clearh 
the process was merely a formality This cor 
tempt for consumers’ opinion is particular! 
disturbing in the context of the irrationaln 
ot tht Cattgoiy 1 drugs list This list, whn 
was supposed to comprise those median 
used in the national healftt programme, do 
not include ol number ol such drugs K 
instance, vaccines (for the immunisation pr 
giamme), drugs toi the maternal and chi 
health programme, or even oral rehvdratir 
silts do not rind a place in the list 
In (act the drug policy was itself an n 
dication of how expert the government is t 
icndcimg ineffective the demand for coi 
solution Aliir months ot contabulation 
end consultations with ‘all sections of 
opinion (meaning thereby that some 
consumer croups h it! been given i reluctant 
lieimig) Ihe government released a state 
nicnt puiportmg to be the new Jiug policy, 
lust a week it lei the end ol the winter ses 
sum id p till lincril It llius avoided expos 
ni the policy to i thseiission bv ihe elected 
icptcsenbitives of tin people But even as the 
policy sliicmcrii was being suhjeeltd to 
public criti. is ni it e mu to light that there 
existed molhi t document not made public 
tarliei which was the more comprehensive 
policy si tie me nl But i m loiislv enough in 
sti id ol eliboriling on the eailiei state 
mints tht littu document biclm itks on 
sever il issiu s So mm h so that il looks sci v 
imicli like ihe douimcnt was piep util illu 
the sUlcintnl w is released lo illustiare 
while the st ituiicm in ikes some mention ol 
the Nitional Dui" and Ph itmueutieal 
Authoiits (Nf)PV) h tsmu representation 
bom ilh otKtrned n-tneits ihe dotuimm 
is mincls silent on the composition ol tht 
agelicv In essttiee tht drug policy ilotu 
mcnl while ippe iring to takt into eon 
sidu moil some ol the suggestions of the 
consumer groups for adequate representa 
non in ut is ol policy making and ini 
plcmtntaiion, has sutuallv devitalised them 
by eliminating consumers' representation in 
anv ot the various committees and bodits 
proposed to be set up 

It is not onlv the consumers voice which 
undergoes distortion in government Fven 
the Supicme Court’s order has been muti 
lated to lender it mtarunglcss In November 
the court ruled on the case of high dose 
cstiogen progesterone drugs and directed the 
drugs controller to hold public hearings on 
the issue to decide whether the drug should 
be banned It specified that these hearings 
should be held not only m the capital but 
wherever consumers requested that they be 
held Letters from doctors and consumer 
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groups who have written to the various 
authorities requesting a hearing have gone 
unanswered generally The first hearing was 
apparently held in Madras in early February, 
but without any kind of prior public notice 
of venue or date Consequently, consumer 
groups who have tew resources and fewer 
communication channels open to them in 
government knew nothing about the meeting 
until afterwards Whether by design or ac 
udent it is the drug companies which were 
adequately represented In late March some 
of the groups received a communication 
from the drugs controller about a second 
hearing, on April 10 in Delhi, tor which they 
have been asked to submit 20 copies of 
documentary tvidencc and scientific data in 
support ot their views This is making i 
mockery ot the verv process ot a public eii 
quiry because the ptoecdure is so structures 
as to make public representation extiemcb 
difficult and even impossible 

Maharashtra 


Ft ronnial Alibi 


AS in the past two vears, adverse weather 
conditions and insutfiuent rain provide an 
ilibi to the Mah trashlra government to ex 
plain awav the stile s decrepit agricultural 
economy Accoicling to tilt government v 
f conomte Survey for 198ti 57 drought af 
fccicd as m inv is 18 261 villages in 219 
kh it if tilukas md S 147 villages in 95 
labi talukav and brought down the crop 
paisewai i below SO paisc Production of 
foodgrams is expected to go down bv 16 per 
cent to 71 I ikh tonnes in 1986 87 of kh tut 
groundnut bv 12 pei ctrii to 1 71 lakh lonncs 
and of sugarcane bv 18 per cent lo 195 lakh 
tonnes The tali in production of cotton is 
esen sleeper 26 per cent Irom tht high level 
ol 1981 86 ImluMiial production however, 
rose bv 5 It) 6 per cent, the 1 conomit Suivcv 
claims m the tirst seven months ot 1986 87 
over the cot responding period of 1985 86 
fhc enttgv situation in the state is also said 
to be satisfactorv as thtre have been no 
restrictions on electricity consumption The 
scscrc scarcity conditions led to ri-c in prucs 
in urban and rural areas bv 10 8 ptr ceur and 
9 4 per cent respeetivelv between April and 
Deccmbti 1986 comp irtd to the corrcspon 
ding ptriotl ot the picvious vear 

The Maharashtra govemmtni spent as 
much as Rs 222 crore on the Employment 
Guarantee Scheme (tGS) in 1986 87 and 
Rs 70 crore on othci cmplovmtnt program 
mes thus substantially exceeding the budget 
outlay ot Rs 226 6* crore for all rural 
employment piogrammcs 1 he government 
has now piovided lot an outlay of Rs 238 78 
-rore on rural employment programmes tn 
1987 88, comprising Rs 162 50 crore on the 
EOS and Rs 76 68 crore on other program 
mes Despite the well known leakages, these 
schemes have ensured some flow of incomes 


to small and marginal farmers and landless 
agricultural in the rural areas 
The state finance minister presented a vote 
on account budget for meeting government 
expenditure upto July 31, 1987 and used the 
occasion to lev y fresh taxes of Rs 86 crore 
The vote on account has been necessitated 
by the introduction of zero-base budgeting 
which, it is claimed, will achieve a saving in 
expenditure of Rs 50 crore. Rs 59 crore is 
sought to be raised by levying a one-time tax 
on motor cycles and tricycles and changes 
in sales tax and professional tax are expected 
to yield Rs 27 crore The state’s principal 
source of revenue continues to be sales tax 
which will account for as much as 60 6 pet 
cent of the government’s total tax receipts 
of Rs 3,359 crore tn 1987-88 Receipts from 
sales tax rose from Rs 1,504 crore (actuals) 
in 1985 86 to Rs 1,748 crorc (revised esti 
mates) in 1986 87 and are put at Rs 2,038 
crore in the 1987 88 budget Revenue front 
state excise, mainly on country liquor and 
foreign made Indian liquor, rose tiom 
Rs 206 crore (actuals) in 1985-86 to Rs 260 
crorc (revised estimates) in 1986 87 and art 
estimated at Rs 340 crore in 1987 88 By con 
trasi, the state government has made no 
move to raise tax revenue from agrtculturt 
Receipts from tht tax on agricultural in 
comes has remained unchanged at Rs 25 
lakh in the last two financial vears The 
government has, howevu shown no hesita 
lion in taxing the urban lower middlt class 
and tailors workers bv levying a profession 
(ax It also showed little pertuibation wlitn 
it had to fork out Rs 110 crort in 1986 87 
io meet the loss on the cotton monopoly 
procurement selitmc tun for the bcntlu ol 
lilt statt s cotton gionus 

Nuclear Industry 


How At countable' 


THE luturc of the nuclear industry all over 
the world which after Chernobyl had 
appeared bleak has considerably brightened 
with the release of two British reports The 
first is the Lay field report on the Sizewell 
public inquuy and the other the report of 
the icscatch study on cancer clusters around 
nuclear installations While the broad con 
elusions of both reports appear to give a 
clean chit to the nucleai industry, they raise 
several issues which must be tackled 
scrtouslv by both the anti nuke movement 
and the nuclear proponents 
The Layfield report is the product of the 
longest public inquiry to be held in Britain 
where such inquiries have become almost 
mandatory before any major decision which 
affects the population is taken I he inquiry 
was constituted to examine the proposal bv 
the Central Electricity Generating Board 
(CLGB) to build a pressurised water reactor 
at Stzewell It was set up when there was 
large scale protest against the proposal on 
several grounds—safety ot the reactor 


design, which is new to Britain but is similar 
to the one at Three Mile Island where one 
of the most serious nuclear accidents 
occurred in March 1979, the relative cost of 
nuclear power for Britain, the reactor’s 
potential as a new source of weapons-grede 
plutonium for the country, the environ 
mental hazard tn terms of waste disposal and 
radiation hazard to the surrounding popula¬ 
tion, the danger of accidents and risk to 
workers After four years of deliberations 
and countless submissions the Layfield 
report concludes that “the expected national 
economic benefits are sufficient to justify 
the risks that would be incurred** 

Quite obviously a report of this nature 
cannot be dismissed out of hand—its 
arguments and conclusions must be given 
serious consideration by all concerned It is 
not, however, the last word on nuclear energy 
for alt countries The report, after all, 
examines the proposal for a new nuclear 
power reactor in Britain in the context of the 
existing safety and health situation there It 
is a moot point whether either the nuclear 
safety and radiation monitoring set up or 
the supportive health facilities are in any way 
comparable to that in Britdin It is only 
within these parameters that the issue of 
nuclear power in India will have to be con 
stdered Of course, it ts highly unlikely that 
our atomic energy department would even 
agree to a public inquiry on the suitability 
of nucleat installations heie 
The other related report which will no 
doubt cause jubilation in the nuclear lobby 
on cancer clusters around nuclear factories 
has apparently found no direct link between 
the two The survey which covered 15 nuclear 
installations and 16 different kinds of cancer 
over a period 1959 1980 was instituted in 
1981 when a television programme directed 
attention to the presence of ‘clusters’ of 
leukemia cases in children living near British 
Nuclear Tuels’ Sellaficld plant Public 
pressure prompted the National Radiological 
Protection Board, which keeps check on 
radiation and its hazards to institute a large 
scale study by Oxford scientists using 
national mortality data from the Office of 
Population Censuses and Surveys in 
London 

hile the study will no doubt come in for 
much discussion, it highlights several ques 
lions in the Indian context Firstly would 
the Indian radiation protection authonty be 
willing to undertake such a survey to allay 
public apprehensions* And even it it were, 
would it be in a position to conduct such a 
study 9 Given the unreliability of existing 
national mortality statistics and the fact that 
the nuclear authonty almost completely 
neglects any kind ot monitoring of health 
data ot the surrounding population (and 
often of the workers in the industry as well), 
would it even be in a position to assure 
people that nuclear energy does not aggra 
vate the existing poor health and mortality 
picture for the masses in the country 9 
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Rare Chance for Cotton Trade 


IN his inaugural address at the 19th meeting 
of the Indian Cotton Development C nunul 
(ICDC) held in Bombay on March 25 the 
union minister of state tor agiiLuItuie, 
Yogendra Mukwana, observed that “the 
council is an advisory body and has a signi 
ficant role to play for recommending various 
measures on aspects like increasing the pro 
duction of cotton, suggesting changes in 
research and development for an prosing the 
quality ot fibre ensuring remunerative prices 
to cotton growers, marketing exports, etc ’ 
What kind of significance is one to attach 
to the role played by this ‘advisors bods’ 
which is holding as 19th meeting after a 
lapse of six years’ The explanation offtred 
for this lapse is that the council was 
reconstituted onlv in October 1986 whereas 
the term of the chairman and the non 
official members of the former council had 
expired on August 22 1980 This cvnnot but 
undermine the impoitancc and prestige of 
the council 

No less amusing is the minister s lament 
over the wide vanations between the esti 
mates of the different agencies including 
official For it is really Ins own mimstrv’s 
crop estimates which have alwm been 
altogether wide of the maik Take tht Iasi 
three cotton seasons, 1984 85 to 1986 87 
According to the directorate ol economics 
and statistics, department of aanuilturt and 
co-operation, cotton production was 85 07 
lakh bales in 1984 85 and 86 17 lakh bales 
in 1985 86 The current season s harvest is 
placed at 80 41 lakh baits Tht eorrespon 
ding production figures accepted by the 
Cotton Advisory Board, presided over bv the 
textile commissioner, are 101 50 t ikh bales 
107 lakh baits and 95 lakh bales respectively 
Relevant official statistics show that ovet the 
years domestic consumption oi cotton his 
far exceeded the total phv steal supply - 
indigenous pioduction plus imports minus 
exports Apparently, the government has 
never bothered to reconcile the continuing 
wide gap between actual consumption and 
physical supply 

Also there is little sense m talking about 
sustained efforts bung made to boost cotton 
production to achieve the Seventh Plan 
target of 95 lakh bales in 1989 90 when pro 
duction has alrtadv exceeded ihe target 
during 1984 85 and 1985 86 Despite the set 
back caused by adverse weather conditions, 
the current season s crop is estimated at 95 
lakh bales This is not to suggest that all is 
well on the cotton production from India 
has the largest area in the world under cotton 
but it ranks a pooi lourth in terms ot pro 
duction because of the poor yield which is 
hardly one third of ihe woild average This 
is not all Ol late the problem of varietal 
imbalance hac tended to assume rather 
serious proportions as the supply ot 
medium and long stiplc varieties has been 


lagging well behind the textile industry’s 
requirements 

It is reassuring to be informed by Yogendra 
Makwana that the union ministry of 
agriculture has set up a high level committee 
under the chairmanship of tht economic and 
statistical advisor to the government to 
rtconsider the methodology for computing 
precise and timely cotton crop estimates 
Out tan scarcely oscremphasist the need for 
timely, reliable crop estimates for taking 
appiopnate policy decisions not only in 
regard lo export/unport but also for en 
forcing requisite discipline on the market in 
an endeavour lo reconcile tht conflicting 
mteiests of cotton growers and the cotton 
null industry Lquallv welcome is the govern 
ments decision to modify the ccntrallv 
sponsored intensive cotton development 
programme lor the remaining years ot the 
Seventh Plan to step up the production of 
medium and long stable cotton with a v iew 
lo rectifying the varietal imbalance 
Much of Ihe rest of what the union 
inmistci said ran along familiar lines C otton 
being essentially a ram fed crop Makwana 
called for more intensified and integrated 
research and development effort lo evolve 
suitable varieties which could withstand 
nature’s onslaught He urged scientists to 
evolve high-vieldmg varieties containing high 
oil content an tncourage modern methods 
of oil extraction He also underlined the 
netd to modernise ginning and pressing 
facilities to improse the quality of cotton as 
also to standardise the material tor wrapping 
winch could greatly htlp the cause ot 
exports 1 he minister drew pointed attention 
lo the vanous deficiencies in the maikcting 
system which adversely atfectcd the interest 
ot cotton growers He said that in many 
states cotton sales were not being done at 
marketing yards and that even in the niandis 
the auction was done on heap basis and one 
rate was being given to all the fatmers bring 
mg ilieir pioduce on a particular d ly Still, 
worse prices were fixed arbitrarily taking 
advantage ol the farmers’ vulnerability Tht 
nnnistu said that even the CCI did not 
adopt a sen niific method for measuring tht 
micronaire value md staple length of raw 
cotton in most areas The system clearly 
operated against the interests of cotton 
growers I hat the marketing of cotton as 
also of most other agricultural commodities 
suffers from serious infrastructural in 
adequacies is, of course, common knowledge. 

In his presidential address the ICDC 
chairman A G Krishna stated that as ihe 
1986-87 season is almost ovei and the sow 
ing season tor 1987 88 is approaching fast, 
this is “the most appropriate time for having 
discussions on cotton production, marketing 
problems, exports, etc” He pleaded for the 
introduction of cotton crop insurance in all 
the states with minimum premium from the 


farmers He also urged the textile ministry 
not to give undue emphasis to the use of 
man-made fibres and instead take appro¬ 
priate policy decisions aimed at promoting 
the use of cotton Few will question the need 
tor protecting the farmers against the 
vagaries of the weather but opinion in regard 
to the use of man-made fibres is bound to 
be sharply divided 

Interestingly enough, the brief cotton 
balance sheet presented by the ICDC chief 
is based not on the agriculture ministry’s 
estimates but on the estimates accepted by 
the Cotton Advisory Board at its last 
meeting The cairv over at the end of the 
season is shown ai 25 lakh bales against the 
opening stock of 39 5 lakh bales According 
to the East India Cotton Association 
however, the opening stock was substantially 
higher at around 50 lakh bales 1 he likely 
carryovci at the end ot the season is indeed, 
the least impoitam aspects of the cotton 
scent which has undergone a phenomenal 
change over the past tew monlhs Ir is not 
mealy that the upward trend in cotton paces 
which st,tried about I he beginning of 
October has still not come to a halt Over 
tht past oik month alone the Exonomu 
Times index tor cotton puces has risen by 
11 8 per ecru Codon prices ire now ruling 
around tht stason s hightst levels—aboul 25 
to 35 p cr cent above the official support 
prices lhc sharp upswing in pritts this 
season, howestr, needs to he viewed against 
the bickgiound of the phenomenal d< tline 
in the preceding iwo seasons, carismc the 
of f iti d w hole s »lc pru c > index (or i otton 
to tht lowest lestl tor nc ulv i dicidt 

By lai the most disquieting aspect ot the 
emerging cotton scenario is tint lhc central 
and state co operand agtncics a ill noi be 
eariying iny slock at the end ol lhc current 
season I his is something tIt it Ins ricsei 
happened bclore Ai the end of August 1986, 
the CC 1 had a stock ot 6 96 lakh bales and 
the Maharashtra State Cotton Growers 
Marketing federation tamed a massive 
stock of 16 5 lakh bales On March 31, the 
( C 1 had an unsold stock ol no more than 
70 000 bales The corporation is confident 
of fullv utilising us export quota lor 50,000 
bales bv the end ot April The stock with 
the Maharashtra federation is placed at 7 30 
lakh bales which includes 1 lakh bales ol the 
1985 86 crop The federation dots not 
envisage anv dilfiuiltv in utilising its export 
quota for 1 lakh bales by the end ol April 
and it is hopefully looking tor its due share 
in the releast of the remaining 93,000 bales 
to complete the 6 lakh bale quota earmarked 
for the current^season Despite the rise in 
domestic prices and the high minimum ex 
port prices, export business remains a pro¬ 
fitable activity though the profit margins 
have shrunk to modest proportions Since 
the current season has still five months more 
to go, the federation can have no difficulty 
whatsoever m disposing of all the cotton it 
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1 has, it is, in fact, in a position to dictate 
prices 

The implications of tht CCI and the 
Maharashtra federation winding up the 
current without any stock with them can be 
quite far reaching The private trade which 
will be carrying fairly large stocks this time 
has all the ingenuity and expertise for ex 
ploiting the rare opportunity Cotton mills 
will be entirely at the mercy of the trade and 
the worst hit will be the financially weak 
units which have to make do with bare 
minimum stocks all the time The private 
[lade’s maiketing strategy will be influenced 
in no small measure by tht behaviour of the 
south west monsoon Only the timely onset 
of tht monsoon can have a chastening ettect 
on the market 

Cement 


Clamour for Mon Htlit*f 


THE Cement Manufacturers Association 
(CMA) has expressed its disappointment 
over the meagre' reliefs granted to the in 
dustry in the budget lot 1987 88 since these 
are extended to only those units which com 
menced piodtictton on or alter April 1 198b 
Such units, according to ( MA account tor 
a production capacity of only about 8 
million tonnes out ol trie present total 
installed capacity of 50 million tonnes 

As part of the budget proposals for the 
veir 1987 88 tht ntw units whnh tom 
merited production of Portland cement have 
been given a rebate of txust dutv at the rate 
ol Rs ^0 pei tonne of such cement produced 
by tnem, provided that the production of 
such cement in the lactorv in any financial 
yeai is not less than 70 per cent of tilt annual 
licensed capacity as certified b\ the Develop 
incut C oinmissiontr lor Ctii'cnt Industry 
1 he exusc concession however would not 
be applicable to cement produced from 
linker which is brought from outside The 
rebate in excise duty will be available from 
March 1, 1971 and upto Maich 71 1990 It 
has further beui tnnounccd that tht levy 
quota m respect of such units would also be 
reduced Irom Oil existing 70 per cent to 15 
per cent ol then production 

With the announcement of these conces 
sions, the levy obligation for different 
cement units is now as follows 
(0 Eor units which wuc 11 commercial 
production on lanuarv 1, 1982 50 
per cent of production 
(n) For new units or expansions which 
have gone into commercial produc¬ 
tion after January I, 1982 and upto 
March 31, 1986 70 per cent of 
production 

(m) Substantial expansions commencing 
production on or after April 1,1986 
30 per cent of production 


(iv) Units declared sick 30 per cent of 
production 

(v) New units commencing ptoduction 
from April I, 1986 onwards 15 per 
cent of production 

The cement industry is particularly 
unhappy that no relief has been offered to 
units which went into production between 
January 1, 1982 and March 31, 1986 These 
units account for a production capacity of 
16 million tonnes CMA has contended that 
these units have been finding it difficult to 
cover their capital rclattd costs like interest 
and dtpteu ition and that they have started 
deferment of loan repayments The CMA has 
demanded extension of reliefs to units which 
commenced production after January 2, 
1982 as well, which arc also new units 

It is fuither contended that old units 
accounting for 50 per cent of the total instal 
led capacity of the industry have also been 
losing heavily on levy s lies because of cost 
escalations and that excise duty concession 
should havt bten extended to all iht units 

It may be noted, however, that only in 
Dectmber 1986 the government had gianted 
substantial reliefs to cement industry At that 
time the levy price ol current was raised by 
Rs 24 50 per tonne ind the obligation to 
comribuie Rs 9 pu tonne to Cement Regula 
non Account on the sak of non levy unrein 
was discontinued In idditioii, tht levy 
obligation was reduced by 10 pet cent for 
all the units 

Ihc cemtnt lobby luy been trying to 
pressurise the government to extract more 
concessions and it has stated that if more 
concessions ait not extended to all categories 
ot units no signihcant iddttton to installed 
capauty could be cxpce’ed after the Scsenth 
Plan period 

Against this eontcntion of tire liidustiy it 
may be argued that ill the eorrecssions 
otic red m the past were intended to enable 
the industry to modernist and update its 
technology so that production costs could 
be brought down Some of the new units 
going in lor the latest plants with 3 000 
tonnes per dav eapautv die expected to 
reduct the cost ol ptoduction by 40 to 50 
per cent although the investments cost hast 
gone up subsiantialls lo encourage new 
units and tew ard eiticunev the government 
h is now decided to otter them excise con 
cession and lowct less obligition tor a 
period ot three years 

About 12 5 million tonnes of old wet 
process capacity needs to be modernised 
urgently According to estimates this would 
involve an investment ol Rs 1 250 wore but 
this modernisation wii help conserve about 
two million tonnes of coal per day In other 
words, this would vast the country over 
Rs 100 crore pet sear 1 he industry can avail 
of the soft loan scheme being opeiated bv 
the IDB1 for modernisation 


TWENTY YEARS AGO 

EPW, April I, 1967 

The sharp rise in food prices in ihe tin,! two 
months ol 1967 foreshadow the desperate 
situation likely to emerge between now and the 
end of the year Production in 1966 67 is now 
estimated at 76 million tonnes or not even 4 
million tonnes more the in 1965 66 there 
are no carry over stocks this year as there were 
last yen from ihe record harvesi ol 1964 65 
imports ol foodgrams in 1966 totalled 
10 4 million tonnes the highest in any sear so 
tai ihe position is even more tenuous with 
icg int to rite tor there is no question of large 
sc ilc ml here Supplies lor distribution 
Ihiough government have to come Irom in 
rern it prcituremem and commercial imports 
lire basic weakness of the country s food 
economy is our overwhelming are growing 
dependence on lood imports for feeding the 
e i ban popul mon in ihc absence of imports 
on iht scale we line got used lo ihc days of 
painless PI 480 imports Irom the US are 
finally over it food prices havt lo be kept in 
cheek and iht uiban areas ensured reasonably 
adtquiic supplies of food It will be 
ncecssarv to make a special ettorl to wrest 
Irom ihe rural aieis a substantially higher 
pioporuon ol tht output than hithero 
* * • 

This wuks communal disturbances m 
t ikuita m which eleven persons were killed 
ind i hundred inpircd have understandably 
cau ed much anxiety and not in Calcutta or 
Bengal done Using whai can be described 
as reckless language the unidentified [police] 
official has sought to pul the blame on the 
Sikhs who took out the procession to the 
Bughm m (jcirdw ira According to him Ihe 
procession became hoi itrous and violent 
| indl ihc prirecssionisis indulged m arson 
slabbing tool lire ol roadside shops and aliaek 
mg pissing vehicles Whatever the element 
of truth in illllus i thoughtless and obviously 
one sided statemtm like tins can have only the 
most undesirable impact on tempers already 
tense and hypersensitive By contrast ihe 
sl.ttmcnls made bv ihc West Bengal chief 
mimslti and deputy chief minister have been 
caietully balanced The latier has scotched the 
iiresponsible rumours that iht processionists 
were curving file aims mdihat they had shot 
down a pohsc snpciinltndcm 
* • * 

the I MS ministry noi only has immense 
popular suppori bur m enormous adsantage 
m organised breking throughout the slate 
Both popularity and organisation musl be 
brought full, into play in demonstrate that the 
state has indeed enured into a ntw phase of 
Us evolution B I Ranadivc has oblit|uelv 
criticised his tolltagtn m the politburcau for 
noi i iking i lirm enough stand on ihc issues 
ol repeal ot ami democratic legislation and 
refusal to use ihe coereivt apparatus of ihe 
si are againsi popular movements There may 
bi some point in this erilieism but it misses 
ihe mam point how ihe people and their 
org mis if ions are to pi iv their role m imple 
mulling tht poiiLies and decisions of the 
Unit d I rom ministry 
H >u lar arc left or le'i influenced slate 
governments io go in helping to consolidate 
capitalism in India’’ Or how much can ihey 
do to put into operation non capitalist trends 
even though Ihe police of tht central govern 
mem is capitalist 



STATISTICS 


Variation (Per Cent) 


lade* Number* of Wholesale Prices 

Latest 

Over 

Over 

Over 





(1970-71 - 100) 

Weights 

Wfcek 

Last 

Last 

March 

In 

In 

In 

In 


(14-3-87) 

Month 

Year 

29, 1986 

85-86** 

85-85 

83-84 

82-83 

All Commodities 

1000 

379 8 

01 

54 

58 

57 

71 

95 

26 

Primary Articles 

417 

353 5 

-02 

64 

74 

24 

48 

110 

36 

Food Articles 

298 

335 9 

03 

45 

53 

73 

64 

13 5 

62 

Non-food Articles 

106 

324 2 

-21 

15 5 

17 9 

-105 

-23 

151 

17 

Fuel, Power, Light and Lubricants 

8 S 

624 8 

01 

26 

26 

89 

26 

76 

75 

Manufactured Products 

499 

360 3 

03 

5 5 

5 5 

33 

60 

87 

06 






Variation (Per Cent) 



Cost of Living Index 


Latest 

Over 

Over 

Over 





Base 

Month 

Last 

Last 

March 

In 

In 

In 

In 




Month 

Year 

1986 

85-86 

84 85 

83 84 

82 83 

For Industrial Workers 

1960 = 100 

688 * 

— 

94 

110 

65 

64 

12 6 

78 

For Urban Non-Manual Employees 

60 = 100 

622 12 

- 0 $ 

84 

95 

68 

8 1 

10 3 

80 

For Agricultural Labourers 

July 60 to 
June 61 = 100 

573 1 

-1 0 

36 

3 1 

48 

02 

11 4 

52 





Variation Rs Crore (Per Cent in Brackets) 


Money and Banking 


Latest 

Over 

Over 

Over 





Unit 

Week 

Last 

Last 

March 

In 

In 

In 

In 



(13 3-87) 

Month 

Year 

28, 1986 

85-86** 

84-85** 

83-84 

82 83 

Money Supply (M 3 ) 

Rs Crore 

1,39,254 

1643 

21,759 

20,924 

15,192 

16,058 

13,031 

10,115 



( 12 ) 

(18 5) 

(17 7) 

(14 9) 

(18 7) 

(17 9) 

(161) 

Net Bank Credit to Government Sector 

Rs Crore 

72 047 

718 

12 410 

13,525 

9,579 

8,445 

5,757 

4,748 

Bank Credit to Commercial Sector 

Rs Crore 

90,850 

690 

10,552 

8,998 

9 745 

10,809 

8 830 

8,247 

Net Foreign Exchange Assets of Banking 

Sector Rs Crore 

4,366 

316 

1,472 

954 

299 

1,467 

-104 

-977 

Deposit of Scheduled Commercial Banks 

Rs Crore 

1 01,814 

889 

17,504 

14,041 

12,475 

11,648 

8,550 

7 299 



(0 9) 

(20 8 ) 

(16 0 ) 

(17 3) 

(19 2) 

(16 4) 

(16 6 ) 

Foreign Exchange Assets** 

Rs t r 6 re 

7 322 

262 

825 

-62 

53 

1 271 

1,190 

758 







(0 8 ) 

(213) 

(24 9) 

(18 8 ) 

Index Numbers of Industrial 

Weights 

Latest 

Average of 






Production 


Month 

Months* 


Variation (Per Cent) 


(1970 = 100) 





In 

In 

In 

In 

In 




1986 

1985 

1986** 

1985** 

1984 

1983 

1982 

General Index 

100 00 

222 0 10 

217 5 

204 4 

6 1 

64 

66 

42 

4 5 

Basic Industries 

33 23 

288 7 10 

272 6 

250 9 

77 

87 

10 8 

5 5 

80 

Capital Goods Industries 

14 98 

235 I 10 

231 0 

224 1 

24 

3 1 

66 

5 3 

0 9 

Intermediate Goods Industries 

21 33 

187 1 10 

187 7 

179 2 

60 

4 7 

6 I 

68 

1 9 

Consumer Goods Industries 

30 46 

174 410 

173 1 

161 9 

5 3 

69 

26 

06 

58 

Durable Goods 

3 81 

303 l 10 

286 7 

246 3 

14 0 

17 4 

17 8 

10 

36 

Non Durable Goods 

26 65 

156 0 10 

156 9 

1501 

34 

45 

02 

05 

65 

Foreign Trade 

Unit 

Latest 

Cumulative for* 







Month 

“ - — 

. 








(Dec 86 ) 

1986-87* 

1985 86 * 

1985-86 

1984 85 

1983 84 

1982 83 

1981 82 

Exports 

Rs Crore 

956 

8,978 

8 113 

10,420 

11,855 

9,872 

8,908 

7 803 






(- 121 ) 

( 200 ) 

(10 8 ) 

(14 2) 

(16 3) 

Imports 

Rs Crore 

1.686 

14,189 

14,925 

18,371 

17,173 

15 763 

14,356 

13,671 






(7 0) 

(8 9) 

(9 8 ) 

(5 0) 

(5*2) 

Balances ol Trade 

Rs Crore 

-730 

-5,211 

-6,812 

-7 951 

- 5,318 

-5,891 

-5 448 

-5 868 

Employment Exchange Statistics 

Unit 

Latest 

Cumulative for* 








Month 
(Nov 86 ) 

1986 

1985 

1985 

1984 

1983 

1962 

1981 

Number of Applicants on Live Registers 

Thousand 

29,853 

29,853 

26,134 

26,270 

24,861 

23,034 

19,753 

17,838 

(as at end of period) 





(5 7) 

(7 9) 

(16 6 ) 

(10 7) 

(8 3) 

Number of Registrations 

Thousand 

341 

5,038 

5,364 

5,766 

6,220 

6,756 

5,862 

6,277 






(-7 3) 

(-8 0 ) 

(15 3) 

(-6 6 ) 

(2 0 ) 

Number of Vacancies Notified 

Thousand 

50 

556 

629 

657 

707 

827 

820 

895 






(-7 1) 

(-15 5) 

(0 9) 

(-8 4) 

(6 6 ) 

Number of Placements 

Thousand 

23 

326 

349 

373 

407 

486 

474 

505 






(-8 4) 

(-16 3) 

(2 5) 

(-61) 

(5 2) 

Income 

Unit 

1985-86** 

1984-85** 

1983-84 

1982-83 

1981-82 

1980-81 

1979-80 

1978-79 

Gross Domestic Product (Current Prices) 

Rs crore 

2,15,024 

1,90,888 

1,72,704 

1,45,565 

1,30,583 

1,14,021 

95,474 

87,326 

Gross Domestic Product (1970 71 Prices) 

Rs crore 

64,988 

61,838 

59,341 

55,032 

53,168 

50,736 

47,138 

49,633 

Per Capita Income (1970-71 Prices) 

Rupees 

798 

775 

764 

721 

715 

700 

664 

717 


* H>r current year upto latest month for which data are available and for corresponding period of lait"year 

*• Excluding gold and SDRs 
+ Upto latest month for which data are available 
4 4- Provisional data 

iVoret (1) Superscript numeral denotes month to which figure relates, e g, superscript 1 indicates that the figure is for January and so on 
i-.^S.J’igutes in brackets denote percentage variation over previous period 

WJ "l' *1V 
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PP^Pi ... 

FROM THE IVORY T0WE1 


Agricultural Research and Rural 
Development 

A run Ghosh 


THE link between the growth of rural India 
and agricultural research and extension acti 
vity is widely recognised The efforts of the 
ICAR and of some of the more important 
regional research units at Pantnagar, at 
Jalandhar, at Coimbatore (for sugarcane) 
have also paid high dividends through the 
introduction ol high yielding as well as 
hybtrd varieties of wheat, rite, sugarcane 
which have increased the yield rates ot these 
crops significantly over the years Research 
and ‘cloning’ efforts connected with rubber, 
cotton and some other < rops have also given 
excellent results, with self sufficiency -or 
near self-sufficiency—attained in all the 
crops indicated above (And if we have had 
to import large quantities of sugar a couple 
of years back, that is a reflection only of the 
triumph of vested interests and the refusal 
of the government to adopt a rational policy 
on sugar cum sugarcane since this parti 
cular crop is still subjtct to large cyclical 
variations in the area sown, and therefore 
ol the output even though a very substan 
ual part of the cane area is irrigated ) 

But our peifotmance with different crop' 
has been widely divergent Our yield rates 
of pulses—a major source of protein for the 
poorer sections of the population—as also 
of oilseeds generally have itniaincd dismally 
low, and with the extension ol uiigalion the 
area undo pulses (as well as undei ground 
nut) has steadily yielded to cereals and com¬ 
mensal crops Equally divergent is the per 
formance ol different agricultural rcseatch 
stations I hose in the eastern region parti 
cularly would do well to take stock ol their 
performance ind achievements 

In this context it is a plctsuic to see a 
rtport (prepared in August l98o) by the 
Regional Agriculturil Research Sutton (at 
Lam, Guntur) ol the Andhn Pi idesh 
Agricultural L’niscisitv on the Krishna 
Godavau /one 1 he repott obviously 
prepared lor the sophisticated layman not 
only gives useful background information 
on the geological md land situation in 
Andhra Pradesh, the soil eharactensties, the 
atea under (and the different methods used 
for) irrigation the uea and yield lates ol 
different erops in difterenl types of soil in 
different parts ot the state it also retails the 
results of the agneultura 1 eensus of 1980 81 
and indicates the landholding pattern the 
irrigated area under different crops, the yield 
rates, the cropping pattern, the divergent 
crop rotation schemes in use and their 
efficacy or otherwise under different sod 
conditions The researchers of the Regional 
Agricultural Research Stat.on at Guntur 
obviously did not shirk detailed field 
investigations 

But it is not with a view to applaud the 
above report that a reference to it in this 


column is made The report contains a 
wealth of data pertaining to Andhra Pradesh 
generally and to the Krishna Godavari 
region in particular which are of interest to 
readtrs throughout India, and the report 
also highlights some important issues for 
both agricultural researchers and policy 
makers in the country Let us enumerate 
some id the problems (and constraints to 
agricultural growth) noted m the report, for 
different geographic/sol! areas, and then 
consider their general implications 

I list in the Nagarjunasagar Project 
(NSP) command area, the gioundwater levtl 
is increasing alarmingly aftei the introdue 
tion ol irrigation, and this area is now 
threatened by sod salinity and alkali pro 
bluus (st c i ibis) 1 lie repoii goes on to say 
thu “Besides a rapid rise in gioundwater 
table the quality of groundwater has also 
detenorated because ol increase in salt 
concentrations 1 be figures for the left 
canal system with 79 pci cent of the wells 
showing the water table rising to a depth of 
0 5 feu liter irrigation Iroin the NSP 
system art partieuhrly ominous 
Secondly, and this problem relates to all 
maior (surfatt water) irrigation schemes and 
has universal validity “bttauxe of the tin 
etttunty of the rclc ise and availability of 
water from the NSP c male nurseries art 
ratstd after the releese ol water and planting 
often gets delaved The farmers prefer long 
duration varieties in order to avoid 
d image i here is no possibility of grow 
ing a second ciop because of late planting 
with long dm nion nee vantiics ’ 

Thirdly in ttgaid to pulses-as also 
tor l number of commercial crops-ihe 
report speaks ol the lack ol high vielding 
varieties" suitable tor late sowing senous 
weed menace and lack of technology 
recommendations ’ 

Fourthly, in regaid to cotton m the black 
sod area under ramfed conditions, the report 
mentions the Tack of high yielding drought 
and wilt resistant varieties, non availability 
of quality seed lack of precise fertiliser 
schedules excessive and improper use of 
plant protection chemicals and mono crop 
pmg over a decade 

Fit hly, for the Godavari alluvial sods with 


canal irrigation, the report speaks, among 
other things, of “tack of balanced fertiliser 
nutrients due to use of excess N, zinc defi¬ 
ciency, sulphide injury, iron toxicity ” 
Similarly, for the Krishna alluvial sod with 
canal irrigation, the report speaks of in¬ 
adequate and imbalanced application of 
P and K, zinc deficiency, incidence of BPH, 
lack ot drainage and sulphide injury in low 
lying areas 

Sixthlv, in regard to areas irrigated with 
tubewell water, the report points out that 
“the comparatively poor quality of well 
waters of Prakasam and of East Godavari 
district lead to salt accumulation in heavy 
textured sods” 

Finally, in connection with research prio¬ 
rities, the report again states that “there is 
considerable imbalance in lertdiscr nutrient 
use Farmers use excessive nitrogen ” 

The extensive quolations given above may 
be summed up briefly as indicating 

(a) the dangers of excessive surface 
irrigation, 

(b) the application of excessive doses of 
fertilisers and in particular, the tm 
balance in the use of N P and K (with 
over-emphasis on N), 

(c) the lack of high Yielding or disease resis¬ 
tant seed varieties, particularly for dry 
artas, both in terms of the quantum of 
good seed available and the absence of 
research on drought (and salinity) resis¬ 
tant seeds, and 

(d) the yawning gap between needs at the 
larm level and research in the labora¬ 
tories funded at the taxpayers' expense. 

All this points to four basic policy areas 
insofar as the sprawling krisht Bhavan in 
Delhi is concerned (now, with a large wing 
of the Shistn Bhavan tagged on to it, 
housing the department of fertilisers of the 
ministry of agriculture) 
rust, wc have had occasion earlier to talk 
of tht predilection of successive generations 
of engineers administrators and policy 
makers for large expensive, long gestation 
surface water projects One ot the problems 
that anse in that connection is the heavy 
ovuhang of past commitments But then, 
this is prccisclv where zero based budgeting 
becomes relevant You need not necessarily 
throw good money after bad at any rate, if 
a project were in the normal course to take 
ten years, nothing would happen if that 
project were to take fifteen years in place of 
ten and the funds saved thereby used for 
groundwater schemes which may well pro 
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of irrigatWn #*lerWtthm five year! This 
logic may not apply to all parts of the 
country, since some areas may be lacking in 
exploitable groundwater within a reasonable 
dep(h, but it certainly applies to the entire 
eastern region, and a substantial part of the 
rest of the country The government at the 
centre has, for instance, been egging on the 
Wat Bengal government to quickly complete 
the Teesta project The central government 
does not, of course, want to commit away 
specific funds for this purpose But has 
anybody examined how much of ihe north 
Bengal region (supposed to benefit from the 
Ibesta project) could be provided with irnga 
tion based on re-chargeable groundwater ex 
ploitation, within half the time and less than 
half the (future) cost of the Teesta project 7 
The project, having been initiated, may con 
tmue, but in whose interest are we talking 
of speeding up the Teesta project at the 
expense of groundwater exploitation’ The 
farmers of north Bengal or the engineers 
involved in the construction of the Teesta 
project 7 Where it is a choice between 
groundwater (exploitable quickly) and Teesta 
waters (likely to be available after ten or 
fifteen years, with the same dangers as now 
in evidence in the NSP area) why can we 
not make the straightforward choice 7 Why 
can the allocation for minor irrigation in 
West Bengal not be quadrupled 7 
Then again, insofar as existing surface 
water projects are concerned are we taking 
care of the drainage that is now necessary 7 
Otherwise, we may be permanently damag¬ 
ing the farm economy, as indeed we have 
succeeded in doing, in large tracts of Punjab 
Haryana, northern Rajasthan and Maha 
rashtra, and now ostensibly in parts of 
Andhra Pradesh, if wc are to trust the report 
prepared by the Regional Agricultural 
Research Centre at Guntur 
The second national issue pertains to the 
use of fertilisers First, of course, there is the 
problem of a mix as between organic and 
chemical fertilisers, and organic fertilisers 
emanating from bio-gas plants apart, we 
have done little to develop organic fertilisers 
For instance, the blue green algae—which is 
easy to multiply in wet, scmi-tropival 
areas—has been a major victim of neglect 
It is not as if the correct strains are not 
known lo the scientific community It is not 
as if a lot of further, expensive research is 
necessary on the subject, though one need 
not grudge research for finding even more 
prolific varieties It is not even as if the pro¬ 
pagation of the blue green algae is either 
very costly or very difficult And yet, we have 
placed all the emphasis all the money- 
included an enormous amount of subsidy— 
at the command of the government of India, 
for the tapid expansion of chemical ferti¬ 
lisers large orders (or plant and equipment 
and for construction have obviously a strong 
appeal for many reasons 
More significantly the trend now is to 
carve out different geogiaphieal areas as the 
command areas of different fertiliser plants 
And since they would naturally want to 
maximise their sales (and profits), out goes 
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a mix or rertnuersj try tite farmer*. indi¬ 
vidual agronomic research stations, like the 
one at Guntur, must keep fighting an 
unequal battle; since the fertiliser plants have 
the resources of men and money to keep 
propagating the increasing use of N, or 
whatever else each factory may be produ¬ 
cing, by all and sundry 
From the Shastri Rhavan (and the depan 
inent of fertilisers), we have to now returi 
to the krishi Bhavan, to the IARI at Pusa 
and all its branches and subsidiaries 
And trom these to the National Seed* 
C orporation 

The decades of the sixties and the seven¬ 
ties saw enormous progress in regard to the 
evolution of high yielding as well as hybrid 
seed varieties in respect of net and wheat, 
and perhaps also m respect of sugarcane and 
cotton But now we seem to have arrived at 
a plateau Lven in regard to rice, research 
appears 10 have reached a dead end The 
farmers m the irrigated areas are well placed, 
but what about their compatriots either in 
the rainfed or in the low lying (and saline) 
areas 7 And what about millets, pulses, 
oilseeds ’ The total availability ol pulses (per 
capita) has steadily gone down m India from 
60 7 grammes per capita pei day ovtr the 
quinquennium 1961 63 to as little as 39 8 
grammes over 1982-86 How arc the poorer 
sections of the population to get their 
protein if we cannot increase the yield rate 
(and output) ot pulses ’ \nd how arc we even 
going to be self-sufficient in the matter of 
vegetable oils if the yield rate of governmem 
(in dry areas) and other oilseeds cannot be 
dramatically increased 7 
I mally, we come to the problem of exten¬ 
sion services Experience in different slates 
appears to be widely divergent in this regard 
I here appears to be a close link between the 
agricultural research stations and the farm 
extension servicts in north western India, as 
also in some parts ot the south But a few 
swallows do not necessarily mean the advent 
of summer The whole of eastern India large 
tracts of central India and western India, and 
parts of even areas otherwise well served, 
remain areas of darkness 
What is the remedy 7 They may be dif 
ferent in different areas And this is where 
the problem arises We seem to be prone to 
apply the same recipes for all situations 
T here is too much direction by the central 
government in regard to the administrative 
procedures to be followed 
Let us take a simple example the Ihunmg 
and Visit (T and V) scheme of extension 
services propagated by the centre on the 
advice of the World Bank The system 
appears to have worked well m a few states 
But these states have already got a modicum 
of reasonable extension services In eastern 
India generally, and in West Bengal in 
particular—with its targe number of small 
and marginal landholders—the introduction 
of the T and V system has led to the dis¬ 
appearance ot whatever extension service 
existed in the earlier days The reasons are 
perhaps two-fold First, those who were 
earlier responsible for agricultural extension 
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occasionally visit the districts (to train the 
Knihi Prajukti Sahayaks), but tire Add 
workers (the KPS) they are supposed to train 
up are never in the field because the bosses 
are far away, in distant Calcutta Secondly, 
and this is an important desideratum, the 
farmer looks suspiciously at a casual visitor, 
while the KPS looks no superior to him The 
farmer is prepared to accept advice either 
if there is a demonstration plot nearby 
(where an experiment has paid off), or if the 
technical expert giving advice is available 
near at hand and is answerable, or again, 
if the extension workers are in a position to 
offer something with the advice—a free or 
a concessional minilgt assistance from 
banks or from the government by way of 
IRDP funds, etc 

None of this happens with our KPS 
friend He is a lowly officer; and with a laige 
number of small holdings, he has an exten 
sive area to cover The bosses are away m 
Calcutta Small wonder that the system does 
not work 

The pity of it is that in a state like West 
Bengal, where the panchayat system is well 
developed, it would be easy to reach the 
farmers through the panchayats The easiest 
way to achieve this would be to place the 
agricultural extension workers under the 
administrative control of the panchayats 
These workers (the KPS) could still be given 
training by departmental experts, and the 
latter would need to make frequent trips to 
see how the farmers are making out But 
such a system would militate against depart 
mental empire-building proclivities, as also 
against the principle of single line of 
command’, again a fetish with the central 
government, on the advice of the World 
Bank The chain of command in this 
instance is so weak and ineffective that the 
local officers have de facto independence, 
like the subedan of old, under the sup 
posedlv mighty Moghul empire 

Interestingly, the GVK Rao Committee 
(to review the existing administrative 
arrangements for rural development and 
poverty alleviation programmes) has strong 
ly recommended the establishment of a 
district level administrative set up—under 
the panchayats—to take charge of all rural 
development activities, but other than 
Karnataka, which is only just beginning to 
implement such a system, this report like so 
many others, has been gathering dust on the 
shelves of Knshi Bhavan 

We started with the problem of agri¬ 
cultural research Such research is basic to 
rural development But as indicated earlier, 
there is extreme unevenness in the quality 
and quantity of work done by the various 
agro research stations m different parts of 
the country Again, the weaknesses m this 
regard m the eastern region come very much 
to mind These institutions are, of course, 
mainly centrally financed Nonetheless, this 
should be a matter for concern not only m 
the Knshi Bhavan at Delhi but also of the 
state headquarters of Calcutta and Patna 
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So Many Political Vibrations 

Romesh Thapar 


RAJIV CjANDHI will soon be into a new 
ball game His aides might try to concoct 
all kinds of superficial theories to explain 
away the election debacle m Kerala and 
Bengal—and even in Jammu and Kashmir 
where a changeable Farooq Abdullah is 
significantly the actual vote-gatherer despite 
the now open presence of the secessio 
msts -but the wily Congressmen watching 
the scene and not within the suction circuit 
arc going to become uncertain and disloyal 
they will be nurturing what they call 
‘options 

The usual attempt is being made to ex 
plain assay the debacle on the basis of 
matginal shifts in votes There’s no denying 
this but elections tn many-cornered contests 
anywhere in the world are profoundly af¬ 
fected by marginal shifts tn voting patterns 
Rajis Gandhi sits for the moment on a 
massive majority which is certainly no 
itflcctton ot the votes polled in 1984 against 
him equally naive is tht analysis which sug 
gests that religion in politics has sufteied a 
tesounding defeat It is veiy prevalent under 
the surface in all areas particularly in 
Jammu Kashmir and Kerala 

The immediate imapet of the elections has 
reduced the government of Rajiv Gandhi in 
Delhi to something akin to a north Indian 
aberration 1 he south appears to have had 
< nougli ot the C ongress(l) and is expcrimen 
ting with other foims of political assertion 
VUiat wc aie witnessing is a growing divide 
betwttn 'he thinking ot tht backward Hindi 
speaking heartland md the nml tnds, more 
pushing and consti tied about the future In 
fact f am <vcn beginning to wondei aboui 
( ongress(I) stability in the heaitland despite 
Ihc parliament iry bu elutions which are 
veiy marginal wins 

In this situation, it is inevitable that even 
our rather demoralised tnd moribund Op 
position wi'l begin to I rails form ii is ex 
nested that the scireh toi an alternative 
grouping will start all over tgam This is vital 
lo political survival But will our alter 
natives’ (s;< ') spend a little tune on the con 
ttnt of thtir irrelevant programmes They 
should because they have fairly sensitive 
persons like R K llcgdc and Jyoli Basu to 
remind them 

As was to be expected, die election vibra 
tions are getting mixed up with Rajiv 
Gandhis absurd confrontation with Zail 
Singh A simple solution was to apologise 
for the misunderstandings that have de 
veloped Bui obviously, the controversy is 
more murkev than we had imagined And 
curious, too, if we pay attention to rumour 
and gossip 

Everyone is into the act And why not’ 
It offers an opportunity to tie up the PM 


FM in a variety ol intriguing knots and 
finally to compel the very partisan presiding 
totems ol the Lok Sabha and Rajva Sabha 
to permit a debate on issues which are 
threatening the balanced performance of our 
democratic Republic The attempt stupidly 
to gag parliament will compromise the PM 
FM further 

The dissatisfaction has spread from the 
Opposition to the ruling party So many 
Congress(I) MPs have become silent spec¬ 
tators They feel sympathy even with that ag¬ 
ed operator, Kamalapathi Thpathi, who says 
he is trying to de fuse the situation And 
when the popular and real Mr Clean, former 
finance minister V P Singh, writes to the 
PM-FM and goes to meet the President Zail 
Singh, The Tima of India secs (he makings 
ot a major crisis A description of the PM 
as a blunderer is now general 

Who is playing the lout in the prime 
minister’s office’’ Was the CB1 officially en 
couraged to use a forged letter to implicate 
pci sons associated with R N Goenka of the 
Indian I xpre it’ Who ordered the 
surveillance of Rashtrapati Bhavan and the 
senior stall ot the president’’ What is the 
nature ol the so called conspiracy lo which 
the PM 1M is sub'cnbing’’ Has anyone at 
the core ol political power in Delhi studied 
the overall impact ol thevt games by persons 
whose sole reading seems to be confi ted to 
the crazy adventure strips so popular in the 
newspapers’ 

Rajiv Gandhi now without charismatic 
halo and shine, is fortunate that there is no 
Opposition collccuve to politically exploit 
his daily blunders The trouble with these 
whi/ kids is that they shun simple solu 
lions an apology a consultation acorrec 
non a redefinition arealignm.nl afresh 
focusing I he attempt is to enthrone rigidity 
as a positive characteristic whereas it is 
simply dressed up arrogance 

So much of this posturing by the caboodle 
anti its hangers on ensconced in a residen 
tial torncss ntar New Delhi s lacecourse is 
now feeding the tensions of a backlash The 
parties of the Opposition disgruntled Con 
gressiahs politicians who ha.c succumbed 
too long to the power wieiders and who want 
to assert their torgotten dig tils and even 
demo aliscd Doon School yours art stirr 
ing and finding points of contact 

At this point of dtsairay, any sensible per 
son attempting to rule a rather formidable 
sub continent and finding himself in com 
plex and dangerous conflicts would call the 
brightest and best, irrespei live of political 
colouration for a brain storming on pro 
biems and solutions Such an initiative could 
begin informally over a tew days off the 
record with some of the iirlers of the regions 


of the sub-continent—men like Farooq 
Abdullah, Jyoti Basu, R K Hegde, 
S B Chavan and E K Nayanar 

Discussions of this kind could help to 
■ rcate an agreed frame for political, 
economic and social modernisation, a frame 
that would not immediately become a point 
of collision between the parties An ongoing 
dialogue could de-fuse many of the con¬ 
cocted issues now destabilising the country 
We might even begin to realise that so-called 
patronage appointments to posts that have 
a continental impact need revision in the 
interests of efficiency and productivity 

The Akashvani and Doordarshan pro¬ 
gramming is an illustration A more honest 
panel debate on the election results is like 
a breath of fresh air, and instructive in 
democratic behaviour, compared to the 
newcastmg which tries so hard to run away 
from the controversies which rage among the 
people—as, for instance, the duel between 
president, PM and parliament Do we edu 
cate the people bv distortion and silence on 
the electronic media 7 

Rajiv Gandhi will prepare his own poli¬ 
tical eclipse if he pursues his present rather 
ill considered authoritarian ways His 
mother was a grand master of these gam¬ 
bits He had better restrain himself We have 
dozens ol mischievous chess players, and 
Gtam Zail Singh is not the least of them 1 
think this is already realised, but the need 
lor changed attitudes in the PM’s office 
hasn't even begun to be mentioned It 
reflects in his banal utterances 

If Rajiv Gandhi feels that the press, and 
the public opinion it forms from day to day, 
is too critical and unrepresentative, let him 
consult with the loval collaborators ot his 
mother who cannot help but hang around 
the corridors of powet or lor that matter 
the ‘experts' who decorate his many commit 
tees at vanour levels ol consultation He 
should urge them to speak their tormented 
minds an extrcise which many now find 
difficult lo perform 

It is so dear that India is again beginning 
to respond lo intelligent leadership serious 
political activity and credible politicians who 
have perspectives which are good for our 
sub continent Charisma and wh it goes lor 
image-building are acceptable and effective 
so long as a system exists to see things 
through Rajiv Gandhi's posturings alone 
ttnd to become comic in the context of the 
state of Congress parts s inner crises Other 
political formations should see the warning 
vignals 

In private behind his many security 
screens Rajiv Gandhi should humble 
himself by asking what would become of 
him it the Opposition gathered to present 
t national Iront at continental level It would 
mean tht rubbishing of the dynastv 

Manh 27 




INTERNATIONAL AFFAIRS 


Crime and Punishment in Czechoslovakia 

GPD 


WE did not realise that we would be re 
qutred to return to Ja/zova Seese so soon 
Authorities in Plague seem determined to 
gain as mueh international notoriety a< 
possible The president and the general 
secretary of the jazz section were sentenced 
to imprisonment on March 11 The judg 
ment on them said the work of the jazz sec 
tion had considerable artistic value, what the 
Prague court objected to was that its acti¬ 
vities were irregular and illegal The section 
was ordeied to be closed down in 1984 It 
did not It continued to operate evidently in 
defiance of the legal order The trial was 
postponed scvcril times 1 tnally it took pi ut 
on March 10 and II T he deft ndants claimed 
that they were doing a humanitarian str 
vice to their countiy The state said th at 
‘humanitarian oroihcrwist anv service has 
to be legal and rtgul ir which the susice 
rendeied bv the j izz ection was not so 
The closuic followed when Kaiel SrP and 
Vladimir houril ihc chuimin and the 
secretary lespectivels ot the jazz section did 
not heed the warning ol tile authorities in 
Prague went ihead and tried them There 
was no question ot the corn t accepting the 
deftnee ol not guilty for SrP ind Kounl 

A quartet centurv altu Stalin s de ith, the 
arts are still taken to be a rather powerful 
force in eastein Fuiopc in '■ocicties Tht I ist 
time whtn we referred to the jazz section we 
had cited i line or two ol the sections 
manifesto (or from the several statements ot 
its perspective on its own uet'vitics) Suhn 
took ait seriously and went at evuvone who 
he and his bureaucracy thought was produc 
mg counter revolution iry or rcaU’onary or 
degenerate art It appears ihat it is still the 
dominant view in eastern Luropc Even the 
jazz section had r ithcr giand eloquent ideas 
about what it was trying to do SrP in his 
defence in the court talked ol his section 
rendering humanitarian seivice to his 
countiy Whs ihe arts ire burdentd with 
such htavy respoiisibilmes is ditliculi lo 
undei stand 

Or perhaps it is not altogether that dit 
fieult I rom Pluto onwards, the western 
tradition has placed a etrtairi pieniium on 
the rolt of the arts arid tht uitists I hc\ have 
been either applauded oi divpinmd loi 
what they can and cannot achieve Molicic 
was required to change the ending of one ol 
his plays because the french emperot his 
patron did not like it Tht wavs of St ilitnst 
bureaucracy are much loo well known to 
need a comment hut An impression is 
inescapable, however thai Ihc Sialm pheno 
mcnon is onlv an extension ol a M indard 
European view ot arts Sol/hcnytvm Thought 
that the Bolshevik n ulution tould not be 
avoided because the geneials on the eastu n 
front in the First \8oiId War weit ndveiselv 


affected by their reading of the “War and 
Peace” Had they not read that book and the 
accounts of the war thctein, their behaviour 
would have been different, the tsarist 
establishment would have collapsed and so 
on and so forth 11 the novels do in fact have 
such power, there can then be no argument 
against their control Solzhenytstn was in 
idvertentlv justifying a literary Gulag' 

The east dots not have such hang ups 
about art Prayojana (the objective) for the 
arts apart from ananda (joy, pleasure) is 
lulcd out Stalin s excesses are quite often 
blamed bv some people on the so called 
asntic cle me tit Cettainly in the realm of 
arts nothing could be more inaccurate and 
even mischievous In "Sutra Nipita' the 
Buddha siys when summuti (the ton 
sidentions or theories) were ctmsidued to 
be absolutt and ultimate (pararnarn ) thev 
contr buied to the worst forms of dog 
milisin ( iluthi ) which cvtnlually led to all 
conflicts (kahiha uggaha) in the world’ 

1 he best examples ot these are to bt found 
in eastu n l urope today I.uiopeans blame 
u on the Asiatic eltmtiil however, and what 
is worse get iway uilh it' What is happen 
mg tei tl e arts in eastern f urope has less to 
do with Stalinism than with the traditional 
buropean view which bestows inexplicable 
powers to the arts This is [he reason why 
tht Czech courts and SrP ol the jazz <ec- 
lion or Solzhenytsin and Ins Stalinist 
opponents for that matter talk the >arne 
Unguage vliui it comes to the praiojuna ot 
thur ail md blame each other To be sine 
khe Czech court can put SiP in gaol or a 
Soviet court can do the same to Solzht nytsin 
lhe mutudiiv and icupiodtv docs not 
extend to tli it extent But one does tear ih it 
d il were to probable the behaviour p Uterus 
would not have been very dillcunt II 
Solzhciiytsm could do it he would put 
Tolstov in cioI posi modem loi hiving 
e iusid the Bolshevik revolution llliough Ills 
novel Ihe tact tllit in letuil pjjcticc i 
Sol/huivlMii or i Si P is powerless do.v riot 
negate the nmarktble smill tritv ol I'liil 
views on aits md those ol then masters 
1 he stupielitv with which ihe C /cell buieau 
u lev b is chosen *o behave in ihe name ot 
Mai ximii leninism is ol course nothing 
new li is piobibly goi.i ( to lake a long lime 
before such patemlv tbsurd bchawoui would 
be histoi v In the rne inwhile the show would 
gei on Show ol unde (bv the regime ol ihcii 
ailists and bv the imsies ol then reimnes) 
would go on Bikhim in his verv famous 
book on Doslocvskv quotes someone as 
s lying ihat m Dostoi vskv s novels sinnc ‘is 
life s wav ol posing the religions and ethical 
problem Punishment is the form ol its 
resolution" It would appear th it the same 
is true of east European polities Crime for 


them is life’s way of posing the political and 
aesthetic problem and punishment is the 
form of its resolution* 

In more mundane terms there is further 
significance of the SrP trial In view of the 
glasnost that Gorbachev is trying to 
popularise and the generally liberal view he 
has taken (it is a question of time when ’ the 
Gulag Archaepclago” would be published in 
the Soviet Union) the Czechoslovakian treat 
ment of SrP and his comrade is quite sur 
prising The Lconomisl of London calls the 
punishment mild But that is scarcely the 
point A more tactful and diplomatic handl¬ 
ing of the Jazzova SecSe was clearly in order 
It has not been done. Maybe it was time the 
FWD Journal carried anothci lead story 
arguing how SrP’s impnsonment is the cen 
tral problem in the process ot nuclear disar 
mament The crime and punishment in 
Czechoslovakia must have satisfied Reagan 
and a section of the peace movement 


HOC 

HINDUSI \N ORGANIC t HTMIC \1 S 
I I D (HOC) has ptoduced impressive results 
lor 1986-87 HOC v net profit in 1986-87 has 
been placed at Ks 8 50 crore against Rs 6 48 
crore in the previous ytar showing an in¬ 
crease ot Tl per ient Releasing the prclinu 
mrv working icsults at a press conference 
m Bombay on March Tl HOC’s chairman 
and managing dirtctor H Krishnamurthy 
disclosed that net sales in 1986 87 were 20 
per cent higher at Rs 84 crore T he higher 
sales by 20 per u nt were accounted loi by 
the rise in volume in tradt and only three 
per cent by uicrcast in prices Krishnamurthy 
also announced that HO< \ Rs 78 crore 
phenol project ol Cochin, designed to 
ininutaciuie 40 000 tonnes of phenol and 
24 640 tonnes ol acetone per annum, had 
been completed Similarly the Rs 32 croie 
polvtcirafluorethylcne (PTEE) project of 
HOC’s subsidiary, Hindustan Fluorocarbons 
at Medak in Andhra Pradesh was expected 
to go on stream next month Under its ex¬ 
pansion programme, HOC’s next major pro 
jeet was going to be i complex for produc 
mg 10,000 tonnes of MD1 (4 4’ Daphenyl 
methane Di-isocynatc) and 10,000 tonnes of 
ngid poly urethanes per annum It also 
planned to raise a new formaldehyde plant 
ot 70,000 tonnes per annum capacity and 
dojblc the capacity of concentrated nitric 
acid to 73,000 tonnes per annum Mean¬ 
while, Krishnamurthy said, HOC had signed 
an agreement with Gujarat Industrial 
Development Corporation for setting up in 
the state a plant for manufacturing 15,000 
tonne per annum of cyclohexasone, used in 
the production of pesticides and PVC arti 
eles He confidently said that with HOC’s 
various projects going on stream, its sales 
in 1987-88 were expected to touch Rs 190 
crore and the company would achieve a still 
high.r level of profits 
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COMPANIES 


Timely Progress 

llansavivik 


//>/>( RABAD A l IH Ws watch project 
is in progress l he lirst phase of the project 
for the component manufacture was inaugu 
rated in April last year The indigenisation 
of the components started in 1985 86 and 
is expected to be in full swing in the cuirent 
year The capacity of the watch case unit is 
also being expanded to 1 million pieces per 
annum 1 he company proposes to set up one 
rnoie unit for manufacture of retngcrators 
in AP 1 his will increase its annual produc¬ 
tion capacity to 2 5 lakh numbeis The 
compinv was able to lift its sales during the 
year ended July 1986 from Rs 61 22 crore to 
Rs 75 54 crore but margins lagged behind 
and gross profit looked up only modestly 
fioin Rs 3 42 crort to Rs 3 58 crore Net 
profit came to Rs 2 81 ciore (Rs 2 53 crore) 
and the unchanged dividend of 14 per cent 
was coveted 2 60 times by earnings as agnnst 
4 96 times previously Pioduction and sale 
of rclngcr.itors were 7 0 501 ind 71066 
nun btrs leamst 60 017 and 6005| numbers 
respective!' during the previous veir The 
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company continues to extend 7 years war 
ranty for ns compressors in the refrigerators 
Turnover of the auto division was also better 
and prospects of the current year arc en¬ 
couraging with sufficient oiders on hand 
3 he company had inertastd the production 
capacity of I PCi cylinders to one million 
numbers per annum but production during 
the vear was only 3 16 lakh numbers due to 
low otftikc by the oil companies Produc 
tion and sale of witches Was 8 33 lakh and 
8 02 lakh numbers compared to 6 35 lakh 
and 6 74 lakh numbi is, respectively in the 
pitsious year flic company has revived 
manufacturing and selling of sled furniture 
and office cquipmtnt in a big way Turnover 
dining the year was Rs 180 lakh compared 
to Rs 66 lakh in thejirevious year lhe direc 
tois expect pioduction and sale ot fmnituic 
to go up upto tbout tlnce times the turnover 
in 1985 86 During the vear tht compinv 
permitted conversion of 30 per cent of the 
fact value dchtr.lmcs into equity shnes as 
pu the turns ol tilt debenture issue Accor 
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dingly, an amount of Rs 86 63 lakh has been 
converted into 8,66 295 equity shares of 
Rs 10 each 

h XCLL IN DUSTHILS has sutlercd a set 
back in its working during the yeai ended 
September 1986 Although turnover has 
been only 3 per cent lower at Rs 42 37 crore 
against Rs 43 61 crore in (he previous year, 
gross profit has tumbled from Rs 3 33 crore 
to Rs 2 26 crore 1 hese figures show substan¬ 
tial erosion of profit margins Net profit has 
slumped from Rs 129 lakh to Rs 48 lakh 
Dt idend has been slashed from 15 per cent 
to 10 per cent, which is just covered 1 04 
times by earnings as against 1 87 times pre 
viouslv I his outcome is attributed mainly 
to competitive forces in the pesticide in 
dusiry as a result of which the substantial 
increase m cost of inputs could not be passed 
on to the consumers On the export front 
also, despite persistent efforts by the com¬ 
pany, (here was a decline Irom Rs 3 45 croie 
to Rs 3 30uorc. In spiteot thesedisappom 
ting results the management looks lorward 
to the future with optimism The directors 
say tint there arc signs that exports will 
pick up The sustained R and D efforts of 
the company on new products and inter¬ 
mediates should enable the company not 
only to mtnunist its dependence on En 
dosullan but also to itduct its cost of in¬ 
puts Meanwhile the plant for manufactuie 
ot glyphosate which is one of the best wcedi 
cides available intunationally has com¬ 
menced production lhe manufacture of 
glvphosatt indigenously will also save the 
country vain ihle foreign exchange Thecom- 
panv is reexamining the viability of the 
ccainiv tiles projtct in the wake of the 
strums upheav tl‘ in the exchange rates of 
bird currencies like the DM The project 
involves a torcign exchange outlay of DM 
52 00 000 , nd there n is been heavy deprecia¬ 
tion ot the rupee ura v« the DM The com 
panv is ilso liking steps to introduce new 
products to exploit tin new opportunities 
th it ire now open as a nsuh ot dc licen¬ 
sing/ bro id binding policies of the 
government 

HRH t NNI4 INDL'SrRII 6 his set up a 
lulls integrated soya complex at Yidisha in 
Ml’ in the he art ol the soyaluan growing 
ate i I he rnanufacluimg and administrative 
binld’ngs have been completed, plant and 
m ichmery base hicn instilled and refinery 
products trials have begun Commercial 
niamitauurt is expected to commence shortly 
Sosa oil and edible flom will mark only the 
beginning ol diversified admins of the 
comp my A range of olher superior quality 
extruded 'ova products like texturiscd pro 
>on and snack toods ind nrotun contcn 
lutes and blends will follow The manage 
u ent also envisages a wide range ol other 
lood products tor both export matkets and 
domestic consumption processed and fresh 
traits, packaged cishewnuts and a variety 
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of confectionery tines, leading up to an 
extensive and complete album of food pro¬ 
ducts 1 he companv has turned in good wor¬ 
king results for the year ended November 30, 
1986 It earned a gross profit of Rs 12 58 
crore against Rs 15 crore in the preceding 
17-month period toliowing sales ol Rs 151 48 
crore against Rs 182 13 irotc These figures 
show a small rise in profit margins With 
both depreciation and taxation claiming less, 
net profit has tumed out to be higher at 
Rs 7 36 crore compared to Rs 7 12 crore 
previously Dividend has been lowered by 3 
points to 27 per cent and is covered 3 09 
times by earnings as against 2 70 times 
prevtouslv The directors have also recom¬ 
mended issue of bonus shares in the propor 
tton of 2 shares toi every 5 shares held bv 
capitalising Rs 3 54 crore out ol the restrves 
The proposal, which is subject to the cen 
tral government s appioval, w ill increase the 
compam’s equity capital to Rs 12 38 crore 
During the veat biscuit production was 
maintained at satisfactory levels at all 
manufacturing units Bread production in¬ 
creased by 15 2 per cent with the restoration 
of cordial industrial relations in Delhi as well 
as improved operating efficiencies f sports 
during the vear at Rs 29 so crore represented 
a 30 6 pet cent increase over the previous 
year on an annualised b isis the company’s 
exports continue to consist primarily of 
cashew kernels and frozen shrimps hut pro 
duct range expansion is being actively pur 
sued J M Rajan Pillai chairman advocates 
extension of the scheme for broad banding 
of industrial licences to the food pioctssing 
industry so that larger companies rnav be 
able to utilise their expertise and capability 
to maximise ptoduction lacilitics in the con 
text ot seasonal variations and changing 
patrons of consumer preference I le has also 
urged the removal of pnet control m bread 
in Delhi 

BANK Ol BARODA had t year of aiccle 
rated growth and record profit in 1986 
Bank's deposits rose bv Rs 1,143 crore to 
Rs 7 330 crore and total advances increased 
by Rs 443 iron to Rs 4 018 crore Of the in¬ 
cremental credit, as much as 56 3 per cent 
was deployed in the preferred sector com 
prising priority sector and exports On the 
social banking front, priority sector credit 
to total credit in India moved up to 42 3 per 
cent and owned funds increased by Rs 46 13 
crore to Rs 140 44 crore, improving their 
ratio to total deposits from I 53 per cent in 
1985 to 1 92 per cent m 1986 And to top 
it all, the net profit oi the bank almost 
doubled to Rs 19 01 crore from Rs 9 86 crore 
in 1985 The dividend paid to the govern¬ 
ment at Rs 5 6l crore (Rs 84 lakh in the pre 
vious year) was the highest paid so far Spea 
king to reporters in Bombay on March 17 
Premjit Singh, chairman and managing 
director of the bank s'atcd that non resident 
deposits showed an impressive growth rate 
of over 27 per cent, thereby reaching a level 
of Rs 650 crore by the end of 1986 The 
talk's direct agricultural advances increased 


by Rs 103 crore to Ks 578 crore and finance 
to weaker sections increased by Rs 79 to 
Rs 329 crore On the international front it 
raised Floating Rate Certificate of Deposits 
(TRCDs) at cheaper rates and arranged 
eurocurrency loans for Indian risk projects 
on favourable terms The bank’s total 
eurocurrency resources stood at US S 674 
million at the end of 1986 The eurocurrency 
loan portfolio stood at US S 269 million 
The bank took over the assets and liabilities 
of Union Bank of India and Punjab and 
Sind Bank in London early in 1987 The 
bank was chosen by the World Bank and 
government of India for channellising the 
US S 70 million to engineering ancillary 
units in India Ihe bank is operating the 
scheme through 20 selected branches all over 
the country During the year under review, 
the thrust was on consolidation, growth in 
business and improved customer service. At 
the end of 1986, the bank had 1965 bran¬ 
ches, including 57 branches abroad In India 
over two-thirds ot the branches are in rural 
and semi urban areas For rationalisation of 
overseas operations the bank closed down 
three ot its overseas branches —Bolton and 
Conventry in the UK and Umm Al Quwam 
m tht UAE 

BASK Or INDIA has maintained its top 
posioon among the country's nationalised 
banks wi'h its global deposns for the year 
ended December 31, 1986 rising by Rs 1,338 
crore to Rs 8,900 crore or 17 7 per cent over 
the preceding year The global advances of 
the bank have increased by Rs 863 crore or 
19 7 per cent to Rs 5,248 crore, the largest 
for anv nationalised bank Releasing the 
working results for 1986, the bank’s ex 
cuitisc director and acting chairman and 
managing director N S Parulekar said that 
the bank’s profits were up by 68 ptr cent 
from Rs 8 53 crore in 1985 to Rs 14 30crore 
in 1986 Including the amount transferred 
to special reserves, profit of the bank in 1986 
was Rs 26 30 crore compared to Rs 16 03 
crore in 1985 The amount transferred to the 
government by the bank at Rs 5 72 crore 
constituted the highest for any nationalised 
bank so far Last year the amount transfer 
ted to the government was Rs 1 03 crore 
What was more the bank's deployment of 
funds in the priority sector is 42 4 per cent 
1 he direct finance io agriculture constituted 
15 8 per cent of total credit, credit to weaker 
sections 10 1 per cent and differential rate 
of interest advances 1 2 per cent The bank’s 
export credit increased by Rs 38 crore to 
Rs 222 crore in 1986 and the turnover of ex¬ 
port credit during the year shot up from 
Rs 934 crore to Rs 1,206 crore In its efforts 
at meeting the credit recquirement of the 
weakest sections of society, the bank opened 
schemes which, even while providing finan¬ 
cial assistance to the poorest sections, helped 
achieve ecological balance For instance, he 
said that Erode branch flhmtl Nadu) of the 
bank had financed a lift irrigation scheme 
which facilitated the use of effluent water 
discharged by a paper mill for irrigating dry 


land preventing pouuuon of the river 
Cauvery in which the effluent water was 
otherwise flowing What is more interesting 
about the scheme is that the sugarcane 
grown by 112 small and marginal farmers on 
dry land area of 500 acres with the help of 
the effluent water is used by a nearby sugar 
factory and the bagasse of the sugar mill is 
supplied to the paper mill as raw material 
In view of this, the dependence of the paper 
factory on forest produce has been consi¬ 
derably reduced, in turn, helping forest con¬ 
servation The bank has absorbed the three 
branches of Central Bank of India m the UK 
of which the two braqphes in London and 
Birmingham have been merged with the bank 
and the third branch at East Ham is opera 
ting as a new branch The total number of 
the overseas branches of the bank are 
now 27 

The bank has decided to set up, in col¬ 
laboration with the 20th Century Finance 
Corporation and International Finance Cor¬ 
poration, a joint venture, ‘Leasing Corpora 
tion of India I united' The venture will have 
an initial paid up capital ol Rs three crore, 
in w hich the bank will have 30 per cent share, 
20th Century Finance Corporation 55 per 
cent and International Finance Corporation 
15 per cent Leasing operation by the ven 
'ure will be with capital funds of Rs three 
.rore, foreign currency loan of US $ 2.5 
million and a rupee loan of Rs 6 crore This 
venture will provide equipment leasing faci 
lay to small and medium scale units initially 
m western India 


In the Capital Market 


Jerhins Pharmaceuticals Limited will 
enter the capital market on April 6 with a 
public issue of six lakh equity shares ot 
Rs 10 each for cash at par This issue is 
meant to raise a part of the finance required 
for company’s project involving the capital 
outlay of Rs 1 40 crore at Kadi in Mehsana 
district (North Gujarat), the centrally noti 
fied backward area According to the com 
panv's chairman Rajmkant C Shah, the pro¬ 
ject with a sophisticated plant will undertake 
the manufacture and marketing of products 
like cardto-vascular drugs, antibiotics (in¬ 


cluding third generation antibiotic cephalos- 
phortn), anti-inflammatory drugs, long- 


acting anti-asthamatics, slow releasing 


heametmics and vitamins, drugs for ulcer, 
urinary tract infections, endroctne-glands, 
blood-coagulations, etc It will also manu¬ 
facture tablets, capsules, liquids, ointments, 
powders, etc. The factory building of the 
company was ready and the majority of 


plants and machinery had already been in 


stalled and commercial production would 
commence in the first week of April this 
year The company proposed to declare a 
reasonable dividend from the very first year 
The shares of the company will be listed on 
the Bombay and Ahmedabad stock 


exchanges 
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‘Redefining’ Development 

BM 


AFTER presenting the budget for 1987 88, 
the prime minister made the pompous claim 
that his budget was aimed at growth and 
poverty alleviation Nobody has been taken 
in by this claim and it is regarded as lack¬ 
ing in credibility as well as conviction The 
suggestion by the union minister of state tor 
finance, B K Gadhvi, during his intervention 
m the debate on the budget m the Lok 
Sabha, tor what he called “redefining” of 
all government expenditure—not only plan 
but also non plan—in terms of its impact 
on and place m the process of socio 
economic development also deserves some 
attention in this context If this is done a 
better and fuller picture of the rolt of the 
government in the development process will 
become available It has been argued many 
times by competent economists that to look 
upon 'plan outlay’ alone as development ex 
penditure is wrong and it is mon meaningful 
to take into account the total ‘public 
development expenditure under the heads 
plan as well as ‘noti plan’ proposed in the 
budget of the government Non development 
outlays, once the distinction between plan 
and non plan expenditure on development i« 
removed, will however, then include mainly 
defence, interest payments administrative 
services and certain subsidies which already 
add up to exceed the total revenue of the 
government The items of expenditure such 
is these are well defined as falling in the 
category of wholly non development con 
sumption expenditure ol the government 
They are also being financed partly from 
capital receipts of the government which 
should go entirely for financing develop 
inent This in itself marks a significant 
dilution of the development impact of the 
budget 

If the wider definition of total develop 
inent expenditure of the government is 
followed and development is to proceed ac 
cording to a pi in and a meaning!ul older 
of prionties, it also logically follows that the 
Planning Commissions role too will then 
have to be widened Its expert advice should 
cover the whole gamut of development ex 
pcnditures m the public sector and not 
merely a select category of expenditure 
which is arbitrarily chosen to be included in 
the Plan Simultaneously it will be necessary 
to keep a stricter check on non-develop 
mental, consumption expenditure of the 
government in Older to save resources for 
development 

B K Gadhvi nad not evidently thought 
through the logic and implications of the 
suggestion to ‘redefine’ the plan and non 
plan expenditures of the government He 


was inspired to make the suggestion, in fact, 
to obliterate the distinction between the two 
categories of expenditure in order to give, 
ala L K lha, a development role to the large 
increase in defence expenditure proposed jn 
the budget for the coming year He frankly 
admitted as much when he said that non 
plan expenditure on defence should be regar 
ded as “ultimately for planned development 
of the country ’ and should be therefore 
regarded as non plan development expen 
diture, a part of total public development 
expenditure This is indeed a fantastic 
suggestion to make The idea that defence 
production and R ind D will give a fillip to 
India's souo-tcononuc development must be 
rejected unreservedlv It mocks at half tht 
population of the country which is crutlly 
deprived of the mtins even for eking out an 
txistenie at ubsistincc level it sidetracks 
the tact that opportunities for gainful 
employment art denied to a inajoritv of the 
workforce in tire country and expansion ol 
productive activity and generation of 
employment opporl'imties cannot in Indian 
conditions be the function of defence txpen 
diture Defence expenditure directly cuts into 
expenditure on dcvtlopmcnt 

Gidhvi has also tailed to notice that the 
Planning Commission is strictly excluded 
from any siv in defence expenditure It 
defence outhy whuh is tending to be as large 
as budgetary support tor the annual plan ol 
development is to be counted in the category 
of development expenditure as proposed bv 
him, the scope ol development planning in 
the total development outlay will be further 
restricted This, ol course, suits verv well the 
convenience of the tilling establishment not 
only because it is unfettered by any planned 
order of development priorities in deltrnnii 
ing the defence outlay, with oteouise vast 
opportunities foi big kickbacks from costlv 
imports of sophisticated weapon systems It 
is also because combining ol all development 
expenditure, plan and non plan under one 
head may be expected under the entrenched 
political dispensation furthei to emasculate 
development planning and the role of the 
Planning Commission Shuffling of alloca 
tions for development under plan and non¬ 
plan heads is already regarded as the 
political prerogahve of tne top political 
authority to which Ihe expert planners are 
expected to submit without anv objection or 
hesitation The rale of the Planning C om 
mission as an expert advisoiv body has 
already been severely curtailed 

MOt MNC. AT THE PLAN 
The budget for the coming year, even 


without the proposed clubbing of plan and 
non plan development expenditure, including 
a part of defence expenditure, under the 
head of overall development expenditure of 
the government, mocks at the Seventh Plan 
and the investment priorities outlined in it 
Except for a pick up in what is called ‘soft* 
expenditure such as on education and infor¬ 
mation and broadcasting the plan outlay on 
key productive sectors is proposed to be 
scaled down it has betn rightly argued by 
a competent economist in this context that 
the weak immediate impact on growth of 
soft expenditure proposals in the annual 
plan next year ean be offset by their positive 
long term contribution only if the ‘hard’ in¬ 
vest ment is made as the first priority in such 
areas as irrigation, transport, power and 
steel T he plan outlay as provided in the 
budget can thus only greatly curtail the role 
ol the budget in the development of the 
economy I he position is likely further to 
deteriorate as inflationary pressures in the 
economy are building up and may be ex¬ 
pected to erode the real value of the plan 
outlay to a considerable extent The erosion 
will be relatively more in areas of hard in 
vestment because prices of capital goods 
have been tending ol late to rise at a faster 
pace than the general level of prices 

\V hat however about non-plan develop¬ 
ment expenditure winch together with plan 
outlay mav hopefully be expected, albeit in 
a helu r-skeher, fanciful manner to tickle 
populist vanities and serve narrow political 
ends to make up for shortfalls in the plan 
outlay and scale up total public development 
cvpenditurc 10 a mere acceptable level T But 
the position with respect to non-plan 
development outlay is not bright either The 
faa, on the contrary, is that the non-plan 
expenditure proposed in the budget under 
tht htad general services’ which include 
organs of stale and police is proposed to go 
up from Rs t 704 crore (budget estimates) 
and Rs 7 602 crore (revised estimates) in the 
current vear to Rs4 121 crore next year—an 
increase of as much as Rs 1,817 crore com 
pared to the budget estimate and Rs 519 
crore compared to the revised estimate! In 
contrast non plan expenditure on social ser 
vices which include education and health is 
proposed to go down from Rs 1,094 crore 
(revised estimates) in the current year to 
Rs 1 029 crore next year T he cut in non plan 
expenditure is proposed to be more drastic 
in the cast of economic services which in¬ 
clude agriculture, industry, power and 
transport - trom Rs 1,657 crore (revised 
estimates) in the current vear to Rs 1,510 
crore next yeai There is indeed nothing in 
the budgu proposals for development expen¬ 
diture plan and non plan, to give credence 
to tht claim of the prime minister that his 
budget would promote growth 
If the budget has unquestionably sacrificed 
growth for security, the claim of poverty 
alleviation is also a hoax Leave aside the ex 
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penditure proposed on standard povertv 
alleviation schemes which leave i vast and 
growing scope for leakages and feeding and 
mobilisation of the lumpen elements of the 
ruling party machine The prime minister 
also announced the setting up of a commis 
sion on rural labour which he tom toinmed 
during hiscltction campaign in West Bengal 
The most arresting in this connection was 
his assertion that the decision to set up the 
commission showed his great concern for tht 
plight of rural labour as opposed to the ir 
responsible attempts of party cadres in West 
Bengal to organise rural workeis ind create 
class conflict in rural areas I his was quite 
revealing ot the approach ot the prime 
minister towards the problems of the exploi¬ 
ted masses of the people who in his schtmt 
of things are not supposed to organise and 
fight for their rights but wait patently and 
helplessly tor what btnevolencc he can 
bestow on them from the top through his 
bureaucratic machine which he regards 
and he has said so in so many words- is the 
only reliable instrument of policy miplemcii 
tation his occasional tilling foul of m 
dividual bureaucrats notwithstanding 

C y Mi m Pun 

Whai must not be missed in this context 
is the lact that the situation ot agricultural 
labour’ and “the implementation ot social 
legislation lor their protection” which the 
proposed commission will “look into’ have 
structuril dimensions which constantly and 
relentlessly lead to the intensification of their 
exploitation In the absence of bisic refotms 
in land property ind social relations, a fresh 
look into their wording conditions and the 
implementation or more appropriately non 
implementation, of existing legislation lor 
their protection will not help them 1 he set 
ting up ol a commission on rural labour can 
at best be a well meaning gcstuie winch may 
actually be only a cynical ploy of the entren 
ched political power establishment when the 
essential thrust ot its souo economic policy 
is tending to be so matkedly elitist It can 
not bt entirely fortuitous after all that while 
the success of tnc so called green revolution 
is being applauded huge loodstocks ate 
piling up in the midst of mass poverty ind 
widespread malnutrition I here are reports 
of even starvation deaths in some areas 1 his 
is logical in the wake ot encouiagemcnt to 
commercial agriculture which is alienating 
the poor peasantry from land and leading 
to unemployment underemployment ind 
pauperisation in the rural areas on a grow 
mg scale It cannot be lot tuitous either that 
serious structural imbalances have developed 
in the economy and are likely further rapidly 
to jwpentuate In contrast to ihe Seventh 
Plan projection that conlribution of the 
primary (agricultural) sector, the secondary 
(industrial) and ihc icrtiary (services) sectors 
will be roughly in equal proportions in 
1989-90, the Central Statistical Organisation 


has found that already in 1985, the services 
sector accounted for 41 pel cent ot the 
national income. But the primary sector ac 
counting for about 15 per cent of the na 
tional income still supports 70 per cent ot 
the total population Since there has been 
no shift of labour from primary to secon¬ 
dary and tertiary sectors and no such shift 
is in sight, the incomes of the rural workers 
ire eroding sharply There is thus nothing 
in sight to prtvent pauperisation of rural 
working people and their dependents under 
the present political power dispensation 

C ommg to the implementation of social 
legislation for the protection of rural labour 
which the proposed National Commission 
on Rural labour is being asked to ‘look 
into’ the most impoitant such legislation 
which have a profound bearing on produc 
tive and gainful employment of rural labour 
ate the land reforms laws the minimum 
wiges law and laws to protect small scale 
rural industry and handicrafts It the laws 
to protect small scale tural industry and h in 
(Ik rafts ate bung scrtpptd or made intruc 
tuous tht prospect of implementation ot 
land reform and minimum wages laws is 
equally disheartening The question ot land 
reforms cannot be tackled within the imbit 
ol land ceiling laws Ihe lact remains that 
in spite of land ceiling laws the coiiccntra 
tion of land is still very high The olliual 
machinery for the implementation of land 
veiling laws goes by the surplus ic dctlated 
by the landowners alter taking full advtn 
tage ol the opportunities lor I ikt and 
btnann transfers jnd of the many lacunae 
in land ceiling legislation Lvasion of ceil 
ing laws has been developed bv landlords 
and pliable administrators into a tine art in 
the last two decades The result is that even 
as the ceiling on landholding his been 
periodically reduced, the surplus available 
for redistribution has also progressives 
shrunk from is much as 250 lakh hectares 
estimated when ceding legislation was first 
introduced in the late titties to barclv 21 lakh 
hectares ol which onlv 9 lakh hectares have 
been aituallv disttibuted 

I nr wages lor rural workers have become 
ot crucial importance in the wake of land 
ictorms having been sabotaged But accor 
ding to an official studv based on a detailed 
review of minimum wage legislation for 
agricultural labourers the minimum wage 
actually prescribed by wage fixation autho 
rities is barely 40 per cent of the average per 
capita income in the country Further, there 
has been a steady decline of the real wage 
of agricultural workers after 1960-61 in spile 
ol increases m agricultural production and 
productivity and improvements in the terms 
of trade and procuruntnt prices for agricul¬ 
tural produce \\ hat all this shows is that the 
gains of production and productivity in the 
agricultural sector have been and are still 
monopolised by the landed interests The 


role that minimum wage legislation for farm 
workers has played is itself very revealing in 
this context The fixation of minimum wages 
under the statute can be useful only if the 
wage levels so fixed are above the prevailing 
level established by custom or practice But 
in actual fact, wages prescribed under the 
minimum wages legislation are usually 
tound to be below the prevailing wage rates 
There was, lor instance, a committee con 
stituted under the minimum wages legisla 
tion which calculated the cost tor a family 
of agricultural labourer (husband, wife ana 
three children) to maintain ihemselves at the 
barest subsistence level, that is two meals a 
day of the cheapest grains of the locality, two 
sets ot clothes in a year and a shed under 
which they could live. But then the committee 
went on lo fix the minimum wjgt at a level 
lower than tht calculated cost on the ground 
that tht prevailing ‘market wages were lower 
than the subsistence cost calculated by it 
1 he committee obviously kit that if agriull 
tural labourers could live at even below sub 
sistcnce standards thev should not aspire foi 
anything better When it is realised that the 
machincrv tor enforcement ot minimum 
wages such as it is cithti docs not exist or 
is wholly ineffective it should not be dilti 
cult to visualise the miserable conditions in 
which agiieultuial labourers wotk ind 
hve 

Theie arc occasionally, even under the pre 
sent political powti dispensation candid ol 
ficnl accounts ot the tiue stite ol ill «>rs 
One such was piovidtd bv the bisk Force on 
Agianan Relations appointed by tht Elan 
ning Commission which submitted its icport 
w ly bick til 1973 Will the National C mn 
mission on Rural I ibom proposed to be set 
up do as much ’ It is tempting in Hus i on 
text to rifu to the finding ot the lask l nice 
that considering the character ot political 
power stiucture in the country no isolated 
law aimed at restructuiing of property rcla 
nons in rural areas has any chance of sue 
cess Ir even suggested that ‘ a certain degree 
ot politicalisation ot the poor peasant) y 
(and rural labour) on militant lints was 
necessary foi the working people in ruial 
areas to protect even tbeir legal rights But 
the Task Force oveilooked the fact that if 
and when the working people do attempt to 
organise themselves and light tor thur 
rights, they have to contend with the fact that 
their struggles are treated by the organs of 
the state as law and order problems to be 
put down with all their repressive might A 
realignment ot political forces and a radical 
reorientation ol souo economic policies 
would appear to be a precondition for social 
legislation for the protection of the rural 
poor to be adopted and, if and when 
adopted to be enforced T his indeed was im¬ 
plicit in the report of the Fask Force on 
Agrarian Relations This is precisely what 
the present political power establishment 
abhors and dreads 
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Kerala Says No to Communalisation of Politics 

A Corn sponri* nl 


NEVER has there been an election fought 
in Kerala as last month s in which one coali 
tion, unequivocally lejciting communal 
alliances or understanding faced another 
coalition which was almost entirely an ag 
gregation of political parties of various 
castes and communities From the point of 
view of the I>eft Democratic From (I DO 
which has secured an absolute majority, the 
stakes were clearly high and the long term 
implications of its principled stand quite 
serious 

The principled stand of the LDF meant 
that it will no longer depend on taste/com 
munal parties to come to power In the eon 
text of the electoral arithmetic of Kerala this 
was quite a serious thing because no party 
or coalition had been able to comt to power 
in Kuala since the 1957 elections without the 
support of one or the other communal pany 
I he results of the just concluded elec'ion can 
justly be described as an unequivocal no to 
the increasing communalisation ol polities 
in Kerala especially dunng the last live years 
Political commentators in Kerala were quick 
to note that gisen a principled altcrn itivt the 
people would not be found wanting in ex 
tending their appi* al to a secular political 
process 

1 he outcome o* the election showed that 
the electorate llatlv lejccted what was called 
a third front consisting of an ilhancc ol the 
local Hindu Front and the BJP Hus front 
etnild not win even i single stat Thus the 
election was mainly a b ittle between the 
C ongress(l) led United Democi Hu F tom 
(UDF) which included the Kerila C ongress 
ol the f linslians Muslim league ol the 
Muslims the National Democratic Party ol 
the Nairs, the Socialist Republic in Party ol 
the I /havas and an assortment ol meltsidual 
candidates claiming representation ot one 
caste or the othei ind the CPI(M) led I Dl 
which included the t F’l the Jaiura the 
C ongrcss(S) the RSP it d a number ol 
Marxist backed independents consisting of 
persons who were a cut ibose the ivcrage 
politicians and well known lor then work 
in souo cultuial sphties Iht l DF secured 
a clear majority with 76 seats out of Ilk 
where polling was held and the UDF secuted 
not an unimpressise number ol 60 Whit is 
significant is that within the UDF the par 
ty based on Eihava soles, the SRP, was 
wiped out whereas H had three members in 
the outgoing assembly 1 he Nan party was 
reduced to just one as against the tive it had 
in the outgoing assembly file Kerala ton 
gress factions (of Joseph and Mam) got a 
mere five and four seats as against eight and 
six seats respectively held by them Going 
by individual party gains, it must be said 
that the Congress did not suffer much of a 
setback although n was undei the leadership 
of K Karunakaran that the communalisation 
of politics took such a blatant turn It would 


appear that in not them Kerala (tht erstwhile 
Malabar) considered a communist strong 
hold, tfie perlormancc of the I DP in general 
and the communists in particular was un 
impressive, to say ihe least While the defeat 
of the UDF, particularly the communal par 
ties, reflects the mood of the electorate in 
favour ot secular politics, it must not escape 
alter! on that the Muslim League remains 
untouched in its strength—in fact, it has in 
creased the number ot its seats from 14 to 
15 The hold of the Muslim League, laigcly 
in the Malappuram district, remains as 
stiong and entrenched as ever and the F^DF 
should take u is a failure of its ability to 
appeal to the Muslim masses for drawing 
thi tn to secular polities 
There is no doubt that the significance ol 
the Kerala elections goes beyond the state, 
especially in the context ot the increasing 
strength of obscurantism tn national politics 
That the Keral i results were not at variance 
with the lesults in West Bengal and famtmi 
and Kashmir insolar is the rejection of 
communalisjtion ol politics was concerned 
should come as i matter of satisfaction for 
those who have been warning against such 
dangers Such a danger was much too evi 
dent in the perform incc ol the UDF ministry 
which lnueasingly resorted to communahsa 
Mon ot politics as tn easy means to stick to 
power with callous disregard lor the long 
term implications ol this lor the state One 
ol the most glaum victims ot this communa 
lisanon ol politics was education which is 
i highly sensitive subject in the state Ihe 
Keralt Congress minister 1 M Jacob made 
no seuct ol Ins obiectivc ol pushing privati 
sjtion it ill levels of education by favour 
ing his community with active support from 
the ( hurch perilips the biggest employer 
in the educational sector Privatisation in the 
Ktrali context h is always meant education 
!•> in industiy lor profit The extent of 
I icohs doings w is not confined to active 
suppott to the pits lie sector but extended 
to active dcsiiuciion ot the public education 
system 1 his his meant neeleet ot public 
schools in stiengthemng their infrastructure 
c lusing i dt un ol pupils rendering around 
8 000 government teachers ‘surplus These 
surplus ttleheis arc protected b\ the 
government in that then salaries are paid 
while new private schools are sanctioned and 
managements are allowed to go about in 
their own wav recruiting teachers at 
astonishingly high prices But Jacob was not 
satisfied with pushing privatisation which 
included the most intensely opposed scheme 
for a separate board tor the pre-degree 
course He interfered in the curriculum bv 
banning books which had been examined 
and recommended for inclusion bv the 
academic councils Vice chancellors have 
long been reduced to the level of petty 
bureaucrats m the government secretariat 


in tact three out of the five vice-chancellors 
are from the Indian Administrative Service 
and of the remaining, one resigned in pro¬ 
test against a bill seeking direct control over 
the University of Cochin 

What has been done in education is only 
pari of the long list of ‘achievements’ of the 
UDF ministry Rampant corruption was 
almost getting institutionalised without a 
single minister or party being excluded The 
coalition partners openly fought for this or 
that ministry or department depending upon 
the relative potential to attract money ot 
confer favours All these things were done 
under the leadership of chief minister 
Karunakaran who, it seemed to the public, 
was actively supporting his colleagues in¬ 
stead of blocking the steady degeneration of 
politics At the same time, the crucial pro¬ 
blems of the state like employment, indus¬ 
trialisation and revitalisation of agriculture 
were relegated to the background 

It will not be an exaggeration to say that 
the verdict of the people has been a negative 
one against the performance of the UDF 
rather than a positive endorsement of the 
manifesto of the LDF While the image of 
the L DF with its principled stand on rejec¬ 
tion of communalisation of politics has 
helped it to regain some measure of its past 
(pre 1960) prestige, it has yet to demonstrate 
its sincerity and capacity to provide a clean 
government with a clear-cut programme 
which it can ef lectively implement Its com¬ 
plaint against the centre for discriminating 
against the state and such other issues will 
carry credibility only it it can demonstrate 
that those things it can effectively do within 
the state using the available economic and 
political space will actually' be done. For that 
it will have to start with a political image 
ot eliminating corruption with a ministerial 
leadership consisting of people who have the 
people’s respect —there are still a lot of such 
people - and bv taking up in right earnest 
the burning problems of unemployment and 
industrials itioit of (he state It has to fulfil 
a promise given during its last tenure in 
1980 82 ol decentralisation of development 
administration A bill lor that purpose was 
passed unanimously under the then LDF 
government but neither the LDF nor the 
UDF has shown any seriousness so far in im¬ 
plementing the law which would have gone 
i long way in building confidence among the 
people In this respect the LDF would cer¬ 
tainly need to take a tew lessogs from 
Ramakrishna Hegdc in neighbouring 
Karnataka 

On the whole it would appear that the 
people of Kerala hast given the LDF another 
opportunity The l DF can, if it seriously 
takes up whatever it has been promising, 
enhance its image and credibility and 
become instrumental in both the economic 
and political progicss of Kerala, which will 
certainly have its impact beyond the state 
It it tails the political and economic regres 
sion Kerala has been experiencing for the last 
decade or so will continue 
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Defeat in Victory 

K Balagopal 


THE press has hailed it as a repeat mandate 
for N T Rama Rao but hts party’s victory 
in the recently concluded panchayat (upper 
tier) elections is not all that spectacular 
Compared to the 1985 assembly polls he has 
actually fallen short of maintaining his hold 
in terms of the percentage of posts won, 
while the Congress(l) has pulled itself up 
almost double, partly at NTR’s expense but 
mainly at the expense of the other opposi¬ 
tion parties Barring the CPI(M), and that 
thanks to the party’s alliance with NTR, all 
the others have come a sad cropper The 
Congressfi) did even better in the municipal 
elections which were held simultaneously, 
winning more than half the 95 municipa¬ 
lities, including the corporation of 
Vijayawada 

Differential percentages of votes are being 
calculated and comparative graphs drawn up 
by determined analysts who are never daun¬ 
ted by the fact that their graphs have never 
been good for extrapolating to future 
elections—-about the only genuinely useful 
purpose a graph can serve, if you count out 
its intimidatory value to the uninitiated— 
but there are many other things worth 
analysing Like why NTR chose to restruc¬ 
ture the panchayat system with a seemingly 
meaningless subdivision of the middle tier 
from panchayat blocks to much smaller 
panchayat mandals, why he has chosen to 
have direct rather than indirect elections to 
the posts of mandal presidents and zilla 
parishad chairmen, why, indeed, he has at 
all chosen to have elections right in the mid 
die of a happy and unlikely-to be-disturbed 
five-year assembly term, why he has been 
denied victory precisely in the Krishna delta 
that nurtured his party in 1983, and finally 
why the almost simultaneous restructuring 
of grassroots democratic structures in 
Karnataka and Andhra have just about as 
much of a likeness as the Mad Hatter’s raven 
and the writing desk 

NTR's wisdom has always been a dubious 
thing but he certainly has had intelligent 
advisers And somebody must have made it 
clear to him quite early m his rule that 
political power just does not consist of get 
ting into the top seat, which is about all he 
achieved with the massive victory he got in 
1983 The seemingly tidal wave-hke victory 
left behind it the foundations and pillars of 
the power structure—in the gram pan- 
chayats, the panchayat blocks, the zilla 
panshads, the town municipalities and 
the three corporations at Hyderabad, 
Visakhapatncm and Vijayawada—intact 
either fh the hands of the Congress or m the 
hands of an ad hoi administration formed 
during Congress rule Then there was the 
patel-patwart duo m the villages—called by 


different names in different parts of the 
country but the base pillar of the state struc 
ture in rural India at least since the time of 
Feroz highlaq—committed heart and soul 
to ‘Congress culture? especially in Tfelangana 
and Rayalaseema And finally there was the 
bureaucracy with its manifold links with the 
Congress party and its leaders at all levels 
from the state secretariat to the headquarters 
of the remotest tahsil TYue, a part of this 
structure—especially in the Krishna and 
Godavari deltas— had defected to NTR’s 
side in 1983 and had contributed to his vie 
tory but that was only a small part And if 
NT R had any illusions that with the cash 
box m his tight fist these antipathic struc¬ 
tures could cause him no harm he was soon 
disabused of the illusion when the non 
gazetted officers (NGOs) of his government 
went on a strike immediately after he came 
to power in 1983 He crushed the strike with 
the ruthlessness of a novice and has had his 
hands full with the fight against these diverse 
left overs of Congress rule ever since The 
patels and patwaris he abolished with a 
stroke of the pen, and was hailed for this 
significant anti-feudal measure by the two 
communist parties which were his allies then, 
as for the other dragon—the bureaucracy — 
NTR has had manv inconclusive rounds of 
fencing with it He is known to ill treat 
senior IAS officers who have neither the 
gumption nor the unity to get together and 
tell him where he gets off, and his relation 
of mutual hatred with the NGOs is a fact 
of administrative life in this state. When they 
went on a 58-day strike recently he got their 
leaders arrested under the National Security 
Act for using abusive language against him 
(he said as much to press reporters who 
asked why a preventive detention act had to 
be used against middle class salaried emp¬ 
loyees) and got some of them terminated 
without an enquiry under article 311 (2) (b) 
of the Indian Constitution But perhaps he 
now has cause to rue his rashness, for his 
enmity with the NGOs must certainly have 
contributed to his loss in the recent 
municipal elections 

Soon after coming to power in 1983 NTR 
took on a long struggle to displace the Con- 
gress(I) from the alia pari shads and the 
municipalities The mixed success he had in 
this endeavour convinced him of the need 
to go in for elections across the board, and 
he also seems to have realised that defeating 
the Congress is not just a matter of having 
elections to all the grassroots democratic in¬ 
stitutions, it is necessary to shake the struc¬ 
ture at some point if the thousands of 
threads that are built into it are to snap and 
make way for his mandate Having direct 
elections to the top posts would cut through 


some of the threads but more of a restrve 
tunng was felt to be necessary The gram 
panchayats he could not tamper with and 
the zillas, the districts, are too much an in¬ 
alienable part of our cultural topography to 
be disturbed and reorganised He hit at the 
middle tier the panchayat blocks were divi¬ 
ded into smaller panchayat mandals, called 
mandal praja panshads, each consisting of 
about 12 to 15 villages, and the revenue 
taluks were also replaced by the revenue 
mandals to coincide with the panchayat 
mandals The zilla panshads, for the sake 
of rhyme, were renamed zilla praja pan¬ 
shads The ostensible reasorf for the struc¬ 
tural change was to make the panchayat and 
revenue headquarters accessible to the peo¬ 
ple, as if the inaccessibility lay m distance 
and not in corruption, callousness and 
incomprehensible rules and procedures 
Anyway the recent victory m the elections 
to the posts of presidents of 1,058 mandals 
and 21 zilla praja pamhads has put the seal 
of success on his schemes and that is what 
really counts 

But all this liveliness in rhe grassroots 
democratic structures needs a second look 
A major problem facing the Indian ruling 
class is the need to expand its base by ac¬ 
commodating aspiring sections of the pro 
pertied classes from below The path ot 
development pursued for the last four 
decades is usually described as a failure but 
it really depends upon what one means by 
success and failuie It certainly has enriched 
a lot of people and raised hopes m many 
others These others may be only ‘middle 
class’ in the meaningless empiricist classif i 
cation commonly employed, but in politics 
what matters is the position m the social 
structuie and the power that results from 
it—not income directly And while a landloid 
of a backward area may be economically no 
better off than an upper division clerk in 
government (a cause of much self lament), 
he has more power and aspiration for power 
than the cle-k can ever have or aspire to 

The objective need to expand at the base 
and accommodate these aspirants has gene 
rated a lot of debate in recent times about 
decentralisation of power grassroots 
democracy, and so on Proponents ot these 
ideas may be entirely innocent of class 
partialities—not all of them are by the 
way—and may honestly believe that they 
are advoi ating decentralised democracy, 
Gandhism or bharatiya sanskriti as against 
monohthic-bureaucratic-centralised-occidenta) 
structures How they delude themselves is 
their affair, but what they are actually 
achieving is to provide room m the power 
structure for recently enriched sections of the 
propertied classes especially in the villages 

But there is no unique method of accom¬ 
modation One, and a rather extreme one, 
is to actually hand over a lot of admmist 
rative responsibility and finances to them, 
as Hegde appears to have done in Karnataka. 
The common run of democratic intellectuals 
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are full of admiration for Hegde for this 
reform 1 he class-blindness that affects ad 
mirers of ‘decentralisation’ is remarkable, 
especially since many of them are percep 
tive critics when it comes to analysing other 
aspects of the system Decentralisation of 
this type just means more power in the hands 
of the rural and small town rich, and in the 
hands of more of them, whereas earlier they 
had to work their interests into the structure 
of state or national politics now they can 
have more of their interests served and mert 
directly This is not an evil and may even 
check some forms of ‘authoritarianism’ to 
use a convenient term, but one thing it doe* 
imply is a greater likelihood of repression 
of the rural poor Those who admire decen 
tralisanon of power should realise that there 
is no getting awav from this reality in the 
given structural context Ask any agricultural 
labourer or poor peasant and he will tell bet 
ter than any Gandhian what it means if his 
landlord actually and dtreitly controls the 
administrative and financ'd structures ot 
rural development’ 1 he co operative move 
ment has already given enough indication 
ot what it does mean 
NTR chose the other method, which does 
not even have the ment of honesty create 
a large number ot toci of power—like the 
1 000 and odd parchayat mandats— so tint 
more people may aspiri tor positions of 
power arrange so that they ait elected 
directly by the electorate so that they are 
spared the insecurity of no confidence mo 
tions and such like headaches but keep 
decision making authority and finances 
strictly away from them \k hat this power 
minus finances and decision making means 
is best described as broker s power As it is 
especially since N 1 R came to powei, this is 
all the power that everybody Irom gram pan 
chayat sarpanehes to MI As have had and 
this is the only power that NTR wshes to 
dclcgatt All decisions are taken by the state 
government or by bureaucratic bodies and 
the finances are exclusively handled bv the 
chief minister the elected rcpiesentatives ol 
the people then are merely go betweens who 
run fiom their constituents to the govern 
ment and no doubt make some money in the 
process In lact, even this is lather toituous 
the people’s representatives often do not even 
approach the decision makers straight All 
significant requests arc. ro be routed thiough 
the Tclugu Desam party especially the chid 
minister’s youngest son in law Chandrababu 
Naidu an able and hard working political 
operator who was once upon a time Con 
gressman and is now the general secretary 
of Ins father in law’s party 

1 hat this complex of structural and poll 
tical factors lay behind the elections must 
have been apparent to the seasoned Congress 
leaders When the patcl and patwari posts 
were abolished the Congressmen did not 
dare protest though they must have smarted 
at the sudden loss of their support base in 
the villages The changes in the panchayat 


and revenue structure, they realised, would 
upset the web ot links they had carefully 
built over the decades and nurtured, and 
therefore they reacted angrily, though once 
again the apparent demociatisation 
resulting from the changes stumped them 
Thttr only real option was to participate ac 
lively in the elections and see how much they 
could salvage fiom the wreck This they did 
heart and soul One indication of their 
seriousness is the number of prominent 
leaders who contested the chairin m’s posts 
for the /ilia parish-ids a notorious liquor 
sontracloi in West Godtva'i en authentic 
warlord in Nalgonda and in communist 
Khatnmam remunbered from the davs of 
the Ttlangana upnsing, the sciy son ot 
Vtngal Ran union industries minister, l’CC 
(J) president and a vicious anti communist 
I he Congrtss(l) s candidates tor the chair 
mans posts in West Godavari, Krishna 
Nalgonda, kliamm m and kurnool distiicts 
would be normally regarded as good enough 
or cabinet posts 

It must be acknowledged ih.it all things 
especially its own debasement considered 
the ( ongress(l) performed well While ihc 
lelugu Desam won 612 ot the 1 088 ttiand.il 
presidents posts and 18 of the 21 /ilia 
parishad chairmen posts the Congiess(l) 
won HR mandal picsidents posts and the 
rcmairnng 1 /ilia parishad chaunieii s posts 
including those ot Krishna and Guntur 
districts wliu.fl are the most politically eon 
scums in the boutg' ois sense th ■! is tc> sav 
the mosi i Icctoially conscious (in the stnse 
that you e in talk clcstonl polities to any one 
picked up in ihe si re t ts heit a id ge‘ i turn 
opinion about who ,s with whom win since 
when and how lung) A bcttci intasure ol 
the ( nngr»ss success is that 118 out ot 1 OSS 
is 11 pci ceiu wmie is then seals in th 
assembly are only ibout lb per cent Mine 
satisfying lor them must be then victory in 
a majority of the municipal councils in 
Judmg the corporation ot Vijayiw id i 

In keeping with the structural and politicil 
importance ol the elections they wtic accom 
panted by a large amount ot verbal violence 
and quite a lot of physical violence And in 
keeping with the lirelevaiice ot the electoral 
proetss to the purported purpose of gout 
nance there were no issues of public inipor 
lance involved either in the electioneering or 
in the voting Severe and recurrent drough' 
is perhaps the major problem lacing ttit state 
right now followed bv police lawlessness as 
a clos- second Bui neither the campaigners 
nor those who voted for them appear to hast 
felt that electioneering in a representative 
democracy must have something to do oi at 
least say about these things 1 he reason whv 
election forecasts based on solid reasoning 
normally go wrong is that tho,e who do the 
forecasts never sole and in lieu of participa 
tton in what they arc making a study of ihcv 
base their analysis on the received ideology 
which says that people elect representatives 
fit to solve their problems It is by now well 


recognised that the representatives them 
selves do not believe in this, it is time to 
realise that the people—barring perhaps 
school tc tchers for whom it is an occupa 
tional conviction—too perceive no real con¬ 
nection between elections and responsible 
governance, or at least no more than there 
is between the habitual celebration of the 
harvest festival of sankranti and the actual 
business of harvesting in a stale that is under 
the ‘green revolution’ in about 10 per cent 
of its area and under drought in the rest Or 
even between the recently imported celebra¬ 
tion of the north Indian festival of holi and 
the invocation of spung, which is less a 
season than a figure of speech in south 
India 

But violence there was, and a fair amount 
At least seven pusons died m clashes and 
there was large se.de booth capturing, ballot 
matching and use of explosives and fire 
arms especially in Kmhna, Guntur, 
karnool, Cuddapah, Khammam and the 
Coda.ari distiicts Many of the candtdttei, 
especially m ihe Ravalascema districts where 
the illicit manufacture of explosives Is a 
household mdustiy, were recorded rowdy- 
shceters I he Iclcgu Desam government got 
some C ongrtss leaders of kurnool arrested 
during the eleciiomermg under the Anti 
Guonda Act N 1 R’s own preventive deten 
tion act me Hit for prevention of bootleg 
ging prostitution and such-tike unseemly 
activities The High Court -which probably 
would not have mmded if they had used the 
more decent N ition il Security Au—found 
this a little too shocking and quashed the 
detentions In ret ihsation Vengal Rao 
threatened io have lelegu Desam leaders' 
houses raided bv tax officials 

tV illcl to this physical violence was the 
unprecedented trading ot choice abuses not 
by ordinaly c litre bn* by NTR and his 
ministers on the one side and Vengal Rao 
on the othci The Tclugu Dcsam’s general 
secrct3r\ even appealed through the press to 
Rajiv Gandhi to please stop Vengal Rao 
(rom using bad language The rapid pro- 
hferation of Telugu dailies which have 
nothing beiicr to icpoit than this slanging 
match has cggtel them on you abuse your 
opponent- loundlv todav in an election 
meeting mended perhaps bv 100 people and 
next morning jovfully watch all your abuse 
dutitullv primed by ai least lour newspapers 
which together oath nearly 10 lakh gross 
subsciibtis, which probably means at least 
10 lakh gross reader- and perhaps 20 lakh 
net readers I he tbcoluic vulgarisation of 
politics which makes no pretence of issu 
ing mamtcstocs and debating programmes, 
is ably m itched by in equally vulgarised 
press 

Jormally, N1R has won, a closer look 
shows that what he has lost is significant, 
if not in terms of numbers then in terms of 
location 1 he loss m the municipal elections 
indicates an accentuation by misgovemance 



of the normal phenomenon that urban 
voters, who receive more information, gene¬ 
ral^ tend to vote against the party in power 
A more significant loss is in Krishna and 
Guntur districts It was the highly class- 
conscious gentry of the Krishna delta that 
pi owed and ertated NT R it was also they 
who were disillusioned first when he turned 
out to be much less cfliucni than they ex 
pected in serving thtir interests Ihey now 

ANDHRA PR4DKSH—II 


I 

Tanushrce Gangopudhyay 

“N1R will certainly win the elections He 
is selling rice tor Rs 2 building houses for 
the homeless, brougnt down the electricity 
rates in the rural aieas to a phenomenal 
Rs 30 Irom Rs 300 per month—but he has 
sent half of Andhia Ptadesh behind bars or 
killed them”, a very candid overview of the 
pie poll situation mule by a villager when 
a team of journalists visited Kanmnagar 
district a week prior to the Mandat Praja 
Parivhad elenions in eaily March 
N TR in a desperate hid to win the rural 
basticm made tall populistic promises, 
while deliberately ignoring baste issues of 
minimum wages exploitation of labour, 
forest lights etc t\vo CPI(ML) groups 
opuating m this district have become the 
targets ot the state repression Telegu Desam 
Parly’s opportunistic policies was evident 
from it i poll alliance with the CPM in the 
mandal elections in the state on the one hand 
and on the other they let loose a rein of 
terror on the C PI(ML) branded as ‘naxahtes’ 
and extremist'' denying them basic rights 
A sptxnl police wmg headed by an Inspector 
Central of Police (1GP) has been constituted 
for witchhunting the CPl(ML) activists 
and svmpathisers The Andhra Pradesh 
Disturbed area act operating in Kanmnagar 
district has provided a cover for repressing 
any such democratic movement Ryotu 
Coolie Sangham (RC S) a peasant and 
agriculture labour organisation of the 
C P Reddy led CPKMI ) party had been 
very active in this area for almost two 
decades State repression on the activists and 
members is so tremendous ihat the four can¬ 
didates who had contested elections in 
Sircilla taluka declared ‘disturbed’ have filed 
nominations as independants and had 
joined a democratic front Systematic at 
tempts at suppressing the movement was 
taken up and the candidates were prevented 
from tiling nominations and also from cam¬ 
paigning Police machinery was used to cam¬ 
paign against tfum The police threatened 
the electorate with dire consequences if they 
voted for independent candidates as they 
suspected them to be ‘naxalltes’ Candidates 
were constantly interrogated and confessions 
demanded from about their affiliations 
Barring a few stray wall writings and a few 
symbols on the wall there was no evidence 


dream wistfully of the Hegde or the Jyotl 
Basu that might have been But meanwhile 
their creation has caught the fancy of the 
rest of the state and they watch helplessly 
as their TWugu Desam party runs through 
the electorate of distant Adilabad where 
neither the Marwan traders in the towns nor 
the Gondi and Marathi speaking tribals in 
the forests understand one sentence ot the 
language and sentiments of NTR’s speeches 


of their party’s campaigning 

Boumaiya, an RCS activist who con¬ 
tested elections as an Independent from 
Kondraopet constituency was very tense 
when he talked to the journalists team He 
was prevented from filing nomination papers 
on Febiuary 18, 1987 and was detained at 
the police station He was released only after 
a dharna was staged by the villagers He was 
also prevented from taking out an election 
procession on March 4, a week before elec¬ 
tions Police came and interrogated him 
regularly and his movements were restricted 
though he had a lot of support from his 
village as well as the neighbouring ones 

In contrast to the deliberate attempt to 
suppress the Democratic Front candidates. 
Congress and Telegu Desam Party vied with 
each other in their vulgar poll campaign 
The roads and village squares were full of 
their banners and their symbols Every 
village had a cycle, TDP symbol, with bulbs 
adorning it Jeeps carrying taped speeches 
of their respective leaders blared on the 
microphone created more of a cacaphony 
However people collected to listen to the 
mud-slinging indulged by either side and 
taped songs m the ‘Jananatyimandali’ folk 
style singing adulations of their own parties 
To add to the folk flavour the parties used 
female voices AP Congress president 
Jalagam Vengal Rao’s speech blared away a 
string of abuses directed at NTR and hi* 
party “NTR prachanda chandala (NTR 
is a big crook) and has emptied the state 
treasury ” NTR m turn took a dig at the 
Congress party’s bad performance. The elec 
tromc revolution helped further the cause of 
all these political parties and taped messages 
replaced the actual presence of the leaden 
who would have had to come to these elec¬ 
trified villages through the almost non¬ 
existent roads on such undulating terrain 
NTR’s 20 feet cut outs made by his film 
studio made up for his physical absence, 
while he was busy campaigning m coastal 
Andhra Pradesh 

Campaigning in 27 mandals out of 37 in 
Kanmnagar we were told was banned Thu 
was denied by the IG police, ‘naxalite 
branch', as baseless However when this team 
went to Padira m \fclladartipet mandal, there 
was no sign of campaigning The absence 
of banners and wall writing was conspicuous 
in contrast to vulgar campaign elsewhere. A 
Congress jeep came in briefly stealthily while 


We talked tb some viDagsrt. VftasKiWtt 
terrified to talk to the team However a fen 
started talking later on gaming confidence 
that we did not belong to police. The extern 
of terrorisatton in this place can be gaugec 
from the fact that the village Sarpancl 
K Maila Reddy, an APCLC activist was 
barred from visiting the village. Redd) 
accompanied the team from Hyderabad and 
broke journey at Siddipet, in adjoining 
Medak district without disclosing his iden¬ 
tity Added to the ban on campaigning tr 
the Yelladartipet mandal, the high court 
struck down the reservation for this consti 
tuency reserved for the OBC This area ob¬ 
viously poses a threat to the Vellama and the 
Reddy communities who filed a writ peti¬ 
tion in high court and won 

The means of livelihood are so meagre in 
this rocky undulating terrain and very 
fragmented landholdings that most of the 
villagers are dependent on the landlords 
This area has seen several upsurges and 
movements for increasing wages RCS has 
been very active, and after the repressive 
policies particularly after 1983 the activists 
have vutually gone underground or have 
suffered Though they could get rid of 
'vettichakn' or bonded labour, other forms 
of ‘paleru’ or yearly serf still exist Govern 
ment has legitimised it by laying down an 
annual salary of Rs 3,600 but in fact they 
get paid only Rs 1,500 in addition to long 
and uncertain hours of work In some 
villages the entire dalit community work as 
‘paleru’ 1 his works as a great hindrance to 
any wage struggle, as the ’paleru' is forced 
to work After tremendous struggle the daily 
agriculture wage could be increased to Rs 5 
for women from Rs 2, and for the males 
upto Rs 15 from Rs 10 The wide gap in 
wages was explained as being because 
women worked two hours less than the nine 
hours put in by men 

Forests have been a great source of cor 
rupuon here and the high handedness of the 
forest officials has increased Collecting fuel 
wood traditionally a women s job has betn 
taken over by men in many villages where 
the terrorisation of forest gaurds have 
increased 

Organising btdi workers has posed a 
threat to the traders and contractors It has 
strengthened the nexus of the contractors, 
traders, factory owners, politicians, and the 
state machinery Through their various 
struggles, RCS has managed to raise the 
wages to Rs 12 20 per thousand It is very 
difficult to organise the workers as btdi 
rolling is a home-based industry, where the 
family is the unit Women and children are 
highly ocploited Traders make huge profits, 
workers ate denied facilities of health and 
other benefits stipulated by law Unionisa¬ 
tion of bidi workers posed a great threat to 
the trade and hence the intimidation and 
repression Many women were terrified of 
rolling bidis foi’Year of being beaten up and 
harassed After a long struggle, the piece 
wage rates of picking btdi leaves was fixed 
at 25 poise per 100 leaves from two paise a 
decade back The Andhra Pradesh govern¬ 
ment forest department has just eliminated 


Mandal Elections and the Police 



the contractor system and has started deal 
mg directly 

Woken have taken the lead in the strug 
gles against the landlord and the state. Many 
of them were raped and harassed Rajavva's 
case was historic She was gang raped by six 
goondas of the landlord in 1983 Tb this day 
they have not been arrested and they move 
around freely in the same village: This small 
village has 200 ‘paierus’ or yearly serfs 

State repression on the CPI(ML) groups 
is so great that the APCLC is planning a 
representation at the UN Human Rights 
Commission 

II 

Sujata Anandan 

THF results of the mandal and alia panshad 
elections m Andhra Pradesh were predictable 
and not entirely unexpected The largely 
‘non-performing’ Telugu Desam (TDP) 
government in the state swept the polls in 
the rural areas, losing a large number of 
urban voters to the Congress(l) Strange is 
the fact that the true representatives of the 
people, particularly in the rural areas of 
Ifelangana, who have the unlimited support 
and sympathy of the villagers have been 
clearly swept aside However, under the cir 
cumstances prevailing in these regions of the 
state, the outcome is not quite surprising 

Tb ensure that the 1 DP did capture ail the 
seats, the campaign began far in advance so 
that by the time the elections drew nearer, 
the spirits of the people were successfully 
dampened if not curbed altogether Spies 
and informers abound in these areas and 
even walls seem to have ears, so the people 
envelope all visitors in a fog of hostility, half 
truths and denials and largely keep their 
counsel Still fresh in their minds is the 
ruthless killing of five activists in the 
Kondraopet village (Kanmnagar district) last 
year who were caught when sleeping in the 
fields They had been in the midst of 
organising a meeting and so believed they 
were hauled up only for the possession of 
pamphlets and other literature The circle 
inspector and sub inspector who shot their 
five hapless victims, disarmed and hands 
tied behind their backs, at point blank range, 
and later scattered their bodies far and wide 
to simulate separate “encounters” have been 
"rewarded” for this act of “bravery” The 
sixth man thus shot—with a bullet in his 
stomach and another in his right leg—lived 
to tell the tale Although he went under¬ 
ground soon after that did not safeguard his 
family, from being continually harassed by 
the police They razed his father-in-law’s 
house to the ground and destroyed gram and 
other domestic supplies by the simple expe¬ 
dient of dumping them into the village well 
The neighbours are extremely hostile to 
visitors and keep at a tense distance. They 
have to, perhaps, because the police here 
have been extremely clever—under threat of 
beating and torture they induced the neigh 
bouring family to unloose the rooftilcs one 
by one and set the house on Tire. So, under 


the circumstances, if an enquiry were to be 
held, the officers are free to spread their 
“clean” hands before the authorities for 
examination while the neighbours could be 
hauled up for letting their “family feud” get 
the better of them 

Instances like these abound Broken 
houses like scattered all over the villages of 
Karimnagar while policemen go randomly 
confiscating the meagre possessions and 
landholdings of those who have gone 
underground leaving their families to vir 
tually starve to death Another common 
practice that the police indulge in is that of 
“midnight raids!—lor no reason at all they 
descend on innocent villagers and haul 
cartloads of them to the police station on 
trumped up charges, as recently happened 
in Padira village when an internal dispute 
between three individuals became a case of 
noting, possession of arms, etc, on police 
records, after the latter randomly gathered 
more than a hundred villagers for danng to 
call a panchayat to settle their dispute. The 
hapless men were stripped and beaten in 
batches, tortured until they went out of their 
minds and forced to “confess” to their 
crimes under threat of further violence: They 
were kept in a lockup for far beyond the 
stipulated time and totally denied food and 
water during this period When their families 
brought them meals they were turned away 
under severe threats lb add insult to injury, 
money was illegally extorted from them— 
in one single day the villagers had to sell a 
considerable amount of their possessions to 
pay the police Rs 45 000 in “bribe” money, 
for dropping the false charges against them 

The police began a door-to door cam¬ 
paign during the mandal elections warning 
the villagers against voting for the CP ML- 
supported democratic front candidates and 
also against boycotting the polls While there 
were reports of the People’s War group led 
by Kondapur Seetaramaiah, threatening to 
cut off the fingers, bearing the indelible ink 
mark, of those who did not boycott the 
polls, the police threatened them with even 
greater violence if they did, or even if they 
voted for the Ml groups 

That this should occur at a time when the 
government had banned campaigning in 
these constituencies is another pointer to the 
breakdown of the democratic machinery m 
the state Equally reprehensible is the fact 
that the TDP should take advantage of its 
own terronsation of the people and continue 
a vigorous campaign in these areas Larger 
than life cutouts of NTR vied for glory with 
temple spires and bicycles (the TDP symbol) 
outlined in rainbow lights were strung up in 
the air for greater visibility Congress flags 
were less evident but taped voices of leading 
film stan attempted to put NTR in his place: 
The communist groups who aligned with the 
TDP were also allowed to run free but the 
police kept a sharp eye out for any sign of 
campaigning by any “independent” can¬ 
didate supported by the democratic front 

In no mandal constituency could a demo¬ 


cratic front candidate call meetings, hold 
rallies or even visit homes to seek the votes 
of the people. Indeed, were it not for the 
resolve of the villagers the police would 
have succeeded in eliminating competition 
altogether by preventing democratic front 
candidates from filing their nominations 
This almost happened in Kondraopet when 
the democratic front candidate was called 
before the Circle Inspector who informed 
him, m extremely ominous tones, of the con¬ 
sequences, which would not be “good” at 
the best, were he to contest as an ML can 
didate. When, refusing to be cowed down by 
this obvious threat, the young man went 
ahead and filed his nomination, he was 
actually arrested by the police for this 
democratic exercise Only the combined 
wrath of 400 villagers, who squatted in front 
of the police station and refused to leave 
without their candidate, induced the police 
to release him in time to file his papers 
Later, the police went round conducting 
"heart to heart” talks with the sarpanches 
and individuals “advising” them against 
voting for this candidate 

At another mandal constituency— 
Yellardipet—they indeed succeeded in 
sabotaging the people’s movement by pro¬ 
mptly acting on the government’s move (days 
before the election) of conversion of a 
reserved constituency to a general one, at a 
time when the first nominations had already 
been filed by the eligible candidates When 
the candidate supported by the democratic 
front returned to file his nominations a 
second time, pitting himself against general 
TDP and Congress candidates, he was pre¬ 
vented from doing so by the police, who held 
him until the time for filing his papers had 
elapsed Harassment of the villages which 
come under this constituency had been 
brutal, continuous and recent, so they were 
not as moved to determined ire, as in the 
other case, to see their candidate through at 
least the first stage of the polls The demo¬ 
cratic machinery here was truly cnppled 

Activists and villagers relate tales of 
horror and police atrocities that would turn 
the hair of even hardened cntics These tales 
have found their way into the national press 
often enough and may seem incredible to 
people living away from the villages but they 
are nonetheless true That the villagers live 
in constant fear of their lives and existence 
is immediately obvious, the cloak-and 
dagger game they play with even those they 
believe are fellow activists and friends seeps 
through rapidly until even the casual visitor 
begins to act on cue to their signals The 
stomach-churning stories of police brutality 
and state terrorism makes one believe that 
Tclangana, as it is today, docs not belong m 
a modern democratic India based on the 
principles of equality, liberty and justice but 
is a land which extracts a tremendous price 
for one’s economic and political freedom— 
that of ultimate silence, the stilling of 
tongues being an art that has been polished 
to perfection by the state and its agencies 
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Highlights from the Chairman’s speech 

Britannia has had another exceptionally successful year Compared to the 
previous 12 months, sales moved up by 17 6% and profits by 22 5% Earnings per 
Share soared from Rs 5 68 to Rs 8 32 

• 

The fully integrated Soya Complex at Vidisha is all set to start commercial 
production The premium quality refined soya oil and other soya products will fill a 
conspicuous void in the Indian food market 

To ensure optimal utilisation of the country's growing wheat resources and to 
satisfy the rising consumer demand for good quality biscuits, the organised sector 
should be allowed to grow and modernise Present constraints on growth will prove 
counter-productive 

Price control on bread in Delhi is illogical and should be removed 


Speech delivered by Mr J M Rajan Pillal, 
Chairman, Britannia Industries Limited, 
at the Annual General Meeting at Calcutta 
on 18th March, 1S87 


Ladies & Gentlemen 

I have great pleasure in welcoming 
you to the 68th Annual General Meeting of 
your Company 

THE YEAH 

The accounts for the year 1985 86 
ended 30th November 1986 and the 
Directors Report have been in your hands 
for some time and you will have had an 
opportunity of going through them You will 
have observed that Britannia has had 
another exceptionally successful year with 
handsome gams in sales and profits 
Compared to the 12 months of the previous 
year, sales have increased by 17 6% while 
profits have risen by ?2 5% At the same 
time the Earnings per Share have soared 
from Rs 5 68 to Rs 8 32 The Company is 
consolidating its gains and prospects for the 
present year aie also encouraging Your 
Directors have recommended a final 
dividend of 18% Together with an interim 
dividend of 9% declared in October 1986 
the total dividend adds up to 27% This is 
significantly higher than the comparable 
payout of 21 2% and 18% in the previous 
two years The increased prosperity of our 
Company enables it to further reward 
shareholders The Directors have 
recommended a Bonus issue of Shares in 
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the proportion ot two shares for every five 
shares held by capitalising an amount of 
Rs 35 36 million out of its General Reserve 
and Share Premium Account The proposed 
issue ot Bonus Shares is of course subject 
to the consent of the Controller of Capital 
Issues 

Having reasserted its acknowledged 
leadership in the traditional business of 
bakery products Britannia <s on the 
threshold of its first major venture in a new 
area The fully integrated Soya Processing 
Complex at Vidisha is all set to start 
commercial production 

The about to be launched premium 
quality refined soya oil will help in reducing 
the shortage of edible oils in the country 
Edible soya flour and other soya derivatives 
will go a long way in enriching the nutrition 
content of the protein deficient Indian diet 
I have no doubt that the management 
strengths of the Company will ensure the 
success of this venture 

Your Company has grown into a 
strong national presence over the last seven 
decades Its product range has found 
acceptance by consumers from all parts of 
the country We derive immense satisfaction 
from this accomplishment 

For all these splendid achievements, 

I am sure you will wish to join me in conveying 
our congratulations and sincere thanks to 
our Executive Vice Chairman & Managing 
Director, Mr R K Lai and through him the 
Directors, Managers and Employees at all 


levels for their tireless team work in 
producing these results 

THE ECONOMY 

It is gratifying to find that India has 
been able to come out of its annual growth 
rate trap ot 3 5 % at which level it had been 
stagnating for some years The period 1980 
86 has witnessed an average annual growth 
rate of 5% The seeds of refoi m sown by the 
new Government in preparing India for its 
tryst with the 21st century are beginning to 
show positive results All sectors of the 
economy are performing better than before 
Our Prime Minister deserves all the 
appreciation and support for his initiative in 
imparting a new momentum of growth to the 
economy The world over India s 
achievements are attracting attention and 
admiration Within the country, during the 
past few months, there has been some 
concern expressed about the balance of 
payments situation and the level of external 
debt The criticism is essentially myopic It 
fails to recognise that there are costs of 
growth and modernisation and inevitably 
there is a time lag before the results appear 
The in process and temporary side effects 
should not detract from the mam thrust So 
long as the critical parameters are carefully 
monitored and regulated, there is no cause 
for undue concern The Government should 
continue withjhese far sighted measures 

I would draw your attention to two 
specific features of the Indian economy The 
first is foodgrains production From a deficit 
country in the fifties, India has come a long 

Contd. 
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way, first to a level of self-sufficiency and 
now to producing exportable surpluses 
Indian farmers and farm scientists deserve 
all our praise The second is the impact of 
growing environmental awareness and the 
steadily rising standards of living of our 
countrymen Today, both in rural and urban 
India, there is a significant proportion of 
population that demands quality consumer 
goods at affordable prices 

INDUSTRIAL POLICY 

The industrial policy of any country 
has to be responsive to the changing 
business environment I would like to 
examine the status of industrial policy 
pertaining to the bakery industry in this 
context 

As you know, the bakery sector 
continues to be reserved for the small scale 
industry The popular argument in support of 
on going reservation is that the presence of 
large and medium scale units will be 
detrimental to the interests of the small scale 
sector This is entirely illusive It has been 
conclusively established by now that the 
products and the markets of the small and 
large sector are different They cater to 
different geographic and economic 
segmenls of society Their roles are 
supportive and complen antary The widely 
publicised sickness in the small scale sector 
is not on account of the presence of the large 
scale sector but because of unbridled 
competition within the former Capacities 
have been created without proper market 
research and assessment of demand 

With the passage of time your 
Company will feel the restrictive effect of this 
policy even more Exis'mg large units like 
ours were set up many years ago and if they 
are not allowed to grow and modernise their 
economic viability may be threatened 

I would again like to recall the two 
salient features of our business environment 
that I mentioned earlier namely bumper 
wheat production and growing demand for 
quality products And in that context I would 
reiterate that in order to ensure optimal 
utilisation of India s wheat resources and 
satisfy the rising national consumer 
aspirations the Government policy slfould 
eliminate outdated and counter productive 
controls 

The other important national priority is 
exports For its part Britannia has been fully 
alive to its responsibility in earning foreign 
exchange for the country In 1985 86, your 
Company contributed Rs 254 million to the 
export earnings of the country This was 


27 6% higher than the previous twelve 
months effort Britannia is committed to 
increasing exports 

BREAD-DELHI 

Of late, a high degree of 
responsiveness and pragmatic 
considerations have characterised decision 
making in the Government This raises our 
hopes that we too can expect a growth 
oriented progressive policy for our industry 
Here I would like to touch upon the 
unrealistic price control on bread in Delhi It 
defies reason to decontrol the prices and 
distribution of the Roller Flour Milling 
industry but retain control on oread prices 
and that too on the basis of input costs that 
prevailed some years ago While input costs 
have risen considerably corresponding 
adjustments in the price of bread have been 
denied The greater anomaly is that while all 
other metropolitan cities have dispensed 
with this artificial control Delhi still retains it 
Industrial sickness inevitably follows where 
the output price is controlled without regard 
to input costs This phenomenon has 
already occured in some other industries 
I would request the Government to remove 
this inconsistency and decontrol bread 
prices in Delhi Otherwise we could be 
moving towards a paradoxical situation 
where Delhi consumers remain short of 
bread while the country has a surplus of 
wheat 

Britannia is fully committed to its 
ideology of total consumer satisfaction and 
national welfare The social responsibilities 
are fully realised and accepted Your 
Company has patronised and will continue to 
promote various activities in the field of Art 8i 
Culture, Sports and Ecology 

MANAGEMENT REORGANISATION 

Towards the end of April this year 
Mr Lai completes his term as Executive Vice 
Chairman and Managing Director of your 
Company, and he is taking up a senior 
overseas appointment with Nabisco 
However, I am glad to say that his 
association with Britannia will continue and 
he has agreed to remain on the Board as 
non executive Vice Chairman I should like 
to record our deep appreciation of the 
significant contribution he has made to the 
growth of the Company, which has virtually 
doubled during his five years of stewardship 
and stands poised for even more rapid 
growth 

Mr Lai s place as Managing Director 
will be filled with effect from 1st May by 
Mr E J Grmsted, who comes to us from 


Nabisco, Singapore, with a wealth of 
experience in different managenal positions 
I am sure he will make a useful contribution in 
the years to come At the same time as a part 
of management development and succession 
planning, which is a continuous exercise in 
the Nabisco group we are reorganising the 
management structure of the Company The 
Managing Director who will also be the 
President and Chief Executive Officer of the 
Company, will be supported by a team of 
Executive Vice-Presidents and Senior Vice- 
Presidents, responsible for the various line 
and staff functions We believe that the 
revised structure will contribute towards 
making the Company operations even more 
efficient and successful 

Ladies & Gentlemen I once again 
welcome you and thank you for your 
gracious presence on this occasion 

Note This does not purport to be a 
report of the proceedings of the 
Annual General Meotmg 
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PAKISTAN 

Pak-US Military Relationship in 1980s 

Babar All 


SINCE at least October last year, a great deal 
of new information has barn made public 
about the military relationship between the 
United States and Pakistan Most of the 
information has come into the open thanks 
to a couple of scholars working on Pakistan, 
who while residing in North America have 
had access to information from US sources, 
many of which are confidential Apart from 
these scholars, a number of newspapers and 
periodicals have also reported on recent 
developments in the relationship The infor¬ 
mation that has come to light is of extreme 
importance, to say the least Before an 
attempt is made to comment on the military 
relationship between the US and Pakistan, 
1 will present the new evidence to the readers 
of this column so that they are made aware 
of the dimensions of the relationship 
The United States secretary of defence, 
Casper Weinberger, arrived in Islamabad 
on October 16 last year from New Delhi 
after having talks with leading Indian of 
ficials In a press conference in Islamabad, 
Weinberger said that the US would assist 
Pakistan to increase its defence capabilities 
aimed at meeting the current challenges and 
protect its borders from outside aggression 
Most importantly, he promised that Pakistan 
would receive US-manned AWACS “very 
soon” 

New Information 

In the new information about the US 
Pakistan relationship that has become 
available the main protagonist has been 
Lawrence Lifschultz whose article entitled 
'From the U-2 to P 3 The US-Pakistan 
Strategic Relationship' caused quite a stir 
in Pakistan when it was published m the The 
Muslim, Pakistan's leading liberal daily, on 
October 30, 1986 This Muslim article was 
a summary of a detailed article on US- 
Pakistan relationships which appeared m the 
prestigious New Left Review some time last 
year Although the Muslim article was self 
censored, it contained substantial informa¬ 
tion to cause concern in many circles in 
Pakistan Given the importance of the arti¬ 
cle, 1 have extracted the most relevant pieces 
of information and present them below 
According to the article (all are in quotes, 
except for words m square brakets, both the 
NLR and Muslim sources are used) 

—Reliable sources in Washington and in 
the top Pakistani military claim that since 
1983 General Zia ul Haq’s government has 
given the green light to American P3 
surveillance ^aircraft [the P-3 ranks as the 
West's standard land-based anti submarine 
Warfare (ASW) and maritime patrol air 
craft], Mauripur near Karachi being men 
tioned as the base most frequently used 


—the [US] Central Command hope to 
draw Pakistan into a network of understan¬ 
dings which has implications for the sub¬ 
continent since Pakistan is covered by 
CENTCOM P 3 ASW planes are occa 
sionaly using Pakistkni airfields, and there 
will be pressure for more access of this type. 

—[In a 1981 State Department Paper it 
was said that] Pakistan could serve as an 
extremely important entrepot for the Rapid 
Deployment Force moving into the Gulf from 
the East Were the ships to be based in 
Karachi [rather (han Diego Garcia], distance 
and deployment times would be considerably 
reduced Furthermore, there is the possibility 
that the Pakistan army could serve as a proxy 
force fighting in the Gulf 
—Ataullah Mengal, formerly chief minister 
of Baluchistan province, claims that already 
“radar and other electronic facilities are 
under construction at Gwadar [a port on the 
Makran coast which overlooks the Persian 
Gulf] For the first time ever, civilians have 
been banned from entering the area there 
is a constant traffic in helicopters from ships 
offshore Construction of a base facility is 
under way” 

—Apart from the Gwadar facility, a host 
of other activities are taking place in the 
sparsely populated province of Baluchistan 
[bordering Iran and overlooking the Gulf] 
Lt General Rahimuddin Khan, chairman of 
the joint chiefs of staff, has been quoted m 
the press as saying that thirty two airfields 
are now under construction in the area 
But according to Ataullah Mengal the most 
significant development is the enormous air 
base being built in the Chagan region near 
the Afghanistan border, 130 miles south west 
of Quetta Sources in his home province 
have reported that the base has a 10,000 feet 
runway, which is nearly equal m length to 
that of Karachi's international airport 
Chagan it seems, will be capable of handling 
the most advanced military aircraft 
On November 6, the foreign office in 
Islamabad con fumed the report regarding 
the use of a Pakistani airfield by American 
aircraft which was earned by The Muslim 
a week earlier The spokesman said that such 
‘transit facilities’ to foreign vessels, ships and 
aircrafts was “normal practice” The spokes¬ 
man also clarified the position attributed to 
the chairman, joint chiefs to staff about the 
32 airstrips and said that this was being done 
to “upgrade and extend the communication 
network in that province” 

Role jn Middle East 

The second major article to apprear on 
the relationship was that by Jamai Rashid 
which appeared in Viewpoint, Pakistan’s 
only progressive weekly, on November 13 last 
year This article is substantially different 
from Lifschultz and focuses more on the 


Middle East Some salient points from 
Rashid’s article are - 
—Pakistan’s military missions in 22 countries 
in the Middle East and Africa make it the 
largest exporter of military manpower in the 
third world 

—Libya gave Pakistan S 200 million to buy 
arms in 1973-76 in return for pilots for the 
Libyan airforce Abu Dhabi funded the pur 
chase of 32 Mirage V fighters at a cost of 
S 330 million and contracted Pakistani crews 
to fly 24 for its own airforce Saudi Arabia 
financed the I 800 million purchase of 40 
F-16s from the US for the Pakistan Air Force 
—Approximately 40-30 thousand Pakistani 
military personnel At now serving abroad 
—The Pakistan navy has been patrolling 
alongside the US carrier battle group in the 
Arabian Sea Reports last year said that 
Pakistani naval ships had been providing the 
US battle group with supplies from Karachi, 
which is the largest naval and logistical port 
supply facility in the region 
—On a visit to Pakistan m January 1983, US 
naval commander Admiral James Watkins 
said that reinforcement of the Pakistan navy 
was essential not only to safeguard Pakistan 
but to strengthen regional stability 
—The annual development budget for 
Baluchistan was doubled, compared to the 
Bhutto era The country’s Sixth Five-Year 
Plan (1983 88) allocated an unprecedented 
Ks 4 7 billion m 1983 to development pro 
jects The plan outlaid funds for eight major 
road systems, totalling 2,200 kilometres The 
entire Makran coastline would also be pro 
vided electricity 

—A Special Development Plan for 
Baluchistan drawn up in 1980 by USAID, the 
Pentagon, the World Bank and Pakistan 
[envisages] S 2 billion to be entirely financed 
by those countries with a suite m the Gulfs 
security 

—By 1983 USAID committed itself to 
$ 390 million for the development of 
Makran, which included the building up of 
the Makran highway Three modern harbours 
for fishing are being built at Pasm, Ormara 
and Jcwani, while a major naval harbour is 
being built at Gawdar Five new airpots 
have also been completed 
Far Eastern Economic Review on 
November 20 reported that the Pakistan port 
of Karachi will receive ships of the US 
Navy’s Indian Ocean fleet on “a regular 
basis” The November 30 issue of India 
Tbday reported that 

—The US would loan and eventually sell 
Pakistan some sophisticated AWACS 
—Pakistan may get a large number of Ml 
tanks, the latest in the US armoury 
—Pakistan has asked for 80 more F-16 
aircrafts of the advanced C version and an 
aircraft carrier 

—An American newspaper, quoting US 
intelligence documents [has said] that 
Pakistan was only “two screw-driver turns 
away” from having a fully assembled nuclear 
bomb 

Some additional information to be able to 
comprehend the entire picture concerning 
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the US-Pakistan military relationship 
necessarily includes the ‘aid* (loan) package 
made available to Pakistan In 1980, General 
7ia-ul Haq turned down the 'peanuts' ot 
$ 300 million offered by President Carter 
after the Soviet Union’s intervention in 
Afghanistan In 1981 the substantial package 
of $ 3 2 billion was greedily accepted by 
Pakistan—of this half was meant as military 
‘aid’ and 'he rest as economic ‘aid’ The five 
year ‘aid’ (loan) package was renewed and 
now from 1987 92 Pakistan will receive 
S 4 02 billion from the US of which S 1 74 
billion will be meant for the military This 
‘aid’ figure represents a huge, and unparallel 
increase of 500 per cent over the previous 
decade; when Pakistan was an active member 
of both the CENTO and SLATO alliances 

There are clearly three distinct angles 
through which one needs to analyse this tela 
tionship There is the US-Pakistan relation¬ 
ship due to the presence of Soviet troops in 
Afghanistan Then there is the role the US 
wants a right wing dictator to play in the 
Middle East now that the Shah of Iran is 
no longer the ruler of what was once 
America’s greatest ally And of course there 
is always India The tirst two points are 
clearly interlinked while the third, is more 
ail outcome of tht first two than anything 
else 

A From I w Statl 

The changed geo p ilitical situation in the 
area after the lall of the Shah and after the 
Afghan revolution has given Pakistan the 
rare privilege of being called a ‘front-line 1 
state As far as Itan is concerned the US lost 
its closest ally and had no one to look after 
US interests in the region It lost its bases 
m Iran and thus had to arrange for substitute 
facilities in the region so that it could police 
the region Pakistan under a military 
martial law, which most observers believe the 
US masterminded in the first place, was a 
weak, but potentially favourable alternative 
Pakistan not only had a regime which ruled 
the country as it pleased and crushed all op 
position with great ease and murdered the 
only elected prime minister of the country, 
but this country also had a geographically 
and strategically suitable coastline which 
could offer some sort of an alternative after 
the US lost Iran 

The Baluchistan coast, as has been shown 
by all the evidence presented above, has 
clearly become of prime interest to the US’s 
grander interests in the region The US’s 
military formation known as Central Com¬ 
mand, or CENTCOM covers nineteen coun¬ 
tries in southwest Asia, the Persian Gulf and 
the region stretching from Kenya and 
Somalia to Pakistan and Afghanistan 
According to Lifshultz, it will reach near 
peak operational capacity by 1989 and will 
be able to land at least 4,50,000 personnel 
in that area under wartime conditions The 
Baluchistan coast will become of pivotal im¬ 


portance, once it is upgraded to the require 
ments of the Americans Given no public 
protest in the country concerning the base 
facility, the US can continue its build up 
uninterrupted 

The Iran Iraq war also has important 
ramifications concerning the need for the 
facilities at Baluchistan As yet there is no 
concrete evidence as to how much the 
facilities in Baluchistan have already been 
developed They could be totally ready to fit 
US requirements, or else they could be in the 
preliminary stages of development The 
timing of the completion of facilities is 
gaining importance as the Iran-lraq war 
again enters a decisive phase. The late 
January/early February attacks on Basra by 
the Iranians, in which they lost 50,000 troops 
in two weeks, shows Khomeni's desperation 
he must deliver some sort of goods to his 
people, who surely must have had enough 
of this endless stream of death If in this 
desperation yet another ‘final assault' on 
Basra proves successful and the city does 
come under Iranian control, the war, for the 
region will become serious’ It will have 1 m 
plications on the Persian Gull loute itself 
on Kuwait, Saudi Arabia and sundry US 
allies in the region For the tirst time they 
will really feel threatened and may ask foi 
US protection The Rapid Deployment Foice 
or C ENTCOM will then be the mam military 
force m the region and will be called on to 
offer that protection T hus the Baluchistan 
facilities will also he ot prime need in the 
designs of the US nnlitarv So, essentially, 
one can expect that the coast ot F’aktstan will 
be used uninterrupted by the US to play God 
in the Middle Tast anil to safeguard their 
own and their allies interests 

Pakistan plays another though subsidiary 
role in the designs ol the US in maintaining 
control over the entire Middle East I he 
United States’ enemy No I I tbya, has been 
a thorn m its side since Reagan decided to 
become emperor ol the world Under Bhutto, 
1 tbya was Pakistan s good trusted buddy 
and offered economic and military aid to the 
country whenever needed Since /ia must 
follow the US line’, Pakistan came to 
distance itself from Qaddafi and covertly 
started taking an anti L tbyan position The 
most striking example of this is the evtnts 
which took place after tht United States 
strike on civilian targets in I ibya in March 
1986 A few davs before tht strike by the US, 
about 10,000 US marines ‘invaded Karachi 
on rest and recreation Itave They roamed 
the city freely and poured their dollars down 
the commerc tal drains in the country There 
was some protest against their presence in 
the country by anti imperialist democratic 
forces who demonstrated all over the larger 
towns in the country However, after the 
attack on Libya, a very big section of society 
joined the protest against the United States 
for attacking a ‘brother’ Muslim country 
and there was a very definite anti US feeling 


amongst even non political’ lay ptoplc all 
over the country mainly because people felt 
that the Pakistani government had pi tyed a 
role in the attack by allowing t lie US marines 
lo come to Kaiaelu (The (IS mannes had 
left Karachi before the attack ) I he official 
protest by the government over the attack 
was at best mumbled and even this was per¬ 
missible only because l ibya was t Muslim 
country 

AFGHAN SlIl'AIION 

The second factor in the US Pakistm rt la 
tionship deals with the Afghan situation 
The US has pumped in billions ol dollars 
to the Pakistan military government so as 
to help it help the Afghan refugees The 
Afghan refugees’ have been given economic 
and military aid directly by Pakistan, the US, 
Saudi Arabia China and some pro-US 
governments In the article utfd above, 
Jamal Rashid says that ‘the CIA is now 
direttlv supplying the rebels with some $ 480 
million worth of sophisticated armaments 
each year” The Stringer anti aircraft missiles 
have also reached the Afghan renegades 
through the Pakistan conduit Furtheimore, 
according io Rashid ‘ m 1984, the American 
thedia reported that over 100 Afghans had 
undergone intelligence training in the US to 
handle the clandestine arms pipeline" 

The interests ot the US in the northern 
bordets of Pakistan ate quite clear They 
want to prolong the Afghan war by supply 
tng arms to a handful of renegades and want 
to keep the Soviet forces bogged down in 
Afghanistan 1 he US knows that the renc 
gades cannot achieve a militarv victory, and 
thus the US wants to keep using tht pretext 
ot the war to gain points’ in the field of 
international diplomacy and morality They 
have armed the Pakistan army with the most 
sophisticated equipment which both paitics 
claim is to counter the Soviet threat' Most 
people realise the absurdity of this claim, as 
no amount ol fire power could maich that 
of the Soviets 

Howevei a most interesting announce 
ment at the trui ol the vear has brought into 
greater locus the tiypociiey ol both the 
United Stales and Pakistan Naubullah the 
new ruler of Afghanistan, olftred a unique 
New Tear present to ail conciintd in the 
Afghan crisis when he offered a vuv libcial 
social programme to the Algh in people and 
even offered to officially c ill Afgh tnistan 
a Muslim state Most importantly he offered 
a unilateral ceasefire (tom Iinu iry is ingi 
At the same unit, both Najib and Ootbathcv 
announced the withdnw il ol Soviet troops 

All progressive forces ail nvci the woild 
hailed thi initiative fiom lire Mgha t luler 
and hoped that the crisis’ would now near 
an end lh< Pakistm government w is clem 
bowled bv this announcement and did not 
know what hit it For one week alter the 
Afghan lnnouneemutt the Pakistan govern 
ment was unable to comment I he press 
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ridiculed the government and declared that 
the Pakistan government was waiting for the 
text of its [Pakistan’s] communique from 
Washington Once the commmque was 
received, indeed both the US and Pakistan 
said identical things They both waffled and 
were noticeably taken unawares by the bold 
Untiative. However, both the governments 
decided to continue the struggle despite 
the peace oftcnngs from Najibullah and 
Gorbachev The Pakistan government 
showed its incompetence to such an extent 
that it had to await the arrival of Armacost 
a senior state department official to get the 
clear ‘line’ from the US 

The most important stage is to come in 
the next few days In the middle of February, 
yet another round of talks between the 
Soviet Union and Pakistan is to take place 
in Geneva Logically, one feels that by now 
some compromise can be reached so that the 
crisis can be resolved and the three million 
Afghan refugees can go back home. However 
it is clearly not in the interests of the US to 
resolve the crisis It is most likely that no 
positive conclusion will be reached trom the 
talks this time and they will continue it a 
later stage this year, thus giving the l IS t.mc 
to consider alternative options On a more 
drastic level, the present round ot talks may 
be postponed and thus the US allowed tune 
to think up a new strategy 

A major problem in resolving the ensis 
is that if it were to be resolved Central Zia 
would not have a foot to stand on He is in 
power mainly because the US backs him, 
both economically and militarily The 
amount of aid that has poured m has bailed 
Zia out of potential economic crises If the 
Afghan issue is resolved, the US would need 
a new excuse to keep Zm in power Of course, 
they can keep backing him for he is a 
necessary agent in their grander designs, but 
to back him without the Afghan crisis may 
prove embarrassing to the US The military 
in F’akis* m has always had the total bless 
mgs of the US and especially when in 
power The Ayub Martial Law ol 1958 was 
orchestrated bv the Americans, almost to the 
last bar He received substantial aid from the 
US while he was in power and they sup 
ported him quite openly The US also used 
Peshawar to launch their U 2 rockets to spy 
over tht Soviet Union while Avub was 
President 

Thus, if the Afghan crisis is tcsolved 
(which at present, due to the stance of the 
Pakistanis and Americans, stems unlikely), 
the United States will have to create another 
crisis to keep Zia in power This it can 
administer both domestically and inter¬ 
nationally On the other hand, they can 
replace Zia altogether and bring in one of 
their (democratic) stooges in the guise of 
Jatoi or Bena/ir Bhutto If something like 
this docs happen, it will be a small, but 
positive step in the right direction I must 
add immediately that both the candidates, 
or any others that may exist will also be 


mere pawns m the hands of their US masters 
and one cannot expect them to make any 
radical changes m the social or political 
structure of the country During the whole 
‘democratic’ process, the military will play 
a major role of ‘wait and see and will be 
guarding US interests quite determinedly 
W hatever steps the US decides to take, it will 
do so quite carefully after a lot of planning 
and will implement its wishes gradually so 
as not to cause any shock waves in the coun¬ 
try If the Afghan crisis does show signs of 
being resolved, the US mav still bank on Zia 
tor sometime and ease him out slowly while 
they cultivate an alternative 

India has unntccssarily been trapped in 
all this and has got the bad end of the stick 
India has reacted quite sharplv and under 
standably to the increased military package 
being offered to Pakistan but at present is 
needlessly worried As 1 have argued in an 
earlier column ai present there is little 
chance of war between the two countries 
But of course there is the genuine concern 
that if thtse arms arc not enough for pro 
itetion against the Soviet Union what will 
the Pakistanis do with them 9 They will 
always be around in the case of a Pakistan 
India war and will be used whenever that 
tragedy takes place But it is most likely 
that the military hardware will be used in 
other countries by Pakistan’s military 
mercenaries and will also be used as part ot 
theCTNTCOM Strategy In the meanwhile 
India has also bought new weapons from the 
Soviet Union All this, very unfortunately 
means that if ever there is war between the 
two neighbouring countries the innocent 
people of the two countries as always will 
be the mam suffutrs However this time 
round given the sophisticated arsenal, many 
many more on both sides will die than in the 
previous wars, and all for no reason w hat 
soevtr All countries in the world seek and 
acquire modern and sophisticated weaponry 
and rcpltmsh their old stocks regularly 
Nevertheless the pattern shown by the 
Pakistani military despots lar exceeds the 
‘normal’ pattern and it is their pusonal and 
petty interests which had put at stake the 
lives of people in the two countries 

I nr 1st amic ‘ Bomb 

So tai, in all the discussion above the 
famous Islamic Bomb, Pakistan's nuclear 
bomb has not been mentioned even once 
Thus it is time to mention the creation of 
something which was a personal ambition 
of the late Zultiqar All Bhutto which came 
about after the Indian explosion in the 
1970s All the aid packages offered to 
Pakistan by the US have had one condition 
attached to them—thou shall not make the 
bomb And Pakistan will not test the device 
as long as the aid pours in All the evidence 
available seems to suggest that the bomb is 
really ‘ two screw driver turns away” and is 
all but ready But it is in the great interest 
of the military leadership not to show that 


they have a workable nuclear device The 
main opposition by the US to Pakistan’s 
making a nuclear bomb is precisely because 
it is the Islamic Bomb, i e, Pakistan will 
become the first mushm nation to have such 
a device Furthermore, when Libya and 
Pakistan were friends, the Libyans had plans 
to ‘buy’ the bomb and use it against Israel 
This is something the Americans will never 
permit, come what may The fact that Saudi 
Arabia has also given aid to Pakistan for the 
bomb ts disconcerting to the Americans 
They will use all possible means to stop 
Pakistan making the bomb, although 
Pakistan has m a sense already made it The 
most likely scenario is that Pakistan will not 
publicly test the device as long as aid comes 
in, but will only test it in case of war with 
India This they will do in an attempt to 
frighten the Indians and posiblv to end the 
war Nevertheless, it is a strv dangerous tool 
in the hands of puppets and dictators 

The main point about the US Pakistan 
military relationship is that it determines 
who rules Pakistan and thus the late of the 
people ol Pakistan Imperialism plavs 
dominant lolt in the pirl of the lives of 
Pakistanis Wc cannot even elect our own 
rulers unless Unde Sam approves ol them 
ike have to tolerate what we get forty years 
of bondage to the American masters has not 
been tolerated by ill alike M ins have laid 
down their lives in an attempt to free 
Pakistan from imperialism many more will 
do so in the lururt At present theic is a 
small but growing anti impenalist depio 
i ratic mostment in the countrs which will 
lake a lew yeats before it matures into a full 
fledged movement One day Pakistan too 
will be Irtc And it is not idealist ‘hope that 
makes me sav that but given the maturing 
material conditions and the dialectics of the 
struggle, it is inevitable that the people ol 
Pakistan will also be free 
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UNITED STATES 

A Vist to Federal Reserve Bank of New York 

Sudhir Sen 


THE New York Foreign Press Centre ot the 
US Information Agency organised a ‘Wall 
Street Fundamentals’ tour on March 4 for 
the benefit of a small group of foreign jour 
nalists The programme included a visit to 
the Federal Reserve Bank of New York and 
the head office of The Wall Street Journal 
At both places there were extensive briefings 
with plenty ot time for questions and 
answers Ibgether, they provided a first hand 
view of the workings of these two key fman 
cial institutions 

Thf Got D VAUU 

The first item on the FRB tour was a visit 
to the Gold Vault which apart from its 
special interest for economists and business 
men is also a major attraction for outsiders 

I ot because of the role still played by gold 
in the world eednomy, the vault has, in ns 
own right become a historic site 

The vault contains the largest known stock 
ot gold in the woiId—about 355 million troy 
ounces in late 1983 according to the latest 
availablt official figure, which should mote 
or less hold good also lor today It represents 
about a third of the otfiual monetary gold 
reserves of the non ec nmunist’ nations Its 
nominal value is about $ IS billion at $ 42 22 
ptr troy ounce the official US government 
prict which is used for at counting purposes, 
hut its market value today should be about 
10 times higher or, say $ 150 billion 

Incidentally the oltieia! US governmem 
gold puce has changed only four times in 
200 years The prict when first established 
in 1792 was $ 19 75 per troy ounce it was 
laised to S 20 67 m 1814 and to $f5 a hun 
drtd years later in 1934 it remained un 
changed for another 38 years but was then 
raised twice in 16 months --to S 38 in 1972 
and $ 42 22 in 1973, which is still in force 

The sauli itself has many unusual features 

II is located in the heart ot Iht Will Street 
district thout 80 fett below Nassau Street, 
one of (he busiest streets in the area About 
half the sire of a football field, it is not onlv 
impressive, but also awe inspiring and so it 
has become a popular tourist spot attrac 
ting some 16,000 visitots a year 

The gold deposits had a checkered history, 
reflecting the shifts in world trade and finan 
cial developments at times also political 
events The first deposits were accepted in 
1916 When the present mam vault was 
opened in September 1924, foreign owned 
gold held on deposit amounted to about $ 26 
million The holdings rose to $ 458 million 
by December 1931, then fell sharply during 
the depression years and, by January 1936, 
they dropped as low as $ 10 million Then, 
as the threat of an impending war loomed, 
a virtual flood of gold set in More than $ 1 


billion poured in for safekeeping at the 
New York FRB between early 1936 and 
September 1939 when Hitler invaded Roland, 
and about S 3 billion more were added bv 
the time the war was over in 1945 

Thereafter the inflow of gold slackened 
and m the next 12 years only about $ 2 
billion were added bringing the total to 
about 5 6 billion by 1957 The next 14 years, 
however, brought another heavy influx 
amounting to about i 6 billion tins time it 
was the result of wot Id economic recovery 
and the shift of the US balance of payments 
towards larger deficits The deposits reflected 
the settlement of US balance-ot payments 
deficits Since 1971 there has been a net 
withdrawal of gold 

Most of the gold in the vault is torugn 
owned the US share is very small the USAs 
gold stock totalling $ II 1 billion in late 
1983, is kept in other places—50 per cent ai 
Fort Knox kentuckv and West Point, New 
York, and most of the Dalance at the Denver 
and Philadelphia mints and the San Francisco 
Assay office 

Ftom 1934 until August 1971 when official 
US gold transactions were almost completely 
halted because the government ended the 
dollar-gold convertibility, the US Treasury 
used to buy or sell gold trom or to foreign 
central banks and governments and inter 
national monetary institutions like the IMF 
at the official puce of S 35 a troy ounce 
Most gold transfers whether between the US 
and a foreign nation oi between two torugn 
nations, involved merely moving gold tiorr 
one compartment to another within tin 
vault with ownership changes duly marked 
as it the metal were shipped abioad 

I here are 122 compartments each uten 
titled by a number and are assigned to 
foreign governments ctmral banks or 
institutions I here is no charge tor holding 
gold but a small charge is made tor handl 
ing when it enters the vauli is moved or 
shipped out 1 he sue of a compartment 
varies and can contain from 5,160 bars 
valued at about S 88 million to 107,000 bars 
valued at about $ 1 8 billion (both at the 
official price of S 42 22 a troy ounce) The 
largest compartment resembles a wall of 
gold i5 feet high and 18 feet thick' 

Each gold bar shows its origin and history 
Its shape more or less indicates whether it 
was cast in the US or abroad Ub bars are 
usually rectangular bricks, 7 inches long 
3 5/8 inches wide, and between 1 5/8 and 
1 3/4 inches thick 

The seal stamped on each bar identifies 
the smelter and tells where and when the bar 
was cast Fach bar also tarries a number 
identifying its melt- a single pouring may 
yield as many as 24 bars—and a number 


snowing its purity A oar must tic at least 
99 5 per cent pure gold and weigh between 
T50 to 410 troy ounces to qualify as ‘good 
deliver\ ,n most international transactions 
In the I KB vault most bars are so-called 
‘fine bars, that is, 99 5 per cent pure gold 
ot better The remaining 0 5 pier cent or less 
consists of copper, silver and other im- 
puntits that are difficult and expensive to 
remove Colour indicates purity—butter 
vellow bars are nearly 100 per cent pure and 
aic usually made of newly mined gold 
Reddish bars contain copper and other 
impurities and generally result from the 
smelting of gold coins and jewellery contain 
mg other alloys A number of these ‘com 
bars', dating back lo the early 1900s, have 
birn accepted tor storage in the vault since 
1968 

1 lie treasures stored in tht vault are mind 
boggling tboul $ 1< billion ot gold (today's 
market v ilut iv about ten limes higher) plus 
billions of dollars in securities, paper cur¬ 
rency and coin Tht bullion weighs about 
12 000 tons 

Needless to say the seturity in the vault 
is extremely tight Its vtrv design is con 
sidered to be a master puce ot security It 
consists ot actualls one floor of a thiec-slory 
bunker ot vaults arranged like strong boxes 
st ickcd on lop of one another the massive 
walls made ot reinforced structural concrete 
arevutuallv iippicgnihL there ncnodoors 
to *hc gold vauh cmrs is made through a 
narrow passagew iv cut in a delicately 
b ii meed 9 tool i ill 90 ton siccl cylinder 
'hat rotates in a 140 ton steel trame, with 
Udbo.xte mtth itusni lor opening and clos 
mg it which ot course run mis a well 
protected stciet 

I lure is a small 'vault control group’ 
which ext ruses const via vigilance It seeks 
to forest ill problems and enforces proper 
security procedure In addition to all this 
'he Bank mnntains <w of ihe largest 
pnviti uniformed piotcclion foists which 
is meticulously screened ml frequently 
checked 

\s ihc climutu point ot the 4' minute 
loui ot ihc vault with briefings questions 
md answ>rs we wue handed over i gold 
brick for a closer look arid to lul its weight 
We had to use both hands lor the brick, 
though small m si/c weighed ovei 27 avoir 
dupois pounds 

Roi t <)i fioi » 

As I stood in that goigeous yet eerie den, 
sunounded by huge quantities of gold 
bullion safely locked in sted compartments, 
with a gold brick in my hands that weighed 
inc down mcmoncs came rushing back to 
my mind from a remo't past Ever since I 
did my doctorate on international gold 
movements and monetary questions at the 
suggestion of Joseph Schumpeter at the 
University of Bonn in the early 1910s, this 
subject has remained one ot my favourite 
fields ol study And what contradictory 
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emotions the yellow metal has aroused— 
and continues to do so even now—among 
the most thoughtful people about the role 
' should play in national and international 
economic life' 

There was keyncs who with an ingrained 
penchant to startle others with contrarian 
thinking derisively labelled gold as a relic 
of barbarism liven this sounded only mildly 
derogatory when compared with the predic 
tion of Lenin that socialism would eventually 
reduce the value of gold to a point where 
it would be used “to coat the walls and floors 
of public lavatories’ 

Contrast this with the attitude of the 
French in general, which comes close to 
veneration ot gold This is best reflected in 
the remarks of Charles dc Gaulle “There 
can be no other criterion no other standard 
than gold les gold which never changes 
which can be shaped into ingots, bars, coins 
which has no nationality and which is 
eternally and universally accepted as the 
unalterable fiduciary value par esctlltncc ’ 

William McChesncy Martin who was 
chairman of tht Tcderal Reserve Board foi 
19 years, took a midwav position Gold is 
a beautiful and noble metal’ he said What 
is barbarous, when it occurs is man v 
enslavement to gold for monetan purposes' 

The last stntence no doubt represents 
what keyncs had primarily in mind, though 
he did not qualify his sweeping remark The 
case lor a managed paper currency, untitd 
to gold, is almost foolproof —on papa A 
few bald facts about the supply and demand 
position of gold should be enough to clinch 
the point 

—Tht total amount of gold so tar mined 
from the beginning of history amounts to 
only about I 10 000 tons This is a surpris 
ingly small quantity how small can bt 
gauged from the (act that its mass equals in 
weight the amount of metal that a modern 
steel industry sav of Amenta could pour 
in about six hours Eighty lour per ttni ol 
all this gold—worth about S 105 billion at 
the official price of $ 42 22 per troy ounce— 
has been mined during the present ccnturv 
and most of it since World War II 

—About $ 40 billion ot gold was held in 
late 1983 bv the ‘non communist nations 
of the world as part of their international 
monetary reservts the US accounted tor 
about a quarter of this total The position 
has not changed much since then 

—Newly produced gold reaching world 
markets has been between 1 100 and I 500 
tons a year since 1973 Non monetary 
demand tor gold—for use in industries and 
by artists, jewellers, and private hoarders — 
has exceeded this amount with the result that 
some gold had to be diverted from monetary 
reserves to meet this demand 

When gold standard was first introduced, 
scarcity of the metal was considered to be 
its greatest advantage Today that very 
scarcity has become its biggest drawback 
Despite ups and,dow ns of recent years world 


trade has been doubhrg every ten yean since 
the last world war, while the supply of gold 
available for monetary use has tilted down¬ 
wards Obviously, it would make no sense 
to make the growth of world economy a 
hostage to a commodity that is in palpably 
short supply 

One could, of course, still argue that this 
dilemma could be resolved by periodically 
upgrading the value of gold Ly concerted 
action 1 here is certainly some force in this 
thesis But u presupposes a degree of col 
Uctive international action, especially bv 
major industrial nations, which has been 
wotlully lacking For example, the Bretton 
Woods system might have been given a much 
longer lease of life had the US been willing 
to raise the dollar price of gold in the 1960s 
Irom 5 35 to say $ 70 an ounce, as Presi 
dent de Gaulle had repeatedly urged But the 
US adamantlv refused to do so and then 
on August 15, 1971, n unceremoniously 
dumped the whole system, severed the 
dollar s link to gold, and sent it afloat The 
dollar rapidly dcpicciated and the price ot 
gold soartd until, in late 1970 it hit ihc dizzy 
height of $ 850 per ounce 

Meanwhile, managed currency so con- 
lidently advocated hy Keyncs has posed 
some elementary problems which havt so far 
proved intractable Defining money collec 
lit g reasouablv firm statistics on its ebb and 
flow calculating its velocity of circulation— 
all ihis has proved far more difficult in 
practice than ktynes had assumed Besides 
even good managers need an objective 
standard - rate ol GNP growth, commodity 
price level behaviour of the consumer price 
index or something similar—which could be 
used to regulate the supply ot money It is 
hard lo get agreement about stich a yardstick 
even on a national level in international 
consensus on this point is evtn hardei, if not 
impossible, to achieve 

1 mallv, the dedicated public spirited and 
omniscient monetary managers needed to 
operate such a system do not simply exist 
In fact the management of a paper currency 
system can be only too easily politicised A 
floating currency and demand oriented 
macro economic theory, the two main pillars 
of keynesian economics, have been routinely, 
often unabashedly, used by western demo¬ 
cracies in the last three decades as handy 
tools to manipulate an economy to enhance 
the prospects ot an incumbent government 
to win an impending election 

Meanwhile as (hi sinking dollar and the 
soaring energy price triggered a new infla 
tion, pushing it to double digit level within 
a few years, public indifference to gold 
rapidlv changed, and the demand for it rose 
sharply In August 1974, the US Congress 
lifted the ban it had imposed in 1933 on 
private buying, selling and holding of gold 
With this America joined some 40 other 
nations, including Japan, West Germany 
and f ranee, which permit unrestricted 
ownership of gold, while about 74 nations 


still maintain prohibitions in one form or 
another, often in the face of a flourishing 
black market in the yellow metal 

lb cope with the growing public demand 
for gold—whether for investment, as a hedge 
against inflation, for speculation or for 
outright hoarding—Canada, the US and 
Japan, apart of course from South Africa, 
have in recent years minted massive quan¬ 
tities of gold coins for public sale Despite 
the high premium charged for such coins, 
demand for them seems insatiable It no 
doubt reflects the public belief that inflation, 
though dormant now, will surge again before 
long 

Even central bdhkers of the leading 
industrial nations constantly watch the 
behaviour of the gold price in managing 
national money This is particularly true of 
Fed chairman Paul Volcker who zealously 
guards his reputation as a ‘dragon slayer' 
who killed inflation Some time ago The 
Wall Street Journal slyly hinted in an 
editorial that the de facto guideline he 
secretly follows in regulating the money 
supplv is to keep the price ol gold below 
J 450 an ounce 

Conclusion Gold has been dethroned 
long live gold 
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REVIEWS 


From Competitive to Corporate Capitalism 

Pad mini Swaminathan 

The Decline of the British Economy by B Elbaum and W Lazomck, 
Clarendon Press, Oxford, 1986, pp 310 + vn, £ 25 00 


THIS volume bringing together eleven 
cssavs detailing historical research on British 
industries and institutions, attributes the 
long term decline of the British economy to 
rigidities m institutions established during 
a British dominated 19th century era of 
competitive capitalism Reinforcing the 
rigidities ol Britain’s productive system was 
a societal taiiure to transform managerial 
and technical education, industrial finance 
and state policy 

Giving an ‘institutional Perspective on 
British Decline’, Elbaum and Lazomck 
maintain that Britain was impeded from 
making a successful transition to mass pro 
duction and corporate organisation m the 
20th century by an inflexible 19th century 
legacy of atomistic economic organisation 
Lacking corporate management skills and 
opportunities, British industrialists clung to 
family control of their firms Even where 
horizontal amalgamations did take place; the 
directors of the participating firms insisted 
on retaining opeiational autonomy With 
respect to industrial policy, successive British 
governments have veered back and forth bet 
ween support for greater public planning 
and a traditional standpoint ot laissez fan*. 
The industrial polio measures that have 
been implemented reflect the contradictory 
tensions within British government philo 
sophy Bi iiish industrial policies have shifted 
between a number of conflicting objectives 
many of them short-term in character These 
include maintaining high levels of employ 
nient reducing regional disparities, foster 
mg exports improving productivity and 
minimising public expenditures 1 he greatest 
pecuniary beneficiaries of government 
industrial policy have been the long ailing 
nationalised industries and unprofitable 
private sectors firms (p 15) Policy oriented 
economic analysis in Britain has been pre 
occupied chiefly with problems of macro 
economic management In accordance with 
the neoclassical paradigm, there is 
widespread adherence to the presumption 
that, if only the government pursued the 
right fiscal and monetary polices, the opera 
tion of the tree market would suffice to 
ensure economic prosperity 

Negative Institutional Legacy 

In a detailed study, Lazomck traces the 
decline of the cotton industry The cotton 
industry in Britain was at the core of the 
world’s first industrial revolution in early 
I9th ctntury, employing over 3 per cent of 
the British labour force in 1900 and con¬ 
tributing over 26 per cent of all the nation’s 
exports It was the ability of the British cot¬ 
ton industry to export to mass markets in 


the less developed areas of the world, par¬ 
ticularly India, China, TUrkey, Egypt, the 
Dutch East indies, Brazil and Argentina that 
account for the large size of the industry in 
the last half of the 19th century, as well as 
for its burst of expansion in the decade 
befoie the war During the inter-war years 
the British cotton industry lost its lower 
quality markets to the Japanese and Indian 
industries During the post-world war 11 
period it lost its higher quality markets to 
the cotton industries of western Europe and 
the United States 

The introduction of high throughput 
technologies—the ring frame (and parti 
cularly high draft spinning) and the 
automatic loom as well as single process 
openers and high speed winding and warp 
mg machines —required both the elimination 
of excess capacity and the creation of 
vertically integrated organised structures 
that would permit co-ordination of new 
mass production operations However 
Iancashire’s cotton businessmen possessed 
neither the incentive nor the ability to under 
take the internal reorganisation of the 
industty In addition, any plans to re-equip 
had to take into account the considerable 
power of the trade unions to control the rela 
non between work conditions and pav— 
power derived in large part from the frag 
mentation of employers in a highly tom 
petitive industry from 1964, the structure 
ot British cotton industry underwent a 
dramatic transformation instigated bv a ver 
ticallv related but hitherto external force - 
namely the producers of so called man 
made fibres Beginning in the mid thirties 
cellulose fibres and in particular rayon had 
been processed into yarn and t loth using cot 
ton spinning and/or weaving equipment 
Given the poor performance ot the British 
cotton industry since the 1920s, tationahsa 
tion of the industrial structure was a 
necessary condition for successful manufac 
tunng But it has by no means proved a suf 
ficient condition Since 1974, the new giants 
in the textile industry have had to cope with 
a sagging national economy as well as an 
unstable international environment High 
exchange rates and recessionary policies 
under Thatcher exacerbated these marketing 
problems "The historical evolution of the 
British cotton industry demonstrates, 
therefore, that the modern capitalist cor¬ 
poration does not automatically or even 
logically evolve out of competitive market 
conditions In the British cotton industry, 
corporate organisation failed to emerge on 
any significant scale until the 1960s precisely 
because competitive market forces had been 
so deeply entrenched In the labour market. 

Economic and Political Weekly 

Vol XXIL No M April 4, 1987 


moreover, where the operation of demand 
and supply was largely superseded, it was 
workers rather than managers who held the 
balance of power The result of this institu¬ 
tional legacy was a prolonged technological 
backwardness and industrial decline" (p 45) 

Lagged Adoption or Mass 
Production Methods 

In his study of ‘The Steel Industry before 
World War I’ Elbaum argues that the British 
steel industry declined in competitiveness 
because its firms lagged behind foreign 
rivals m adoption of new mass production 
methods British iron and steel firms were 
more constrained than their foreign rivals 
from making large-scale investments by vir¬ 
tue of Britain’s fragmented and rigid 
industrial structure, and a relatively slow 
aggregate rate of market demand expansion, 
amidst domestic market maturity and 
foreign tariff barriers As a consequence, the 
British iron and steel industry experienced 
adverse international competitive dynamics 
Reinforcing these competitive dynamics were 
a number of additional related factors, 
among which the most significant were the 
wage structure established in Britain under 
collective bargaining and differential costs 
of iron ore acquisition (p 53) 

The wage structure established under 
collective bargaining adversely affected 
technological development in the British 
steel industry by ralating wage earnings to 
plant productivity This deterred both enter¬ 
prise investment in new, more productive 
plants in which higher wages had to be paid, 
and enterprise scrapping ot old plants that 
survived by paying low wages Most strik¬ 
ingly the prevailing industry wage structure 
helps account for the persistence in Britain 
despite competitive pressures of a long tail 
of small scale unmechanised open-hearth 
facilities 

Although in principle firms could have 
obtained mutual benefits from consolida¬ 
tion m practice, individual firms found 
themselves buffeted between the rival 
interests of family owners, management, 
unions, private shareholders and banks who 
were out to protect their respective stakes in 
the firm's family identity, managerial posi¬ 
tion, jobs and financial liabilities Efforts to 
reorganise were hampered by a fragmenta¬ 
tion of interests that was difficult to over¬ 
come either through the market or through 
available institutional mechanisms for 
planned adjustment (p 77) 

In his study ol ‘Steel and Rationalisation 
Policies 1918 1950* Steven Tolliday argues 
that m each of three of the most important 
sectors of the industry (heavy steel making 
on the north-east coast and m Scotland, and 
tinplate industry in South Wales) the firms’ 
patterns of ownership, control and decision¬ 
making structuies played a determinant role 
in the varying outcomes Power relations 
within the firms interacted with the technical 
and market environment to close certain 
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Options or promote others with a variety of 
consequences for the rationalisation of the 
industry (p 85) 'The question at issue in this 
’ essay has not been the economic assessment 
ot industry performance which should take 
all ol these issues into consideration but 
what the history ot the industry shows us 
about how economic choices were actually 
made The pins ol market forces and 
economic calculation presented a variety of 
options and possibilities The actual out 
comes were the results ot power relations 
within and between institutions and the 
historical structures of competition in the 
industry I he strategy of rationalisation 
enjoyed a wide consensus within industry, 
banking and government and whatever its 
limitations it provided viable solutions to 
certain of the perceived problems of the 
industry Yet the existing institutions were 
unable to carry the strategy through Only 
major changes at the level of state industrial 
policy or banking organisation could have 
provided the basis for large scale strategic 
reorganisation and this did not prove to be 
a real political possibility" (pp 105 6) 

L ahour Unions as a Fa< iok 

Lorenz and Wilkinson in their analysis of 
the ‘Ship Building Industry (1880 1965) 
divide the period into two the period ot 
comparative success, that is, 1880-1914 and 
the period of comparative failure, 1920-65 
British comparative success was explained 
partly by the greater size ot the British 
market which allowed greater inter vard 
specialisation Another factor was the skill 
and organisation of the labour force The 
access of Bntish producers to a labour force 
that was, to an important extent, self-trained 
and self supported gave it a competitive edge 
over countries lacking such a trained labour 
force. 

The decline ol British shipbuilding took 
place in a period of technical change and 
sharply changing demand conditions In 
short order, the composition of (he world 
i fleet was transformed towards larger and 
i more standardised vessels, and welding and 
prefabrtcation techniques were substituted 
I for traditional shipbuilding technology 
< The failure of the British response in ship 
i building can be understood only by con- 
> sidering the particular rechmcal and market 
t conditions in which firms operated and the 
ways these conditions interacted with the 
t system of industrial relations Technically, 
t the slow rate of growth of demand and us 
c distribution among many yards meant that 
t Individual firms would not achieve the 
1 minimum efficient scale of production 
s without eliminating compeiitors, however, 
r the risk of mutual damage implied in such 
|a market solution precluded concentration 
s 7 by this route This fundamental weakness 
>’ was exacerbated by worsening industrial rela- 
s tions A high degree of trade specialisation 
£ reinforced by craft unionism meant a 
narrow basts for employment opportunities 


Industrial decline further reinforced the job 
protectiveness underlying demarcation rules 
and skilled worker lesistance to dilution 
Thus worker organisation interacted with 
industrial organisation to generate com¬ 
petitive failure (p 128) 

Lewchuk in his study of the ‘Motor 
Vehicle Industry' points out that the decline 
of the British motor vehicle industry came 
suddenly and swiftly during the first half of 
the 1970s, also by the 70s the level of labour 
productivity in the industry was well below 
that m the US and on the continent He 
argues that between 1905 and 1920, British 
producers adopted a strategy markedly dif 
ferent from the Fordtst one The Fordist 
strategy ensured high levels of productivity 
by combining rigid managerial control, flow 
production technology and relatively high 
wages paid on fixed day rates In contrast 
the British strategy can be characterised as 
one with weak managerial control over 
labour, low wages, low capital labour ratios 
low levels of machine integration along flow 
principles and piecework payment systems 
This strategy allowed a relatively unproduc 
live technologv to generate relatively high 
levtls ot profits on invested capital These 
institutional differences became critical in 
the late 1950s when it was growing obvious 
that the British managerial strategy was no 
longer consistent with the more capital 
mtcns've technology being used Manage 
ment required more direct control over the 
production process along Fordist lines The 
collapse of the industry in the 1970s is 


evidence of the difficulty of making such a 
transition (pp 136-37) 

There is evidence to suggest that the dif¬ 
ficulties associated with the British move 
towards Fordism and direct control after 
1950 had as much to do with the lack of pro¬ 
fessionalism within management as it did 
with the resistance by the unions In the 
period after world war I management, 
responding in part to shopfloor demands for 
control, decided to limit capital investments 
and grant to labour some degree of control 
over the pace of work through the piece¬ 
work system This strategy was successful in 
the short run, but eventually the under¬ 
development of the ffianagenal function, the 
rise of strong labour institutions and the 
post-1945 change in technology produced a 
situa'ion in which British firms were unable 
to compete (p 153) 

Rfsfarch and Industry Wcak I inks 

Writing about 'Technical Education and 
Industry in the 19th Century, Julia Wriglev 
states that British capitalism evolved in com 
parativelv und'rectcd fashion without the 
state (or other institutions) playing a strong 
co ordmattng role 1 his meant that trad) 
uonal values about classical subtects being 
suited tor working class students were not 
challenged by any powerful industnalismg 
ideology backed up by state action locus 
ing on a particular case of British industrial 
failure, Wrigley discusses Britain’s inability 
to keep pace with Germany m the science 
dependent dyestuffs industry The German 
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dye Industry gamed ‘invaluable’ indirect help 
m the form of subsidies to the textile 
industry, enlightened generous support of 
vocational and higher scientific education 
and deliberately ineffective patent laws 
initially, followed later by the Imperial 
Patent Act of 1876 when industry wanted 
protection for its expensive research invest 
ments in new processes (p 172) Britain’s 
more laissez-faire system did not give rise to 
Germany’s form ol political polarisation, 
but her industrial and educational evolution 
hindered her ability to compete in the 
science-based industries of the 20th century 
(P 184) 

Oavid Mowery in his study of 'Industrial 
Research, 1900 19W states that three factors 
explain the low level and inefficient organisa¬ 
tion of British industrial research The first 
is the structure of the British manufauur 
ing film In the United States the develop 
ment ot industrial research was closely 
associated with the reorganisation of the US 
corporation which allowed for a more elfec 
tive exploitation ol the complementarities 
between research activity and production 
activity These complementarities are 
exploited most effectively in a non market 
(that is intra firm) setting Secondly the 
informal linkages between higher and 
tcchnu al education and industry which 
pmved to be of great impo-tance in the 
industrial research system within the US and 
Germany during this period, failed to 
develop within Britain Thirdly, British 
laisse/ faire policy influenced the growth of 
industrial research particularly in older 
industries, by permitting anti competitive 
price and market shaimg agreements among 
Bntish firms During the inter war period 
government involvement in rationalisation 
and protectionist policies cemented these 
agreements undercutting the incentives 
for the pursuit of competitive advantage 
through innovative activity Despnc frequent 
and peiceptivc critical analysis of the 
technical performance ot British industry 
major policy shifts aimed at improving such 
performance were lacking (p 209) 

In then study of the tity md Industry 
Decline’ Best and Humphries argument is 
not that the financial sector failed British 
industry at the margin because of risk aver 
sion, lack of information, uncertainty or 
inherent bias but that the contribution that 
finance could have made— indeed did make 
in other countries and even in certain sec 
tois of the British economy—to the restruc 
turing of British industry was not forthcom 
ing Attempts to locate responsibility for 
Britain’s economic decline either with 
the financial intermedianes to industrial 
development can go, and often has gone, 
beyond the provision of liquidity to firms, 
to the participation in, and even initiation 
of, the reorganisation of those firms In 
terms of the analysis developed in this 
volume it was in its inability to become a 
dynamic force in the reorganisation of basic 


industry that, in comparative and relative 
terms, the British financial svstem ’failed’ 
(P 237) 

Carol fc Heim’s study of Intel war 
Responses to Regional Decline examines the 
legacy of regional industrial specialisation 
According to Heim, the consequences of 
regional specialisation meant that institu 
tions more conducive to the growth of new 
industries within Britain generally might not 
greatly benefit the depressed regions or result 
in re-employment of displaced workers The 
stronger hand of government in regional 
policv since world war II has raised the ques 
lion of possible conflicts between regional 
policy and industrial policy Measures ad 
dressing the regional problem arc noi 
necessarily the best means of developing 
internationally competitive industnes Given 
the emergence ol this conflict in the post 
world war II period, it is not entirely clear 
what directions stronger intervention should 
have taken in the inter war period, bevond 
simply the maintenance of aggregate de 
mand (p 260) Even when limited diversifica 
tion in the depressed regions did occur after 
world war II under much more favoutablc 
regional policv and aggregate demand con 
ditions this restructuring was based heavily 
upon the incorporation of new elements 
rathtr than the trinsformation of integrated 
regional economics and the re employment 
of workers from the older industries in new 
industries (p 261) 

In his study ol the ‘State and Economic 
Decline’, Hall opines that our attention must 
be focused more directly on policies that 
transform the nature of industrial activity 
On balance, British policy seems to have 
reinforced the ability of existing firms to 
resist market pressure for reorganisation Bv 
providing subsidies, authorisation for price 
fixing production quotas or import protec 
tion to these sectors without at the same 
time bringing sutficient pressure in favour 
of rationalisation to bear on the individual 
firms in an industry, British policy tended 
to enhance rather than reduce the structural 
rigidities of mans markets That is reflected 
in the middling results that have (ollnwed 
from these schemes (p 277) 

Those who explain state action as a 
response to the dictates of capital or the 
functional imperatives of capitalism cannot 
explain the inadequacies of British policy 
from the point of view of capital or the great 
variation in policies across capitalist nations 
(p 289) The object of the Thatcher govern 
ment has been to reinforce the operation of 
market mechanisms in the hope that they 
will rejuvenate the economy with a minimum 
of state intervention Its goal has been to 
begin a new period of laissez-faire. Paradox 
ically, however, that task has required a great 
deal of state intervention in order to alter 
many longstanding practices and institutions 
in the economy The Thatcher regime has 
been characterised h)t what Andrew Gamble 
termed “the strong state m the weak 


economy i he government has attacked the 
power of the trade unions bv limiting their 
right to sti ike, enforcing lay offs in the 
nationalised industries, and limiting wage 
settlements in the public sector (p 291) The 
kind of efficiencies secured under Thatcher 
derive under losses of labour rather than 
from a more fundamental reorganisation of 
the productive apparatus As such they may 
impose tremendous human hardship yet pro¬ 
vide few long-term benefits (p 292) 

THF I l SbONi 

What comes out trom this collection of 
essays can be staled av follows 

(a) 20th century capitalism most notably in 
Japan Germany and the US unlike in 
Brit tin was inai ked by the emergence 
ot corporate capitalism characerised 
by industrial oligopoly hierarchical 
managerial bureaucracy, vertical Integra 
tion ot pioduction and distribution, 
managerial control over job content and 
production standards the integration of 
financial and industrial capital and 
systematic R and D 

(b) Die lustoiical declint of British industry 
c in bt traced to 

(i) vested interests in old structures that 
proved to be formidable obstacles to 
the transition trom competitive to 
eorponte modes of organisation, 
(n) Uick ol coipoiatc mmagement skills 
and opportunities which made 
Bimsh industrialists cling; to family 
control ol then firms 
<e) Well over 70 pu cent of stite spending 
on R and D h is gone to the defence, 
aerospace and nuclear seclois By eon- 
tiasi Germany I rance and Japan spent 
equivalent seems on a broader spectrum 
ol promising ii dustries including 
chemicals electrical goods transporta¬ 
tion and machine tools 
(d) The experience ot other nations such as 
France and lapan suggests that in order 
to tackle underlying pioductivity pro¬ 
blems Brit un would have needed an in 
dusinal policy based les on voluntarism 
and more on rationalisation enforced 
directly Pv the state 

in its conclusion the book points out that 
the Thatcher government has done little to 
correvt the defect* in management supply 
ot investment organisation of production 
and distribution that arc more signi'iemit 
obstacles to the cltective performance ol 
British capitalism Moreover, the track 
unions arc not going to disappear and ihc 
lhatchei policies provide no basis for con 
structive dealings with them over the long 
term liutlur and more important, the 
analysis in this volume suggtvts that at 
tempts io secure industrial adjustment 
exclusively through market mechanisms arc 
likely to lad Even with unions at their 
weakest British indusmes do not move 
naturally towards international com 
petitivencss 1 he monetarist vision depends 
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on a neoclassical image of self equilibrating 
markets that simply does not conform to 
reality 

‘Rationalisation of production’, ‘re 
organisation of productive apparatus’, ‘cor¬ 
porate capualism/modcs of production— 
these are terms recurring throughout the 
book And yet what would constitute an 
(adequate) rationalisation/reorgamsation 
policy has not even been attempted either at 
a general level or in cither of the specific 
industries dealt with in the book The com¬ 
parison of British productive structures with 
those of the US Germany and Japan and 
attributing Britain's declining economic 
situation to lack ot ‘corporate capitalism 
gives to ‘corporate capitalism’ a sanctity that 
may or may not have been intended At the 
same time the ability of workers to "organise 
unions, bu Id up union treasuries and stage 
successful strikes” is being referred to almost 
as a habilttv thwarting attempts to restruc 
ture British industries to meet the inter 
national challenge 

While almost all the authors decry the 
ngidity/mflexibility introduced by atomistic 
competition and the power ot organised 
interests (organised labour in particular), 
holding these responsible for undermining 
the efficiency of the economy and frustrating 
standard techniques of macro economic 
management, the discussion of production 
structures has almost everywhere tended not 
tfi be related to the organisation of labour 
The plea lor ‘rationalisation of production’ 
is independent of the plea for ‘the transfor 
mation of the structures of industrial 
relations’ 

Thatcher’s new laisscz faire policy finds 
an echo in our policies (alternately refcrrtd 

‘Helping' Third 


THE book explores the now familiar theme 
of the resilience and inventiveness of cultural 
traditions under siege in the ‘modem’ world 
More particularly it is the organisation of 
cultural performances in the sangit (music, 
dance and drama) traditions of Rajasthan 
which are examined m order to unearth the 
specific mechanisms of continuity and 
change in a civilisation such as India The 
author focuses primarily on the system of 
sangit patronage operating m the capital city 
of Jaipur today and 10 the past to demon¬ 
strate the inherent complexity of cultural 
process over tunc For analytic purposes, she 
argues, at least three distinct lines of tradi 
non can be isolattd at play, in contemporary 
Rajasthan society These are the nostalgic 
romantic which harks back to the glory of 
the&Rajput past, the historical progressive 
which emphasises instrumentality and 
modernisation both m the cultural and the 


to as ‘privatisation’, ‘marketisatlon’, ‘de¬ 
control’) albeit with a difference. The 
economists studying the British economy 
have systematically pointed out that exces¬ 
sive reliance on the market in order to co¬ 
ordinate economic activity has constrained 
the transformation of Britain’s productive 
system and have hence called for, among 
other things, sufficient pressure m favour of 
‘rationalisation’ to bear on individual firms 
in an industry Nearer home, lack of com¬ 
petition, especially foreign competition, and 
the industrial policy framework in general 
have been blamed for the stagnation in 
industrial growth in India It has been 
repeatedly suggested that for Indian in¬ 
dustrial development to thrive it is essential 
that 'controls’ be removed, access to latest 
technology be made easily available and 
competition be encouraged 
keepring the above analysis of the decline 
of the British economy in perspective it 
would be good to ask the lollowing ques 
lions in the context of our own economy 

(1) Why was the British economy—which 
was at its zenith in the 19th century m 
an era of competitive capitalism and the 
singular features of whose economy were 
its laissez faire policies—not able to hold 
its own in the 20th century’’ 

(2) More important, can a reinforcement ol 
market mechanism in effect lead to re 
juvenation of the economy when even 
glaring lundamental weaknesses such as 
the poor stare of industrial research, (he 
lack of co-oidination between technical 
education and industry, among others, 
have yet to be recognised as those con 
straints that no amount of liberalisation 
policies can rectify 9 

World Cultures 


politico-economic spheres, and the subtle, 
which represents the skilful and refined 
“interweaving, combining and conjoining’’ 
of the previous two in present times Quite 
clearly the emergence of these traditions 
cannot be viewed as dependent on the 
political fact of Indian independence, but 
must be recognised as a distinctive feature 
of late colonial society as well Thus while 
dominant organisations for perpetuating 
sangit traditions have undergone change the 
problems and issues confronting them today 
remain essentially the same as those in the 
past when Jaipur was the princely state’s 
capital centre Erdtnan pursues this argu¬ 
ment through a historical reconstruction of 
the gunijankhana or department of virtuosos 
which operated prior to the merger of Jaipur 
into Rajasthan in 1949 The prevalence today 
ot cultural organisations which sponsor 
public All India Radio performers as also 


local talent, both from within and outside 
Rajasthan marks the transition to a more 
bureaucratic and impersonal form of 
patronage which had been initiated under 
the Bntish even in princely times The 
creativity of artists in combimng the old with 
the new, the symbolic with the instrumental 
forms of patronage is nonetheless evident 
m the very organisation of cultural perfor¬ 
mances today 

Erdtnan focuses on two sangit traditions 
the time-honoured festival of Gangaur m 
which the local women pray to the goddess 
Durga for a happy married hfe, and the con¬ 
temporary slide-show Dhartt Dhoran Ri 
which celebrates Rajasthan, its people and 
places, to drive home her point In the 
former, she argues, the ruling family of 
Jaipur continues to extend its patronage but 
in an attenuated form with many extrinsic 
‘western’ elements entering the festivities In 
the case of the latter, the public entertain 
ment remains free of any princely or govern 
mental patronage but manages in a very 
skilful manner to combine modern mulii 
media techniques with folk sentiments and 
legends to produce an exceedingly successful 
cultural programme The changing social 
environment has not meant the death of 
earlier relationships binding ihe artist with 
his sponsor or his art with us audience Nor 
has individual genius and talent tailed to 
emerge under new and innovative conditions 
ol artistic patronage and performance 

The wealth of detail in Erdman’s book 
based on both historical and ethnographic 
sources is indeed to be recommended but the 
theoretical framework borrowed largely 
from the Chicago School of Cultural 
Anthropology is too shopworh lo arouse 
much interest Her depiction of the subtle 
tradition as a ‘synthetic’ and ‘syncretic’ tradi 
tion (p 16) points to a rather mechanical 
understanding of Indian civilisation whose 
conceptual elements (unimaginatively 
classified as nostalgic-romantic and histo 
rical progressive) remain at the level of 
description with no real explanatory value 
Erdman had begun her book with a stated 
concern for the rapid transformations 
undergone by the third world cultures who 
must consequently be ’helped’ to learn more 
about themselves in order to preserve their 
traditions (p vu) As things stand however 
and despite these impeccable sentiments, the 
book fails to live upto us own expectations 
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SPECIAL ARTICLES 


Planning for Metropolitan Development 

Calcutta’s Basic Development Plan, 1966-86: A Post-Mortem 


Amaresn Bagchi 

With a 20-year perspective, the Basic Development Plan (BDP) for Calcutta suggested a strategy of developing 
not only Calcutta but also the wider region covering West Bengal and the neighbouring states, especially "a few 
economically conspicuous centres”, stressing strongly that Calcutta being the primate city in eastern India, its 
problems could not be solved unless its hinterland was also developed What distinguished the BDP from a 'Master 
Plan’ was its approach to planning for urban development as a positive, integrated package designed to strengthen 
not only the civic infrastructure but also the economic base of the city rather than viewing the task as a 'single 
shot exercise’ confined to working out the contours of future land use with only a regulatory role for the local 
government 

With the ending of the 20-year period which formed the perspective of the BDP, it is time to ask whether the 
elaborate and painstaking exercise of the BDP has made any real differenc e to the quality oj civic life in the Calcutta 
Metropolitan District Have the amis of the BDP been realised f If not, what went wrong 9 The answers to these 
questions would provide important lessons for metropolitan and urban planning jot the future, and not for Calcutta 
alone 


IT may appear a little odd if not ireredi 
ble, to present-day planners that problems 
of urban development received no attention 
at all in the Indian five year plans until the 
formulation of the Third Plan Recognition 
of urbanisation as an important aspect of 
the process of economic and social develop 
ment found place for the first time m the 
Third Five-Year Plan 1961 66 Pven in the 
Third Plan the concern tor urban develop 
ment and the need lor thinking on the 
strategy to meet problems associated with 
urbanisation did not go beyond a tew general 
statements and exhortation for drawing up 
Master Plans for the major cities 1 he task 
of overseeing urban growth and taekhng the 
problems arising from urbanisation te 
mamed almost exclusively a responsibility 
of local governments 

Early attempts to involve state agencies in 
influencing the pattern of urban develop 
ment saw the creation ol the Delhi Develop 
ment Authoiity (DDA) in I95S and the for 
mutation of the lirst master plan lor Delhi 
by DDA in 1962 1 he master plan however 
was no more than a blueprint for land use 
along with some prescriptions for zoning 
and sub-division regulation* to control land 
use The credit for approaching tor the first 
time in India the task of metropolitan plan 
nmg on a comprehensive basis in a given 
time frame, taking into account the signi 
ficance of the metropolis for the region in 
which it is located, the demands on civic 
services which its growth is likely to throw 
up and the existing state of its delivery 
system for services like water supply, 
sewerage, transport and shelter must go to 
the authors of the Basic Development Plan 
(BDP) for Calcutta (1966-86) 

Not many would perhaps be aware that 
the initial impulse for planning ellort which 
led to the formulation of the BDP for 
Calcutta came not so much from any widely 
shared perception of the need for urban 
planning as the urgency felt by the then chief 
tpinister of West Bengal B C Roy for doing 


something to save the city ot Calcutta from 
the chaos which had been over taking the 
city’s civic lilt xime independence In the 
wake of the disastrous cholera epidemic in 
1958 B < Roy invited the Wot Id Health 
Organisation to look into the insanitary con 
dilions in which millions in the great 
metropolis wiri forced to live and suggest 
solutions Appalled at the situition then 
prevailing in C akutta and the lack of even 
elementary sanitary facilities in many patts 
of the cilv the WHO team suggested a 
number of measures both immediate and 
long term foi the impiovuncnt of water 
supply sewerage, drainage and garbage 
disposal 

The team reeominendcd scvcial measures 
to deal with the insanitary environmental 
eondition whieh had made ( akutta 
especially its slums (called hustces'), a 
nucleus for endemic cholera Some of the 
important measures suggested bv the ttam 
were (i) augmenting continuous filtered 
water supply, (it) stopping the supply of 
unfiltered watet (hi) saving the river 
Hooghly the mam source of water supply 
from pollution ind (iv) extension ol the 
main sewerage collection upto the points of 
final treatment and disposal 1 or this pui 
pose, the team pointed to I he need for a 
masttr plan for water supply, sewerage and 
drainage on a priority basis The urgtncv ot 
doing something tor Calcutta was al -,0 
underlined by the World Bank Mission 
which visited India in 1960 Drawing atten 
non to the damage caused bv the phy.tcil 
and economic decline of Calcutt i to the 
economic growth of the eastern region the 
World Bank Mission had observed that the 
continued neglect of the problems of C akut 
ta "was one of the most dangerous weik 
nesses of the Th rd Plan* following the 
observations of the two international 
agencies, the lord Foundation was finally 
requested bv the government of West Bengal 
to draw up a blueprint for Calcutta s 
development 1 It was this blueprint which 
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eventually gave shape to the basic develop¬ 
ment plan in December 1966 The blueprint 
was the product ol the joint effort ot the 
ford foundation team and the Calcutta 
Metropolitan Planning Organisation 
(C MPO) which was set up at their instance 
and w is meant to cover an area called the 
Calcutta Metropolitan District (CMD)com¬ 
piling not onlv the < alcutta corporation 
but also the thirty and odd adjoining 
municipalities Important components ot 
the BDP were two comprehensive plaits 
prepared at ibout the same time viz, the 
master plan for water supply, sewerage, 
dr unage and sanitation (1966 2001) prepared 
for WHO by consultants trom UN Special 
Tund and the Traffic and Transportation 
Plan for the CMD 1966 86 prepared by the 
( MPO in collaboration with another 
consultant 

With a 20 vear perspective the BDP sug¬ 
gested a strategy of developing not only 
Calcutta but also the wider region covering 
West Bengal and neighbouring states, 
especially a few economically conspicuous 
ccntics stressing strongly that Calcutta 
being the pumate city in eastern India, its 
problems could not be solved unless its 
hinterland was also developed What distin¬ 
guished the BDP from a master plan* was 
us approach to planning for urban develop¬ 
ment as a positive integiated package 
designed to strengthen not onls the civic 
infract,uctjrc but also fhe economic base of 
the uiv rrthtr than viewing the task as a 
single shot exercise confined to working 
out the contours of future land use with only 
a ngulatorv role for the local government 
1 he plan of action suggested by the BDP 
focused on three critical tasks, viz, (a) to stop 
the deterioration of civic services in the 
Calcutta metropolitan district, (b) securing 
better use of existing capacity, and (c) invest 
tng for massive new giowth The plan sug 
gested urgent action to provide adequate and 
safe potable water, sewerage, drainage and 
refuse disposal Wtdt ranging plans of 
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action were drawn up also lor providing 
sheltei to pavement dwellers, improvement 
of slums, for arresting deterioration in traffic 
and transportation, belter use of existing 
capacity in manufacturing metropolitan 
stt et traffic and water supply systems A 
massive housing programme was also sug¬ 
gested tor accommodating the projected 
population in 1986 In order to arrest 
detuioration by removing the deficiencies 
and inducing Better use of existing capacitv 
it recommended an action programme to be 
implemented ill the 1 ourth Plan (which was 
then scheduled to commence from 1966) To 
bring about some bilance in the urban 
growth in West Bengal while attending to 
problem mas the the BOP suggested that 
thi action plan should concentrate on tour 
urb in concentrations vi/ the ( MI), the new 
poit of 11 tlclt i Asansol I>urg ipur complex 
and the emerging maikemig centre in North 
Bengal vre Sihguri Government action wis 
envisaged tor setting up lppropnatc 
maehinus foi planning and plan implc 
mentation deulopmcn 1 ot public sector in 
dustnes and the dcvelopmci” of essential ur 
b in infrastructure 

Did this elaborate and painstaking exercise 
make anv real dillt cnee to the i|itdil. ol 
civic life m ( all ult i mc'ropolil in disnict ’ 
Wue the aims of the HUP icaliscd 1 If not 
whit went wrong’ Qt.it' appropriated with 
the etidinii ot the 20 sear period which 
formed the perspective of the BDP these 
questions weic addressed bv scholais of 
urban allairs along with the idministratois 
and experts who h id taken part in drawing 
up the BDP in a stinmai held u. f aliut'a 
last Dncmbtr (c uriousK lew ol those 
cur cntls concerned wuh the cns s civic 
administration oi loc il unscinnicnt tncl 
urban dcselopiiunt in states sn.ietir.it 
were setn at the sennit ir') The answers 
which, noi surpii ingh wue caned piovidt 
imj o r la,it lessons foi on'ropolitan and 
urbi n planning lor the li'luie and not tor 
CalsUtti done 


II 

Tne question w Inch had to be addtessed 
first was wnat it anv, hau been the achieve 
mciilv ol the RDP 1 It one were to visit 
( aleutta in 19S6 ittei i gapot twenty vears 
one soulJ scaietlv believe that anv one ever 
cared tot the citv or its environ much less 
that thus vs is a pi in ten its development 
Poverty nid dec iv wit I irge everywhere, 
ilmosi all riMjoi streets ovei Mowing wall 
hawkeis indilnii Mil oi is ms some like Ilk. 
jnntnt Howls vu completely choktd with 
girbag^, endless n itlu smrls, a lerial roads 
dug up but never revtoicd the dil ipiduttd 
unkempt look of striu lutes lining ihe 
famous rhoioughlpres like Dharamtalla 
College Street, Highba7.it and Ashutosh 
Mukhitjcc Roid the sprawling slums 
showing no igns ot shrinking, busv city 
i lilies like tils Dilhousit square turned into 
a vast eitm^pl let even the once rcsplendtnt 
Fsplanadc and the surrounding maidan 
reduced io a slum the frequent plunge of 
s 's» areas into lot il d irkiuss the agony of 
the tains season an houi’s run bunt' sutli 
uui to submtige most parts ol the citv, the 
dc idlv pollution ot a r ai d water the never 


failing outbreak of gastro-enterities in 
summer, squalor engulfing almost the en¬ 
tire city—the contrast with what Calcutta 
was even in 1966 is too stark to be missed 
or dismissed as the product of ‘casual 
empiricism or statistically insignificant 
impressions Mention to an ordinary Calcut 
tan the name of CMDA, the initials for the 
Calcutta Mctiopolitan Development Autho¬ 
rity the state agency which was created in 
1970 to give shape to the vision enshrined 
in the BDP— apd see nhis reaction' The state 
ol municipalities adjoining Calcutta is 
scarcely better One has only to take a tound 
ol Howrah maidan to know what squalor 
can mean 

To be fair, it would be wrong to dismiss 
the achievements of BDP as ot no con 
stquencs to the citv The infrastructure lor 
utilities has certainly received a big push 
Htrt is one account 2 
—water supply despite lowering of stun 
dards, augmented more thin thret-fold 
and distribution improved, as a result ol 
which access to water in Calcutta is better 
than in most large cities, 

—the sewage svstem improved with the con 
struction of new seweragt treatment plants 
and implementation of many sewerage 
projects, the beneficiaries now covering 
about ont half of the population as com 
pared to one third in the sixties 
the drainage svstem upgraded with the 
improvement ol more than 70 drainage 
and outfall schemes, 

-cipiutv lor collection and disposal of 
sol d waste augmented 
upgridation of so,000 privies 
--cholera almi st eliminated with improve 
ment brought about through the C MEM s 
programme for environmental sanitation 
increase in the number ind ri.w location 
of health ei ntres and dispensaries 
- implementation of massive programmes 
of slum improvement Out of about 2 6 
million people residing in oscrcrowded 
settlements such as bustecs squatter 
settlements and refugee colonics about I 7 
million persons have benefited from these 
programmes, conststing of paved internal 
roads provision of electricity, internal 
supplv of potable water and conversion of 
pusies into samtarv latnnes 
“Along with phvsical improvements ’, the 
NIbAv background paper for the seminar 
on BDP retrospect sums up ‘ Ihe concerted 
and integrated implementation efforts led to 
the emergence ot new institutions, a new 
slyle and culture ot project management and 
fiscal retornis winch became instrumental in 
providing the much needed support to 
implementation and sustenance ot physical 
improvement programmes ’ 

"this is an tmpressive account However, 
as the background paper recognises there 
are some sectors where progress has been 
slow and somewhere the programme could 
not get off the ground For instance in 
transport despite substantial additions to 
road mileage, and special IDA dispensation, 
it has not been possible to cope with the 
volume of passenger demand which has 
grown to almost 7 million while a total 
capacity of public transport is no more 
than about 2 8 million None of the pro¬ 


grammes envisaged u> tackle the pra&iemof 


transport—construction of the second 
Hooghly bridge, the Metro and circular 
railway—has so far been completed The 
partial completion of the Metro after a 
devastating construction period spanning 
more than a decade of course has been a 
blessing Congestion compels traffic on 
( alcutta's roads to move at a snail's pace, 
while the rickety (often cannibalised) 
coaches of the suburban rail continue to 
carry loads many times more than what thev 
were made for 

Developmcni of new areas and execution 
of urban renewal projects have also tallcn 
iar behind targets The bi polar growth 
strategy’ ot BDP also did not take ott In 
1981, after all the talk and etlort, Kalvani 
had a population ot only 18 000 is against 
an expected 1 5 million The background 
paper lor the retrospect ends on the sombie 
note that ‘piogrexs has not been in con 
formitv wuh the targeted programme 
Rivalling tint the BDP pteigramme aimed 
at providing immediate relief by removing 
delieiellcies ill mlrIstiuetuies ind piotno 
ting ami guiding new arowlh the papci 
conclude s 


lhi .indvsis ol the implementation indie tied 
dial Ihe piogress in tthieving the Orel 
objective his been Mow iilel inadequate 
implement ilion of ihe second objective has 
almost e,onc bv default 
It is a sad irony that ( aleutta icquired its 
image is m uiban disisier nrainlv during 
the two decades which coincid'd with thi 
time I rime adopted bv the uithois ol ihe 
BDP to stt their pcrsp'cl.vc 
What rcallv wtni wrong’ W is Mie plan 
ning sii itegv undeilvmv the BDP itself 
inherentiv deficient* Oi did the pi »n 
floundei because nf poor implementation'* 
Oi did the assumptions underpinning the 
BDP s projections ind piogi imim s go ow r 
boa d because ot tacfois which could not 
ht foreseen or controlled* Ihe pipers 
presented al the rctiospcU attempted to go 
into these questions and cami out wuh some 
illuminating answers W'lulc opinions varied 
on the relative importance of the lactors 
identified as responsible for the BDP’s poor 
results depending on the perception of the 
authors it elcttly comes through that there 
were deficiencies in ihe preparation of the 
BDP itself 


111 

A serious deficiency seems to have been 
that while advocating a dynamic planning 
approach the BDP adopted a specific struc¬ 
ture plan without presenting and evaluating 
alternatives and offered only ‘single solu 
lions’, pre cm pang any scope tor discussion 
and debate on the relative merits of the 
possible alternatives ’ This left no option 
for the decision makers but to adopt an ‘all¬ 
ot nothing’ approach 1 his, according to one 
author, greatly affected the sewerage and 
sanitation plan as no attempt was made to 
investigate the viability of low cost alter¬ 
natives and solutions The transportation 
planning exercise did offer alternatives and 
was more sophisticated but this was confined 
to the design of a highway street network 
linked with future trip assignments Lvcn 
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thVobjectives Were not properly defined 
otherwise mass transportation would not 
have been neglected in the way it was 

An even more serious deficiency seems to 
be that the programme for economic 
development which was planned as the key 
to metropolitan development was left m 
complete Why, it has been asked, even 
during a period of 5 years (1961-66) with all 
the resources available, was it not possible 
for a large and resourceful planning group 
of national and international experts to com 
plete economic development programme foi 
the metropolis arid outline the investment 
required for a 5 year action programme'’ It 
is also alleged that a conscious effort 
towards evolving a rational model for the 
planning process was lacking The different 
group of planners appeared to have worked 
practical!) m isolation for, if as was said 
the basic data were not available, one 
wonders, how could the transport planning 
group obtain land use and economic data 
which the other groups did not use or were 
not aware of Were these data cooked up 7 
The piojev t package for five year action pro¬ 
gramme was selected without any priority 
01 cost benefit analysis or cost effective 
studies 1 

Indeed the shortcomings of the BDP and 
the need tor a new perspective, and revision 
ot the concepts and recommendations of the 
UDP was soon realised and the CM DA came 
out with a new ‘development perspective 
plan'm 1976 This was followed by ‘Drespec 
live structure plan m 1981 drawn up at the 
instance of the West Bengal Urban Develop 
ment Strategy C ommitt set up in 1980 The 
accent ot the new perspective plan was on 
promoting a decentralised system for urban 
development in ordu to lighten the pressures 
on Calcutta Evidently ihe BDP had not 
visualised that such dnstic changes would 
be required in its ippioach or formulation 
once planning is contemplated by its 
authors was to guide action Meanwhile the 
successive t aluma Urban Development 
Programmes (C UDP I II and III) were 
1 lunched to implement projects to give shape 
to !ht sectoral components ol the BDP 
proposals 

IV 

Ihe binding constraint on the execution 
of the BDP’s pioposals however was not so 
much the deficiencies in the style ot 
‘scenario writing’ in the BDP or organisa 
tional shortcomings serious though these 
were especially the lack of adequate admtm 
strative organisation and arrangement It 
was, unmistakably, finance which hogged 
the progress of BDP right from its inception 
An illuminating account of how the efforts 
towards raising funds for Calcutta’s metro 
politan development floundered was given 
in one of the papers presented at the 
retrospect s It is a sad siory that does no 
credit lo anv of the agencies whose respon 
sibility it was to see that living conditions 
in and around Calcutta did not sink further 

Realising the enormity of the task, the 
3DP recognised that financing metropolitan 
development had to be a joint effort of the 
government at all levels, centre, *he state and 


the local authorities The investment 
required to clear the backlog of infra 
structure development and maintenance was 
simply beyond the capacity of the munici¬ 
palities of the area As it was, the manage 
ment and financial capacity of the mumci 
palities in the region were deplorably poor 
Even with the best of efforts, they could not 
be expected lo meet even a fraction of the 
commitments that would be entailed by an 
improved delivery system and the debt 
service Hence, while stressing the need for 
imparting local fiscal management (vigorous 
property tax administration, change of pro 
pert) tax base, etc) the BDP suggested a 
possible basis of sharing the burden of 
meeting the investment requirement for 
Calcuttas development by the government 
of India and the government of West Bengal 
Implicitly, the BDP also visualised the need 
tor revenue transfer from the state to local 
governments Decision to implement these 
proposals however did not come about as 
quickly or smoothly as was required In fact, 
serious efforts to implement the task of 
planned development of the metropolis 
recommended by the BDP in 1966 did not 
even begin until 1970 

The first phase 5 year immediate action 
programme formulated by the BDP for 
1966 71 envisaged an investment ot Rs 100 
crore Providing resources to finance this 
programme was clearlv beyond the capacity 
of either the local authorities or the state 
government frantic requests for assistance 
to the government of India however went 
unheeded This, combined with political 
turbulence and uncertainty prevailing m the 
state in the late sixties delayed implementa¬ 
tion of the plan bv nearly four years The 
much awaited “response” from the govern¬ 
ment ot India came only in 1970 The only 
two notable developments on the BDP 
recommendation in this period were the 
creation of the Calcutta Metropolitan Water 
and Sanitation Authority (CMWSA) in 1966 
and Hooghly River Bridge Commission 
(HRBC) in 1969 However, CMWSA (ailed 
to make any headway m raising revenue to 
meet the vost of its services even though 
endowed by law with powers to do so 
through taxation and user charges and func 
tioncd merely as a project implementing 
agency of the state government initially and 
ol the CMDA thereafter The HRBC did not 
start functioning at all during this period 

It took four years—and the president's 
rule -for the GOI to change its perception 
and agree io extend assistance for the Rs 100 
crore plan By then the costs for the same 
projects had escalated to Rs 150 crore Of 
this Rs 43 crore were to be financed from 
ihe p.an budget and the rest from non plan 
sources including market borrowing The 
year 1970 also saw three important develop 
ments in the field of metropolitan finance 
in the CMD, viz 

(l) decision to levy octroi (entry tax) in 
the metropolitan area, 

(u) authorisation tor a maikel loan policv 
for the CMD programme, and 
(in) creation of the CMDA 

The CMDA emerged as the sole authority 
to mobilise market loans for metropolitan 


development and as channclhser of bor 
rowed funds and government a m > tm t 
to various development agencies within 
the CMD 

Flow of funds for the projects howtver 
remained sporadic and uncertain while costs 
continued to escalate Some assurance ot 
steady flow camt with the sanctioning of 
IDA assistance of Rs 26 crore in 1973-74 
This was not an additional source ot hinds 
as external aid even when meant for specific 
projects aic passed on by the centre to the 
state as block assistance channelized 
through the state's budget Howevei, central 
assistance even though meagre in relation to 
the requirements, which was so long ad hot 
in natuie and so uncertain becamt more 
assured now Also “a semblance ot capital 
budget appeared on the scene" to meet the 
IDA requirement A scpaiatt head-- 
Calcutta Urban Development Project—was 
created in the plan budget ol the state 

( MD programme continued to receive 
special central assistance in the subsequent 
period until 1973 74 even after the launching 
of the country wide Integrated Urban 
Development Programme’ During the Filth 
Plan Period out of a total outlay of Rs 206 
crore, government ol India financed about 
Rs 53 crore (Rs 44crorc is loan) By the time 
the Sixth Ptan became operational, the 
1UDP was withdrawn and with that tnded 
the speciality of (MD programme for 
central assistance Onlv the involvement of 
IDA credit conferred a degree of speciality 
and etrtaintv and helped to secure soli on 
lending from the centre In the subsequent 
period, out of a total outlav of Rs 299 crore, 
central assistance was no more than Rs 17 5S 
croie (the grant component in the total 
outlay being no more than 10 per cent) 

By the end of 1981 the C MDA had an 
accumulated outsiundmg loan of Rs 191 
crore The stale government had to take it 
over as the finances of ihe local governments 
weie in an awful mess and (he) were not in 
a position to bear this btiideu even partly 
In fact cstn without any debt servicing, the 
revenue gap of all the ( MD municipalities 
had been growing rapidlv W ith 1965 66 as 
the base {- 100) the index number of the 
revenut gap for the C alcutta Municipal Cor 
por itioil (< M( ) went up lo 1 682 m 1984 85 
while that of its own source revtnut came 
to only 422 (lor propertv tax the main stay 
of municipal finance in West Bengal, the 
index worked out to 412) lor Howrah, the 
respective index numbers tor revenue gap 
and own source revenue were 2 042 and 311 
(property tax revenue index 195) for the 
other municipal bodies taken together, the 
respective indices were I 240 and 506 (416 
for property taxj With own source revenues 
trailing so far behind the CMC and the 
municipalities of the (MD had to depend 
increasingly on transfers from the state As 
a proporiion ol the total revenue receipts 
dependence ot ( MC on revenue transfers 
from the state government went up from an 
average of 23 per cent in the second half of 
the sixties (1965-66 to 1969 70) to 50 per cent 
in 1980-81 to 1984-85 Tor Howrah Municipal 
Corporation (HMC), the dependence in 
creased from 32 to 58 per cent and for the 
other municipalities from 35 to 68 per cent 
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The transfer! took place under the heads 
‘DA subvention’ share of entry tax and other 
grants including a share of the motor 
vehicles tax 

Recognising that “the development ol 
nu tropolnan areas is ultimately a public 
finance problem” and that the investment 
required for the upgradation of service' 
would be beyond the local government’s 
capacity the BDP had envisaged massive 
support from the centre and stale lor the 
capital outlay contemplated in ns recom 
mendations However the authors of the 
BDP had taken pains also to emphasise tht 
imperative need for urgency of strengthening 
the revenues of the local governments as the 
ultimate responsibilitv of servicing the loans 
and maintaining and operating tht capital 
assets created under the development pro 
grammes would be that of the municipalities 
themselves I he recommendations made by 
the BDP in this regard wire aimed at, 
—raising the yield ol the pioperty tax b> 
measures like changing the base trom 
lental to capital values improving the 
methods ol valuation setting up a ( cntral 
Valuation Authority and other measures 
to improve the administration and col 
lection ot the tax 

-imposition of service charges 10 make the 
public utilities scil financing and 
—lorinulation of policies to capture the 
gains ol piopertv owners from public 
investment programmes 
The BDP had also listed t numbet ol 
possible alkrnatist revtnut sources which 
could be tapptd to uigment tht tcsoutccs 
ol the local hodits such as a terminal lax 
octioi sctvict vhatgts elcctncitv duties 
value added tax whttl lax surch itgc on 
motor spirit srles tax urban I md lax 
emploviinnl tax, educition eexs and so on 
I he notable action taken soon on thtse 
recommendations was the introduction of 
the entiy tax in the metropolitan area in 
1970 Action to strengthen local bodies' 
revenue administration did not take place till 
the closing Years of the 1970s and early 
eighties, when new legislations were enacted 
for Calcutta and Howiah and the Bengal 
Municipal Act was amended extensive to 
bring about major changes in the tax stiuc 
turt and introduce some new taxes in the 
municipal areas Three new institutions were 
created, viz, the Central Valuation Board, 
the Directorate of Local Bodits and the 
Institute of local Government and Urban 
Studies A state commission on municipal 
finance was set up and following its recom 
mendations, a transfer mechanism called the 
Revised Grants Structure (RGS)- pioneering 
in this area—was introduced in 1983 84 for 
the CMD municipal bodies The RGS for 
the first time, introduced a system which 
assures state government assistance for 
meeting the revenue gap ol the municipal 
bodies assessed on a normative basis with 
a reward in the form of a capital grant for 
municipalities doing better than what could 
be expected, keeping in view their taxable 
capacity and a penalty for those who do not 
pull their weight in raising resources 
Until 1980, however, there was little 
evidence of any effort on the part of the 
local bodies in the state to improve their 


finances or strengthen local fiscal admini¬ 
stration About 25 per cent of the current 
bills of property tax continued to remain 
uncollected in the CMC even in 1984-85 
hardly an improvement over the situation 
prevailing in 1965-66 Barring CMC and 
HMC the municipalities continued to be run 
by personnel with little training or inotiva 
tion for the jobs they were to perform C ol 
lection cost ot the property tax in many 
municipalities used up almost the entire 
revenue from the tax In the other munici 
palities, the average of current dues going 
into arrears went up from 40 per cent to 50 
per cent No new tames were imposed and 
the rate structures were not revised until 
1983-84 It was in 1985 thai any user charges 
were levied and that too came about only 
in the CMC As of 1983 84, Calcutta coi 
potation trailed wav behind Bombay m the 
matter ot civic finances ax the figures in the 
tabic would show 

lack of inmativt and inaction on the 
fiscal front aggravated the already acute 
financial situation of the municipalities and 
so the standards ot b«ie servn e deliveries 
in their jurisdictions dctenorated luithcr 
verging almost on total breakdow n on sevetal 
fronts (e g garbage clcaiantt and refuse 
dispnx l! mil slot in wiici until) 1 in 
conditions in which cili/ens of some of the 
CMD municipalities aie condemned to live 
arc piobably the ultimate in uiba i squalor 
and degradation ot human existence How 
human beings survive in the conditions pre 
vailing in the jurisdiction ot the immtupd 
authonty of Howrah now elevated to a coi 
poration must be a medical nurack * And 
all this after 20 years ot HD1 1 and ncailv 
Rs 800 crore of capital inve‘tnicut' 

The explanations offeictl at the BD1 1 
retrospect for the poor showing of planning 
effort mthef MD in teims of visible results 
centred mainly around two themes, vu 
(i) that the development programme* boir 
out of the BDP and subsequent f 1 l)Ps * it 
imposed from above with no aticmpt to 
involve the local bodies m the pi innmg 
proetss, and (n) the BDP did not lav 
adequate stress on economic development 
progiammes as a result of which the stagna 
non ol the economy of C akutta and its 
hinterland sapped the tevcruc potential ot 
the local bodies of the area and then ability 
to operate and maintain the assets treated 
or sustain the development impulses genua 
ted by the BDP’s programmes Weaknesses 
in the institutional arrangements fot over 
seeing development on the stale envisaged 
in the BDP especially excessive division of 
responsibilities among rival bodies without 
any co-ordination also figured among the 
factors mentioned as responsible toi under 
mining the success ot the entire programme 

Formulation and implementation of the 
CMD development programmes without any 
effective consultation with local municipal 


bodies came in for crhicisrti from 
municipal finance commission set up by the 
West Bengal government in 1980-81 This, 
it is widely felt, created a host of problems 
at the later stages of the CMD’s development 
leading to worsening of the already poor ser 
vice delivery systems and lack of proper 
operation and maintenance This also 
at counted tor the lotal governments' 
reluctance to take over assets created by 
theCMDA on the ground of resource 
constraint ' 

Of late (since the earlv eighties) there has 
been an attempt on the part of the state 
government to correct this situation and 
endeavours have been made to let the 
municipal governments do their own plan 
mng on tht basis of their felt needs and 
pnoritics and implement the schemes them 
stives The ( MDA now retains only those 
packages which affect more than one 
municipality and tover wide areas There is 
also a clcai shift of the .nvestments from 
< akutia to oth r areas of the CMD and to 
nitrn depnvid areas within Calcutta 
Howectr tten ihcse ctforts do not appear 
to h itt made much difference so far as the 
citi/cnv ol thtse municipalities know only 
loo w II 

V 

1 htre van ot link doubt that ultimately it 
is u onomii stagn uion that lies at the heait 
ol tht civic problems ot ihe ( MD inuniupa 
la it > mil then inabihtv to ruse resources to 
distiltrgv. thei basic responsibilities Ihe 
BDP did recognise iht critical importance 
ot planning lor economic development as 
the key tlenient ot metropolitan planning 
uul Item t the tirsi of the tour principle 
obitctive set out in 'he BDP was 1 to pro 
mole a more dvnamic growth ot the metro 
polilan economy ’ Howevti a development 
plan lor the dynamic giowth of the metio 
polnan economy called for policy intei 
venrion* at the naue tial and regional and not 
merely local Icvtk ot government " Iht 
BDP rttogimi d the initial roleof national 
tnd regional policies ill the economic growth 
vit ike C akutia metropolitan area and cal 
l.d foi uia sivt public investment program¬ 
mes m eastern India to stimulate economic 
amwlli and employment generation in the 
alcutta area But the dominant focus of the 
BDP was on identifying gaps in the physical 
nlnstructure in the C MA and suggesting 
measure to mitigate them The content of 
the economic development programme 
remained weak ind the BDP took suitable 
macro-economic and state level interventions 
tor granted or as givtn 

In the event the two decades that span 
ntd the petspective of the BDP saw a steady 
decline of the economy of Calcutta and West 
Bengal Between 1965 and 1981, the share 
of West Bengal in industrial output of the 
country declined by half (from 19 7 per cent 
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' to $ 8 pet cent), accompanied by a decline 
in employment in the organised private 
sector The only sector that grew enormously 
is the tertiary sector—especially trade and 
commerce However, the substantial segment 
of trading activities remained confined to the 
congested areas of Calcutta like Barrabazar 
and the crumps (‘retail trade’) was left to be 
shared bv hordes of hawkers sprawling over 
the city s footpath roads, buses and trains 
This surely is not what adds to the wealth 
of a uty In the absence of any significant 
growth in manufacturing, trading in goods 
imported tioni elsewhere could only have 
drained the purch ising power ol the popula 
non and pushed down the prospects ot 
employmtnt growth further The result has 
been tor all to see—decas and poverty writ 
large all iwu the ( VIA (hairing a few 
isolated pockets) and indetd over the entire 
( aleutta metropolitan district 

What recounts lor the economic d<clinc 
of the t istirn region and thereby of the 
C aleutta region dots not idimt of a simple 
answei Many laetois seem to have conspired 
to push i ileiitta down tht hill Whatever the 
tausts m ihe absence ol economic growth 
tht investment programmes for infiastrue 
Hire under the HOP lailid to uealt the 
capacity ot the muropolitin region to pick 
up the strength md main! nil the assets 
created thertbv lhe dvnamism of pirts of 
the tn larv sector touid ohviotisls not tom 
pensatc for the slignation in the secondary 
sector of flu metropolis and its <mrounding 
are is 

VI 

I conomic stagnation b\ itsell howo 
i inn< t c\pl mi fulls why BDP and the 
nnssue investments ll at followed mils wake 
luled to mike anv visible impact though 
tht ie ■ an be no doubt that it was i eruu il 
*aUi t unduly mg poor showing The soul! 
and political uivnomncnt eomiihutcd no 
less to rhe sim ition that thwarted the 
prooiess lot which the BDP h id laid down 
t 111 III|U ml \t om level it looks as it the 
shortcomings wind, Intel hick i* not 
tiu dialed ilu muiopoliliri development P 
elti nts in ( aleull i wen institution il -I iek 
ol involvement ol Im al bodies in pi inning 
niij implcm illation splintering of idmim 
sfrMive authority and lesponsibililv ind so 
on ‘ However c>tie wondeis whether these 
aie the causes or lhe symptoms of a m liaise 
with its roots lying deepu in tin socul md 
political milieu ol the state and ol the 
country as j whole 1 he last lew years have 
seen new initiatives to correit many ot the 
institutional dcliucnucs Indeed as some 
ob>ervcrs comment Ihest last twclu vcirs 
have bcvti the most letise m C aleutta s 
histoiy insotar as mtrasmn tute and orga 
nisatioq il developments are concerned 10 
legislations like the CiLutn Municipal 
Corpor.ition Aet Howrah Municipal 
C orpoiation Act the amendment to the 
Bengal IV fuiiicipal Act, aim at ladical reform 
ot municipal idministration on all fronis 
The intiodtiction of mayor in council system 
of local governance in the eoiporation and 
the atte mpts to facilitate induction ot evptr 
tise and talent in municipal management 
should surely go some way to curt many of 
the ills besetting the municipalities in lhe 


state 

It would be churlish to deny that the 
present state government has taken steps in 
many directions to correct the imbalance in 
the deployment of funds available for invest 
ment in the municipal infrastructure and 
concentration of attention to core areas of 
Calcutta uty There has been a distinct 
improvement in the finances of several of the 
municipalities in recent years A first year 
review showed that 20 out of 36 municipa 
lilies showed re venue increases as projected 
Even so lew of lhe municipalities are out ot 
the woods and, as noted already, their 
dependence on the state government transfer 
has kept on increasing (except foi a brief 
period 1975 76 to 1979 80 when there was 
the proportion ot transfer to total revenue 
receipts ol the municipalities showed a 
downturn lor a while) fast reducing (hem 
to a state ol almost total dependence on 
funds and administrative support Irom 
outside IheKOS though a helpful innova 
tion has given rise to problems like decen 
tuition of dispanties among municipalities 
and demand has been voiced toi revision of 
the lotmul i 11 \inoiiL the new institutions 
whose ereition was envisaged bv the BDP 
as the pre requisite tot a long-term upgiada 
non ot civic management capabilities only 
one seems to have full died lhe promise at 
least peril ills It is the institute of local 
government ind uihm studies Against 
many odds it is playing a valuable lole in 
getting lhe mtinieipal bodies to get togelhei 
mel In ve thur men named The other one 
the C ential Valmncm Board seemed to be 
a non static! It is onlv now after more than 
siv years th il it seems te» he stirring with 
some life 

lhe tau remains tint civic institutions in 
Vktst Bcng il more thin perhaps in any otlui 
sntc in Indi i have been and continue to be 
used is political rither than adtrnmsliative 
bodies with extremely impoitaut social 
responsibility 111 running these bodie> nar 
row politic d guns base edltn been the 
guiding I ictor 1 lie instability m the l akulta 
coipotition alter lhe introduction ol the 
mayoi in council sysiem (witness the recent 
events) the state ol the municipal manage 
ment even Kiel ah the reform md Ihe grow 
mg gap between the needs and tevenue 
icihscd makes one despair of anv break 
through m the foreseeable luture Ihe lact 
that it the end ol I9S6 almost the entire 
town of Heiwnh looks like a vast open 
public drain is indeed i sad comment ir\ on 
the BDP II responsibility is to be appor 
Honed it must be shared bv all concerned! 
with the economic development of the eitv 
and its hintcrl ind, ts ilso those in control 
ol the local bodies whose task it is to ad 
minister the civic setviets md manage (heir 
(mantes 

The CMD was no doubt beset with pro 
blcms not ol its own creation the partition 
the 1971 war successive refugee influx 
pressure ol job seckus fron neighbouring 
states and so on But can it be said that the 
local authontics did not hesitate to pull their 
weight and did what they could under the 
circumstances t Despite stagnation the 
Calcutn area ofters vast potential tor 
resources in the form of very valuable urban 


land and property which remained untapped 
partly through inaptitude and failure to take 
elementary steps and partly because of 
shortsighted political gains and misplaced 
sympathies for not so downtrodden 11 It is 
a pity that while the civic services languish 
people talk of corruption on gigantic scales 
in the CMDA Equally depressing is to hear 
that storm water paralyses city life in Calcut 
ta for days together while pumping stations 
fail to operate because no one reports for 
duty or repairs are not done m time 
The central message that the BDP 
retrospect offers to planners in the tuture bes 
in underlying the fact that planning cannot 
possibly be superimposed from above The 
involvement of those for whom the plans are 
meant is crucial However it would be wrong 
to presume that the rot can be stemmed 
without support from outside The art of 
planning for metropolitan development lies 
in evolving a wiy of extending help to those 
who have to help themselves It cannot be 
stressed sufficiently however that ultimately 
what matters is the political genius and the 
collective will of the people concerned to 
better their lot by working together, pool 
ing 'herr resources and generating the right 
pressures to evolve the required institutions 
and environment, and if that fails, nothing 
peihips can succeed If the BDP failed to 
fulfil the expectations it had taised it is as 
much a failure of the authors who had 
dratted u ax of those for whom it was meant 

Notes 
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December I9hh orgimsed by the Calculia 
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Ml X flit kino nick of events preceding and 
InlU wni). tin BD1 md its tppiaisil presented hcie 
el l* In ivilv on this uul the other excellent paper* 
presented at the stimn ir 

2 Ml X ( ilcutlu s Hrstk Development Plan A 
Hiikpienind Piper (1986 mnneo) 

'SKI v Miti jp* In in IM inning hi Calcutta A 
'studs o' th< rJ isic Development PI in ind Ils Ini 
piet (piper pie skilled it the BDP rctiospect) 
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Meiiopt In i Development linmec (paper 
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d mn d set l J jri* ur an (Bengali weekly) 
fel its 4 i') 198" 1 ve'vti slilr» Hell that Is 
Ho*iih Monument to the failure of the 
Miinieip il C oipoi llevts 
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H lor perspective m ilvsis ol the BDP* economic 
ek.uk pn m pi in see N V ij »v Jaganathan 
I conomic Xsptets of ( ikutta s Basie Develop 
me nt PI in (presented at the BDP retrospect 
1 K( Siv ir unak rishnan ind I xslie Cireen Metro 
poliiin Management Ihe Asian l xpenence (ex 
lr ids circuhtcd it the BDP retrospect) 

10 Ibid 

11 Xt the stale Level C (inference of Municipal Bodies 
of West Bengal held in February 1987 

P for an at count of the tutors which inhibited lhe 
growth of the property tax in Calcutta and Wc*t 
Htngtl sec lhe Property thx Reform in West 
Bengal (N uional Institute of Public Finance and 
Pokes New Delhi 1981 since published as Sup 
plenumu> Volume 11 to the Report of the West 
Bengal Municipal f inanee C ommisston govern 
mem of West Bengal) 
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Understanding East Asian Economic Development 

Amndya Datta 

7he at\f)iui/lv high growth rules of ihe economies oj Taiwan, South Korea, Hong Kong and Singapore have 
ted these < ountries being held up as models to be followed bv other less developed countries regardless of their 
respective an umstarues An endlessly repeated theme has been that it was the magic of the unhindered free- 
market mechanism, with Us concomitant of unrestrained export orientation, which did the trick for all these 
countries 

This paper argtns that effective development in these countries has relied on both market-forces and public 
policies and government intervention It has rested on import substitution and export promotion, and credit and 
interest rate subsidies preferential tax treatment differential exchange rates, preferential treatment of capital goods 
imports amI other dt i taiions from the Jree-markc t signals have been essential elements of the successful develop¬ 
ment pohev of tin si countries 


IN recent tunes the dtypitallv high rates 
growth of the economies of Hawaii, South 
Korea, Hong Kong and Singapore have 
drawn the attention of observers from all 
walks of life So much so that these coun 
tries have been collectively given the sobri¬ 
quet of ‘gang of four' and held up as models 
to be conformed to and followed in all 
respects by other less descloped countries 
(I DCs) regardless of their respective eircum 
stances The patient methods ot historical 
investigation ol the evolution of national 
economies arc now held at a discount, 
theories are pooh poohed and a plethora of 
respectable looking literature is pouring out 
which ranges from torrents of mindless ver 
biage to mixed bags of half truths and ill 
digested facts The endlessly repeated theme 
of this literature is that it was the magic ot 
the unhindered free maiket mechanism with 
its lonconntani of unrestrained export 
orientation which did tht trick lor all these 
countries One example of this superficial 
and essentially uninstructivc formulation 
will be found in the much heralded book 
‘1 he Pacific ( entury bv Statfan Burenstam 
linderfl] ( uriously for once in his book 
Linder concedes that Hong Kong ano 
Singapore are essentially city states and as 
such do not represent a typical LDC, but 
then lapses into some kind of amnesia and 
repeatedly refers to Hong Kong as a colony 
which now holds a bright example before 
other colonial or ex colonial countries to 
emulate in all tespccts in order to accomplish 
their own economic salvation 
While I indcr’s book is an example of the 
extreme fringe, there are other authors more 
aware ot the complexities of the real world 
situations, including those of the histones 
of the development of the ‘gang of four’ 
themselves, but even they eventually suc¬ 
cumb to imprecise and elusive eclecticism in 
a manner that no concrete lesson or message 
is left clearly at the end In his paper in a 
recent publication of a collection of papers, 
Cohn Bradford(2] correctly calls into ques 
non some of the facile conclusions drawn 
by Linder and others As he points out, ef 
fcctive development has relied on both 
market foices and public policies and 
government intervention It has rested on 


both import substitution and export promo¬ 
tion, and credit and interest rate subsidies, 
preferential tax treatment, differential 
exchange rates, preferential treatment of 
capital goods imports and other deviations 
from the free-market signals have been 
essentia] elements of successful development 
policy Sectoral priorities and industrial 
policies have been integral parts of the Last 
Asian success stones 

While the passing fads in development 
economics have waxed and waned, the stead¬ 
fast work of John C H Fct and Gustav Kants 
stands out among the traditionalists From 
the very beginmng[3] the intellectual interest 
of Fei and Ranis focused on the possible role 
of agricultural surplus tn setting off the 
developmental process Since then for over 
two decades they have been continuously 
and diligently enriching their original 
insights to the benefit of the students of 
economic development In particular tht 
abiding interest of Fei and Rants has been 
the course ot Cast Asian development 

Famiiies oi LDCs 

Development economics is it has evolved 
since the 1950s, generally concerns tn some 
form or other with the problems of develop¬ 
ment of less-developed dualistic economies 
characterised by a large, backward or tradi¬ 
tional agricultural (rural) sector, where sub¬ 
sistence farming dominates, and a relatively 
much smaller, and more advanced or modern 
industrial (urban) sector, where wage- 
emplovment and modern technology have 
set in The plantation economies provide 
some variation of this general description, 
but by their very nature the city states like 
Hong Kong or Singapore do not typify the 
staple of development economics in any real 
sense When we set aside the city-states, 
however, we are not left with a ‘homogeneous 
mass' As Fei and Rams suggest, we may 
speak of ‘families’ of LDCs[4], namely, a 
family of large, labour-surplus, natural 
resource poor economies like India and 
China, m which domestic or closed-economy 
characteristics dominate, a family of small, 
labour surplus, natural-resource-poor 
economies like TRiwan and South Korea, In 
which foreign trade necessarily plays an 
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important role, a family of small natural- 
rtsource-nch countries like the Philippines, 
Malaysia, much of Latin America, in which 
trade is again important, and a family of 
developing countnes like in sub-Saharan 
Africa still struggling with the construction 
of the human and physical infrastructural 
requirements for transition to modern 
growth Following this taxonomic approach 
wc have among the newly developing coun 
tries in Last Asia Korea and Taiwan belong¬ 
ing to one family’, Philippines to a second 
family and China to a third Comparison 
and contrast of the experiences of these 
countnes should provide us with some 
meaningful insights into the process of 
economic development In what follows we 
shall simply highlight some points Our 
study will not be exhaustive or thorough by 
any means, but by touching upon some 
crucial points we hope to suggest what con 
stitutes the prerequisite for any proper 
understanding of the Fast Asian < conomtc 
development 

Common Elemints in Eai*lrien< t of 
Japan Taiwan and Korea 

Bradford[5] i> right tn questioning the 
validity of facile views claiming, first, that 
in South Korea and TRiwan growth did not 
really start until around 1960 when in both 
countries there was a far-reaching redirec 
non of economic policies in favour of 
reliance on market-mechanisms and doing 
away with regulations and interventions, and 
secondly, that the East and Southeast Asian 
experience suggest that if the basic policy 
framework is non-interventionist, only 
limited sectoral policies are needed to 
stimulate areas of actual and potential com 
parative advantage Bradford considers the 
views of Linder and Hughes[6] respectively 
here. Years earlier Fei and Ram$[7] made the 
same point with great cogency and at great 
length and in their more recent paper Fei, 
Ohkawa and Ranis[8] bolstered this same 
position Iven more exhaustively The distinct 
superiority of the Fei-Ohkawa-Rams ap¬ 
proach over the World Bank Chenery- 
Syrquin[9] inter-country cross-sectional 
‘patterns' approach is that the latter is 
ahistorical, while the former is more mind- 
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Ail of the historical specificities and pre¬ 
conditions On the basis of their investiga 
tion, Fei-Ohkawa-Ranis found that they 
could demarcate particular development 
phases for Japan, lluwan and Korea, three 
countries belonging to the same typology 
(table 1) 

1b quote Fei-Ohkawa Ranis, 

During primary subsUtunon (PI), govern 
ments protect the domestic nondurable 
consumer-goods market from import com 
petition Thus, domestic consumers pay an 
artificially high price due to the relative 
inefficiency of the import substituting 
industnes During P2, import protection is 
gradually reduced, while exports are often 
assisted During the secondary import and 
ecport-subsbtuuon phases (P3 and P4), there 
is renewed pressure for temporary protection, 
there is a tendency during P3 and P4 
toward the gradual consolidation and then 
lowering of tariffs 

These findings strengthened the Fei-Rams 
position vis-a vis that of Little, Scitovsky 
and Scott [10] The latter took the static 
international trade view of comparative ad¬ 
vantage and identified the emergence of 
export substitution phase as essentially a 
correction of the mistakes of import substi 
tution The former viewed the deliberate 
import substitution phase as an essential 
prerequisite (involving both labour realloca 
non and learning experience) for the tran 
sition from a colonial agriculture-based 
exports phase to a post-colonial labour 
based exports phase Conscious policy 
design and intervention propel the economy 
through the transition There is an on again 
off-again play with the market mechanism 
The phases arc distinguishable for all the 
three countries, although for the late-comers 
(Taiwan and Korea) there is considerable 
‘telescoping’ 

DiFfLRLNcr in Initial Conditions and 
Substqulnt Dissimilarities 
The pattern and pace of labour realloca 
lion and learning experience in the import 
substitution phase exercise a great influence 
on the pattern and pace ol inter sectoral as 
well as overall course of development of an 
l DC This point is worth labouring further 
This is one area where the imprint of history 


can often be identified move cicarly 
The pre independence and post-indepen 
dence history of economic development in 
Thiwan and Korea is unique in several ways 
The post independence development of 
Thiwan presents a sustained and powerful 
counter-example to the Ku/nets inverted U 
hypothesis of the necessity of inequality to 
accentuate for a long period when economic 
development makes headway and the growth 
rate of the economy acceleratts Among the 
key elements giving rise to this pattern of 
development are (I) land redistribution 
under the directive of the Allied Occupation 
Authonties (carried out in Japan and South 
Korea as well) when the desire of General 
MacArthur to forestall the recrudescence of 
Japanese militarism coincided with the zeal 
of Wolf Ladcjinksy to implement land 
reforms as a measure to loosen some of the 
constraints of nascent capitalist develop 
ment[U], (2) strategy of decentralised 
development made easier because of the 
inheritance from colonial days of a network 
of roads railways irrigation systems, 
industnal estates and agricultural extension 
services, (3) heavy investment m education 
at all levels (1) above must have been made 
easier by the fact that the emigre population 
from the mainland did not have vested 
interests in land to start with (2) above was 
made possible bv the peculiar role Thiwan 
(and, to a different degree and in a some 
what different way, Korea) played in the 
economic development of Japan As fei and 
Rams point out, a food export surplus gave 
way to an import surplus around 1890 per 
mining Japan to forestall any further 
deterioration of her industrial sector's terms 
of Iradt and consequently greatly reducing 
the upward pressure on industrial wages The 
consequent slackening of the performance 
ot a domestic agriculture, no longer stimii 
latcd bv improving terms of trade, piecipi 
tated a crisis, which was relieved by Japan 
by assigning increasingly important food 
producing roles lo her colonies Thiwan and 
Korea[12] What must be noted carefully is 
that this is in shaip contrast to the experience 
of most colonies Under the British rule in 
India for example, food production stag 
nated and the rural sector turned moribund, 


while at the same time the production 
of cash crops increased]!!] This latter 
happened simultaneously with a general 
'deindustrialisation of lndia[l4] 

Thiwan was thus twice fortunate in her 
initial conditions as handed down by history 
prior to embarking on her modern period 
of development She started with a thriving 
agncultuial sector, as well as an egalitarian 
distribution of land The Philippines did not 
have these initial conditions fulfilled and 
hence, largely, her aberrated development 
Real GNP in the Philippines more than 
tripled between 1950 and 1973, and yet ac 
cording to Fields, "in the rural sector where 
70 per cent of the people are located, little 
has changed although high yielding rice 
varieties have become quite important in 
some regions”[!5] Just after World War II 
the Philippines was comparable in nutri 
tional status to Malaysia, Japan and Thiwan 
but there are serious nutritional deficiencies 
now tor about halt of the population[16] 
In development economics it is becoming 
increasingly clear now that the initial con¬ 
ditions in agriculture shape the future course 
of development m an 1 DC in a profound 
way An agricultural sector developed along 
egalitarian lines permits the simultaneous at 
tamment of growth and equity in several 
ways It peimits high labour absorption 
both in the agricultural sector and in the 
industrial sector to start with This is 
because egalitarian development ol agri 
culture moves more toward land saving 
technology than labour saving technology, 
thus preventing what Tu and Rams called 
‘premature migration' from the rural sector 
and also provides a wider and deeper home 
m irkct for labour intensive mass consump 
lion products which in its rum allows 
the industrial sector to be more labour 
absorptive in the primary import substitu 
tion phasi and to maintain the level of high 
employment even beyond that The width 
and depth ol the home market for mass con 
sumption products have more importance 
tor ihe family ot large densely populated 
inuntruN and their absence in India, for 
example, made he• impott substitution phasi 
quite ineffectual from the point of view ol 
the economv as a whole(17] The case ot 
Japan is interesting Owing to a variety of 
socio ciono.nn reasons, while ownership 
holdings were concentrated in a small pro 
portion ol lgrictiltuial households in the 
tarlv Mti|i pi nod in Japan, operational 
holdings were relatively evenly distributed 
as large holders often let out their lands in 
small parcels This stands in contrast to the 
size distnbunon ot operational holdings in 
India, where in mini regions the skewness 
in the distribution is very neaily the same 
as the distribution of ownership holdings 
In some regions ot India labour saving 
technology has been introduced prematurely 
to strengthen the position of large farmers 
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vis-a-vis the small In Japan, however, the 
bias in favour of labour-intensive techniques 
and small farms based mainly on the labour 
ot peasant nuclear families was maintained 
for long 

Apart from the possible role of egalitarian 
development in agriculture as noted above, 
in a more general sense agriculture provides 
a share of the savings for the growth of the 
economy What the characteristics of her 
agrarian community and other socio¬ 
political features (like the presence of a 
dominant class free from interests m land) 
permitted Japan to accomplish through her 
preservation of the labour-intensive bias for 
long along with an extremely high land tax 
India missed out on both accounts There 
is virtually no tax on agricultural income in 
India Within the scope of our present essay, 
however, the point of immediate interest is 
what set Ihiwan and South Korea going and 
whether they are really going along the same 
way 

Jung and Marshatl[18] have shown the in¬ 
validity of the claim of manv empirical 
studies, based on regression analysis, to have 
established a causal direction from exports 
to growth of output T he causal direction 
may be (indeed it is more likely to be) the 
other way round The question of adequate 
flow of savings to finance the growth ot the 
economy is, therefore, quite crucial and here 
the role of agriculture assumes great impor 
tance The underlying fact of more than 
three decades of development in 'Ihiwan and 
Korea is that, while agriculture played its role 
in this respect eminently well in the case of 
Ihiwan, its performance has been relatively 
inadequate in the case of Korea And that 
made a big diflertncc in the method of 
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financing as well as the structural character 
istics of the industrial sector m these two 
countries, even though they essentially 
belong to the same ‘family’ in the sense of 
Fei Rems and have enjoyed comparable 
growth rates of their respective GNPs Con 
trary to the impression disseminated by 
much of the literature on this subject lr 
recent times, the economic ‘miracle’ of East 
Asia has more faces than one and the emerg¬ 
ing visage of China will add an altogether 
different dimension 

We shall pursue this matter on the basis 
of information reproduced from an other¬ 
wise excellent paper of Sutovsky[19], who, 
however, glosses over the phasewise analysis 
ol development so diligently outlined by 
Fei Rams, Ohkawa and others (tables 2-6) 
One may add to this that in 1980 the 
average length of the work week in South 
Korea’s manufacturing industries was more 
than 59 hours, 16 per cent longer than 
Taiwan’s 51 hours Correcting for that, 
Sutovskv concludes, Duwan’s per capita 
GDP appears almost twice as high as 
Korea’s A cursory glance through the above 
makes it clear that Duwan s achievement 
compares quitt favourably with that of 
South Korea and vet Taiwan accomplished 
it more on the basis of her own resources 
Once again part of the causation tor this can 
he traced to the relative performance of 
agriculture In the post-independence period 
South Korea, too, started with “an egali¬ 
tarian ethos and ituation, and was open to 
advancement by merit, with a population 
that was relatively well educated and achieve¬ 
ment oriented TWo land reforms (in 1947 
and 1950) and the destruction wrought bv 
the war of 1950-53 had left almost all 
Koreans equally poor by 1953’ [20j 
However, there was difference in the initial 
orientation under the colonial regime of 
Japan, the deleterious implications of which 
were not sufficiently overcome during the 
post independence process of development 
The point was succinctly made by Fei and 
Rams[2l] 

Korea has an initially higher industrial 
capital labour ratio than Taiwan- in spite of 
the lower real wage level— and nevertheless 
sports a lower level of labour productivity— 
than Taiwan The cause of this difference 
may be traced once again to the Japanese col 


onial heritage, while the Japanese lavished 
relatively more attention on agricultural 
infrastructure in Duwan they pushed 
industrialisation more heavily in Korea, 
which probably led to a more capital mten 
sive, less innovative industrial structure 
Presumably guided by profit motive, 
given the climate and soil of Korea as com¬ 
pared with those of Duwan, the Japanese 
undertook less irrigation construction and 
made less investment in institutions like 
farmers’ associations, etc, in Korea than m 
Duwan[25] This historical lacuna in Korean 
agriculture has cast a long shadow on post¬ 
independence South Korean development— 
in the method df accrual of surplus for 
financing the growth as well as in the pat 
tern of growth Early in her development 
process South Korea turned into an importer 
of food and the sources ol “cumulative con 
tnbution to investment during transition” 
over 1952-1969 in Duwan and over 1955-1970 
in South Korea were as follows[2lj 
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Scitovsky[19) has some more updated 
figures for the period 1965 1981 laiwan 
financed its entire gross domestic capital for¬ 
mation from 1965 to 1981 out ol domestic 
savings which averaged 28 7 per cent of 
the GNP Kona, on the other hand 
financed less than two thirds of its 26 5 per 
cent average investment out ot a domestic 
saving rate that aviraged onlv 18 6 per cent 
the remainder was financed bv capital im 
ports of which a third was aid ’ Again, 
personal saving rate expressed as a percen 
tage of disposable income (not of GNP) 
averaged 7 6 per cent in South Korea and 
17 6 per cent in Thiwan 
The consequence of this is reflected in the 
respective debt structures, too, as captured 
in tables 5 and 6 What is more, closely 
intertwined with these figures suggesting the 
differing modes of accrual of the surplus is 
the differing patterns of development in the 
two economics While Taiwan’s industrial 
development has been highly decentralised 
that ot South Korea has been toward increas 
ing concentration As Scitovsky mentions, 
between 1966 and 1976, the number of 
manufacturing firms in fiuwan increased by 
150 per cent, while the average number of 
employees per firm increased by only 29 per 
cent By contrast, in South Korea the 
number »f manufacturing firms increased 
by only 10 per cent, while the average 
number of employees increased by 176 f>er 
cent In 1981 the twenty largest South 
Korean conglomerates produced half the 
value added in manufacturing The geo- 
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graphical dispersion of Taiwan’s industrial 
development is also evident from the fact' 
that in 1975 the poorest farmers had 66 per 
cent of their total earnings from jobs off the 
farm and all farm families together had 53 7 
per cent This latter Figure rose to 72 7 per 
cent in 1979 Some reasons for the smaller 
scale, decentralised nature of Taiwan's 
industrial development may be traced to the 
influx of overseas Chinese, who brought 
with them 30 per tent of the total inflow of 
foreign capital and established independent 
enterprises But, as Scitovsky points out this 
explains only part of the story A more 
important direction of causality is that tne 
decentralised development ot Taiwan itself 
explains to a large extent why To wan has an 
impressively high rate of saving tx compared 
with the rate ol saving in South Korea 
Reading such a conclusion into the ruial 
urban development of Taiwan agrees well 
with the finding of Bhalla[22] on the basis 
of Indian data that widespiead investment 
opportunities” promoted rural savings 
If the personal savings late has bten so 
much lower in South Korea than in rowan 
how was the high investment i lit m South 
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Korea maintained’ Partly it was through 
high rate of foreign capital inflow, and partly 
it was through ‘forced saving’ through high 
rate of inflation, selective credit and tax 
concessions and longer work weeks, as 
Seitovsky has clearly adumbrated Between 
1965 and 1981, the consumer priet index rose 
three and a halt times in Thiwan and ter 
times in South Ko,ca, which correspond to 
average annual prue inflation of 8 per cent 
and 15 per cent respectively 

Both laiwan and South Korea have 
acquired a high degree of dependence on 
inltm 1 ’ional trade As small countries with 
n lativclv small domestic markets this feature 
is to a degree well understood Their recent 
attempts to diversify their export products 
and thui destinations will provide them 
some relief in the face of global recessions 
But there is some difference between the two 
countries hert too laiwan with decentralised, 
small-scale industries will have more resilience 
in the face of the ebb and flow of world 
i adc South Korea however with her con 
nntrated investment in highly capital 
intensive entu prises may he more at a dis 
advantige although she may be better 
poised to pint (rate the 1 DCs and act more 
efftctwelv as a sunogaft centre ws a we the 
periphety Indeed sht could partly protect 
heiscll during tht oil crises by acquiring con 
struition conflicts in oil exposing coun 
iries However on top of the dependence on 
the international tconotnv she has an 
accumulated debt buiden In the context of 
tin United States Hyman Minsky[21] 
pointed out how 'he vulnerability ol the 
economy mere iscd with the rise in the debt 
t i tin its rdioollh' films This jdei can 
>e extindtd tv the nc!d ot international 
11 ononnis too South Korea carnes the dtbl 
lu ruen both at home ind abiotel and to that 
extent she Ins to walk more on a ra/ot’s 
<dgi 

I here is another sale ot this coin, which 
lu and Raivspl] emphasised While in the 
erst of limsan ibt agricultural sector pro 
vulcd an important push’ toi industnalisa 
non in the l jsc ot Korea the agricultural 
so tor was puili d dong bv the non agri 
ciiltur ll sector in ihe abstract one mis 
conceive ot the South Korean economy e^n 
luallv operaong like the city s'atts ot Hong 
Kong ind Singapoie importing almost all 
n (pined tgrimliunl goods and depending 
entirely on cepoits However ’south Korea’s 
ipric jlltual scctoi and population are too 
laige relative to the uonomv to easily and 
smoothie permit the hinterland being 
‘dragged along in this manner As Fei and 
Ranis pm it the increasing import inten 
s tv of i ldustiial expmts the heavy foreign 
debt structure the growing food gap tie all 
symptoms of difficulties ahead” 

It follows cktilv from the above why a 
I opt, denselv popul tied country (a member 
of another lamilv) with a typically mori 


bund agricultural sector inherited from 
colonial times cannot hope to succeed along 
the lines of the South Korean economy 
Chne[24] pointed out the fallacy of compou 
non involved in generalising the East Asian 
model, on the basis of the fact that the 
western markets could not absorb the 
exports if all the LDCs had the same export- 
orientation But in what we have said above, 
we Find more thorough-going reasons to 
recognise, first, that the so-called East Asian 
mode) is not monolithic and, secondly, that 
even in a general way it is not reproducible 
everywhere 

In the case of China, for example, the 
absence of historical and geo political hap¬ 
penstances and the desiderata of a large, 
densely populated country for laying the 
foundation of equity-based growth are being 
addressed by novel revolutionary program 
mes and experiments I( is likely that m the 
Final unfolding the Chinese economy will be 
free from both an excessive openness to and 
dependence on the vicissitudes of the 
international economy and a heavy debt 
structure 

Development economics drawing lessons 
properly from experience should, indeed, 
strengthen the position of the method of 
accrual of surplus and its allocation as its 
sornerstonc rather than the narrow approach 
of comparative advantage 
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Culture of Daily Newspapers in India 


How It’s Grown, What It Mean^ 

Robin Jeffrey 


This paper identijies trends in daily newspaper circulations among the 13 major languages in India and speculates 
about how these trends relate to political activity and social change Malayalam, it turns out, is the language 
in which the daily newspaper culture is most elaborately developed and so the first section of the paper focuses 
on Kerala to identify the characteristics of dailv newspaper culture The second section analyses daily newspaper 
circulations in the major languages from 1971 to 1981 and makes tentative suggestions about the significance 
of the growing daily newspaper culture 


‘A GOLD mine has remained unexploitcd” 
enthused publisher Prem Bhatia in August 
1978 about the success of his ness Punjabi 
daily newspaper, Punjabi Tribune, sshich, in 
less than a month, had built a circulation 
of 10 000 copies In the single year, 1977 to 
1978, circulation of Punjabi daily news 
papers rose from 1,19,000 to 2,09,000 a day 
an increase of 75 per cent Bhatia concluded 
that "clearly an untapped reservoir of 
Punjabi readership has been waiting to 
be wooed 1 

The circulation ot newspapers and 
periodicals in India increased remaikably 
after the end of the fcmcrgtncy in 1977 
Betwten 1976, which marked the depths ol 
Lmergcncy censorship and 1981, thtcncula 
lion of daily newspapers in all languages 
rose from 9 1 million copies a day to 15 1 
million an increase ot 65 pei cent In con 
trast in the five veai period 1971 76 daily 
circulations rose only 2 5 per cent (see 
graph) 

The ratio ot daily newspaptrs to total 
population (I shall call it the dailies to 
people ratio DIP) also fell shaiply Between 
1971 72 and 1981 82, the DTP improved by 
a third from approximately one daily lot 
esers 62 men, women and children in India 
to 1 47 This occurred in spite of a 25 per 
cent increase in India s population 2 
Howcstr, among India s 17 major Ian 
guages, the. dailies to people ratio in 1981 
varied strikingly—from 1 4 for English and 
1 19 tor Malayalam to 1132 for Oriya and 
1 170 tor Assamese (sec table 1) Yet the rate 
of improvement in the ratio since 1971 was 
fastest tor Assamtse (about 150 per cent) 
and Punjabi (about 170 per cent) In the 
light of events in Punjab and Assam in the 
1980s the scope for speculation is 
tantalising 

In this paper, 1 have chosen to focus on 
daily newspapers, partly tor simplicity but 
more importantly because they arc the most 
demanding to produce, and usually the most 
political in content, ot the various categories 
of regular publications My interest is in 
identifying trends in daily circulations 
among the 17 major languages and in 
speculating about how these trends relate to 
political activity and social change. 1 

Circulations of dailv newspapers increase 
dramatically as a daily-newspaper culture is 
created Because Malayalam ts the language 
in which this culture is most elaborately 


developed in India, in the first section of the 
paper 1 tocus on Kerala to try to identify 
characteristics of daily newspaper culture. 
1 he second section analyses daily newspaper 
circulations in the major languages from 
1971 to 1983 and makes tentative suggestions 
about tht significance of the growing daily 
newspaper culture 

I 

Diulv-Ntwbpaper Culture 
Ktrala Example 

I he ratio ol Malayalam dailies to popula 
tion in 1981 was roughly one copy for cverv 
19 speakeis of the language The nearest rival 
was Gujarati (1 29), while the all India ratio 
as wc have seen was about 1 43 
Kerala of touisc has been most hteratt 
region ot India throughout the twentieth 
century 4 But a flourishing vernacular press 
requires more than simply literacy Areas 
with literacy figuics at ltast a. high as 
Kerala s do not necessarily generate a dailv 
newspiper cultuie Diuland in 1967 had a 
liicracv rale ol 70 per cent a population 
ncaily twice av great as Kerala's yet daily 
newspaper production of only 7,50000 ' 
Keiala al that time printed more than 
7 S() (XX) copits a dav 

Basic vomiuunications appear to be 


almost as important as literacy for the crea¬ 
tion of a daily-newspaper culture Much of 
the impact of a daily depends on its reaching 
readers on the day of publication—or at 
least close to it Effective distribution is 
essential, and Kerala has the highest ratio 
ot roads to area of any state in India. 6 

Punjab is a still more provocative examplei 
Punjabi daily circulations increased by 192 
per cent between 1976 and 1981, the largest 
of any Indian language Punjab ranks third 
on the road-to area ratio, and every village 
is said to be served by an all-weather road, 
part of a network built to foster the ‘green 
revolution' in the late 1960s and early 
1970s 7 Ramesh Chandar, whose Jalandhar- 
based family owned one of the major 
newspaper operations in Punjab, told a 
seminar m 1979 that ‘thanks to good com¬ 
munications’, most of his papers reached 
esen the villages by noon Nearly every 
village in Punjab, he said, now received a 
daily newspaper In North America, the key 
figure in newspaper distribution had once 
been the postmaster" In Punjab, appro¬ 
priately, it seems to be village milkmen, who 
transport milk into the town before daybreak 
and return after sunrise with the morning 
newspaper 9 

The growth of a daily newspaper culture 
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42 8 
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47 

37 

Ornu 

199 

274 

90 

178 

221 

172 

Puiilibi 

14 1 

19 4 

77 

271 

193 

84 

Tamil 

77 1 

44 5 

908 

956 

42 

47 

Iclugu 

44 8 

52 8 

277 

479 

189 

120 

Urdu 

28 6 

73 8 

776 

734 

76 

46 
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alio depends on technology, on the ability 
to produce large quantities of attractive 
newspapers fast Kerala fascinated European 
Christians, and by the middle of the nine¬ 
teenth century, Malayalam type, developed 
by missionaries, was fairly widely available 
Other Indian vernaculars took much longer 
to develop effective type styles Moreover, 
the depression of the 1930s, the Second 
World War and the import controls of post¬ 
independence governments left India with 
antiquated printing equipment ,u 

After the end of the Emergecy in 1977, 
innovations in printing, which involved the 
use of computers cameras and offset 
presses, increasingly arrived in India Such 
techniques permit livelier-looking news¬ 
papers with sharp pictures and more flexible 
layout If evidence from other times and 
places is a guide, such qualities are important 
for attracting newly literate readers, or 
indeed, old literates, who previously found 
dense columns of type too daunting 11 

The Kerala example, suggests that wealth 
and urbanisation are not essential for the 
creation of a daily newspaper culture 
Ktrala’s per capita income ranks m the 
bottom half among the Indian states, and 
it is one of the least urbanised—18 7 per cent 
against a national average of 23 3 per 
cent 12 But in Kerala, the demand for 
reading material has created its own solu 
tions a wide network of public libraries, 
reading rooms and schools, all of which 
subscribe to newspapers Tea-shop owners 
keep at least one newspaper available for 
customers n People in offices, or even 
agricultural labourers, will congregate 
around a communal newspaper in their free 
time The point is this it people want to see 
a newspaper, they will overcome minor 
problems—like the regular expense—to 
do so 

But what makes people want to read 
newspapers in the first place 7 On the basis 
ol Kerala, I would suggest that politicisation 
—an interest in and knowledge about 
politics—is the key 

In Kerala, an appetite tor political news 
had arisen by the 1920s A dewan of 
Ttavancore, seeking to pass an act to control 
the press in 192S, lamented that the people 
were ‘prone to politics’, that ‘every school¬ 
master in our three thousand and odd 
schools is the centre of a political group’ and 
that consequently ‘the demand for news 
papers is great’ 14 In the 1940s, the Com 
mumst daily, Deshabhimani, was reckoned 
by British authorities to have a circulation 
of 7 8,000 and ‘a most insidious and 
heartening effect' on Communist sympa 
thisers in Kerala 13 By 1960s, Malayalis were 
so addicted to their 32 dailies that on days 
when major political stones broke ‘news¬ 
papers were sometimes available only in the 
‘blackmarket”’ 16 

Literacy, basic communications and 
adequate technology are essential to the 
development of a daily-rfewspaper culture 



But momentous events provide the link 
between these developments and politics— 
the link that seems to send circulations 
shooting upwards People need the stimulus 
of exciting times to hook large numbers of 
them on the daily newspaper habit In 
Britain, the Crimean War provided this urge. 
From the 1830s, the steam rotary press and 
other innovations in printing had made high 
circulations possible 17 But the war—and 
the repeal of the Stamp Duty in 1855—pro¬ 
vided the immediate impulse that produced 
the first steep rises in newspaper circulations 
in industrial-revolution Britain 18 
By thtmselves, however, momentous 
events are not enough In India in 1971, for 
example, the general elections and the 


Bangladesh crisis pushed up daily circula¬ 
tions by 10 per cent (to 9 1 million copies) 
But without modern technology and 
adequate communications, circulations fell 
by 2 5 per cent in the following year 
The ‘Crimean War’ for Indian daily 
newspapers was the 1975-77 Emergency The 
pent up curiosity, and the deluge of scandal 
that came in its aftermath, touched the lives 
of millions of people who had been affected 
by the ‘family planning’ and ‘slum clearance 1 
campaigns Not only did the Emergency 
politicise people, it also coincided with the 
arrival of better printing technology and 
with steadily rising literacy rates (This, of 
course, begs the question of why improved 
printing methods arrived when they did) 
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The all-India literacy rate of 36 per cem 
in 1981 was, however, still 10 per tent lowet 
than Kerala’s rate in 1961 a generation 
earlier Kerala’s example suggesis that daily 
newspaper circulations in most Indian 
languages have room for considerable 
expansion in the 1980s Indeed the per 
formancc ol Malayalam dailies may tell us 
something about possible plateaus of 
circulation in Indn 

In the 1976 81 pcnod M ilayxlam dailies 
rtcordtd the lowest percentage growth 
(33 per cent) ot any of the 13 major 
languages But Malay alam by 1971 had 
alicady achieved a ratio ol 1 daily (oi every 
20 speaktts I at ahead ol ens language 
txetpl 1 nglish Horn such a base, it is 
difficult to show lapid peieenl igt iiiue tves 
even though cm ulalions greys by 2 75 0(10 
eopits between 1971 and 1981 (more than the 
total print-run foi Puniahi dailies in 1981) 
(see table 1) By 1981 the Mai iv ilatn DTP 
ratio had fallen only to I 19 

It appears (hit in rur il seven lies, once 
people’s reading habits ire established a 
ratio ol about one daily to cvcty 20 people 
in the total population is i likely plileau 
Though we have little rehahk intomimon 
about how manv people re id i single news 
paper one oft quoted stuvey in 196162 
estimated six or seven people in tuial 
India w Other estimates cite 10 or a do/tr 
re iders per copy 1,1 11 the re iderslup of a 
single Malavalani daily is 6 oi 7 then one 
daily tor every 19 people vovtis a third ol 
the total population It we confine th' 
estimate to adults (sav 75 per cent of tile 
total population) hall the adult population 
stes a p ipn every day 

It we take the ligutc ol one paper foi evtiv 
20 people as a pi ite iu which other Indian 
vernaeulais rnighi lehieve we see that onlv 
Guiarati (1 27) is close 1 he all India ratio 
is 1 43 Morcovei the langmges of regions 
that have produced the greatest political 
turmoil of the past live vears Assamese 
Punjabi and lelugu -nave among the least 
impressive dailies to ptople ruios in the 
countrv Does this undermine my sugg s 
tions that pohtieis >tion provokes newspipei 
reading f 

II 

Daily Cirr»lalion*s hy Languagi 

The average percentage insreasc for all 
Indian dailies between 1976 and 1981 21 
was 64 per cent but the mean between 
Malayalam’s ’low’ 33 per cent increase and 
Punjabi’s high ol 192 per cent was 80 Six 
languages—Bengali, Hindi, Oriva Punjabi 
Telugu and Urdu—exceeded the mean 

For purposes ol analysis, 1 havt divided 
the 13 languages into four groups Thret 
languages—Hindi Urdu and English—are 
in one way or another national languages 
spoken in a number of states Because Tamil 
alone has shown an increase m the ratio of 
dailies-to people between 1971 and 1981, I 


have placed it in a separate category Ail the 
remaining languages show declines in the 
DTP ratio Four languages—Assamese, 
Gujarati, Punjabi and Telugu—are spoken 
in states gnpped by notable political 
upheaval in the 1980s The remaining 
languages all show a growing prevalence of 
daily newspaptrs, but their specific con¬ 
ditions differ 

- the ‘ national’ languages English, Hindi 

and Urdu 

- the tempestuous improvers Assamese, 

Gujarati, Punjabi Telugu 

- thi Quia Improvers Bengali, Kannada, 

M dayalani M u at hi Oriya 

- th lalterer 1 mill 

‘NaIIONM. lANGUAC.IS 

Perhaps the most surprising aspect is that 
Urdu appear to flounsh Most observeis 
I think, have a picture of Utdu as a failing 
language in India the script ot an uncertain, 
unsetilcd Muslim minouty Yet the circula 
turn ot Urdu dailies increased strongly—bv 
95 per cent in the 1976-81 period (table 3)— 
and the numbci ol Uidu speakers pci thou 
sand Urdu drilu s appears to have improved 
from I 76 m 1071 to 1 46 in 1981 (table 1) 
In 1981 there were about 100 Urdu dailies 
in Indn nciily all ot them originating 
from Jammu and Kashmir (23), Andhra 
Pr idtsh (.20) Bihai (19), UP (18) Maha 
lashtra (13) and Punjab (13) ” Urdu is one 
ol only loui languages lo have inueased its 
circulation of dailies in every sear since 1968 
(Hindi Orisa ind Punjabi are the others (see 
table 5) M tlayal un and Telugu have grown 
in every Sear evept 1981 ) 

I hough Hindi is the national language 
spoken hy in estimated 40 pet cent ot the 
population Hindi dailies surpassed English 
d uhes in circulation only in 1979 32 years 
illei mdipciiJcn t Since then however the 
e ip fias ineiiasmj.lv widened Hindi ciicula 
lions huge ihe id while f nglish circulations 
aeiu illy tell in 1982 

II the I 19 DIP ratio of Kerala is anv 
guide Hindi newspapers have the potential 
tor imn ensc expansions The Hindi DTP in 
1981 w is I 74 Vet it was an improvement of 
87 per ceni sniei 1971 whtn the figure was 
1 138 Only Punjabi and Assamese have 
shown such i pronounced percentage ini 
provcrrieiit in availability 

No langu ige however—not even Mala 
valam- vet ipproathes English in the 
availability ol d nly newspapers to speakers 
In 1981 this ran at approximately one daily 
lor every 4 English speakers However, like 
Malavalani the Lnghsh DTP had improved 
only slightly in ten years, from 1 5 in 1971 

It is tempting to speculate about the two 
wav relationship between growing circulation 
of Hindi dailies and the growing Hindu 
consciousness’ that, for many observers, was 
the key feature of the 1984 elections It is 
wtfrth emphasising that the circulation 
increases preceded the political event The 
near-doubling of Hindi daily circulations 


took place between 1976 and 1981, an addi¬ 
tion of 1 8 million copies a day (table 1) 
Have the Hindi speaking masses been 
"discovering a new glory in the print eleva¬ 
tion of [the] language they ha[ve] humbly 
spoken all along’’ 12 ’ 

THE FALTEREK 

Of all languages, only Thmil shows aa 
increase m the daihes-to-people ratio—from 
I 42 in 1971 to 1 47 in 1981 (table 1) Circu¬ 
lation of Ihmil dailies has fluctuate# 
uniquely I rom a high of 9,08,000 a day in 
1971, it fell by more than 25 per cent to 
6,72,000 in 1976 In the five years from 
1976-81, Tfcmil dailies increased their circula¬ 
tion by 42 per cent, the lowest increase for 
any language except Malayalam However, 
in 1983, Tfenul dailies recorded an increase 
of nearly 30 per cent m circulations, rising 


1 sni r 2 1 in k s< v uv Sr/vits, 1971 and 1981 
(Per ( cm of Total Population) 


State 


1971 

1981 

Andhra Pradesh 

24 6 

29 9 

Assam 


28 2 

na 

Bihar 


199 

26 2 

Gujaral 


35 8 

43 7 

Haryana 


26 9 

361 

Himachal Pradesh 

32 0 

42 5 

tammu and Kashmir 

18 6 

26 7 

Karnataka 


315 

38 5 

Kuala 


604 

704 

Midhya Piadesh 

221 

27 9 

M tharashua 


39 2 

47 2 

Manipur 


32 9 

41 4 

MtghaUva 


29 5 

34 1 

N igalaud 


27 4 

42 6 

Orissa 


26 2 

34 2 

Punjab 


31,7 

409 

Rajisthin 


19 1 

24 4 

Sikkim 


17 7 

34 1 

Timit Nadu 


39 5 

46 8 

Iripura 


31 0 

42 1 

Unar Piadesh 


21 7 

27 2 

West Bengal 


33 2 

409 

Delhi 


56 6 

61 5 

All India 


29 5 

36 2 

I VHl 1 3 

DVIIV ( IKC l 1 AllONS BV 

1 

\NC I'AC.t 

1976 81 


l irigudge 

t ire 1976 C ire 1981 

Per Cent 


COOOs) 

( 000s) 

Increase 

Assamtse 

36 

62 

72 

Buigdi 

586 

1059 

81 

t nglish 

225V 

3355 

49 

Guj iran 

782 

1145 

46 

Hindi 

1918 

3684 

92 

Kinnada 

157 

556 

56 

M llavalam 

1042 

1386 

33 

Mamhi 

861 

1399 

63 

Oriya 

97 

178 

84 

Punjabi 

79 

231 

192 

Tamil 

(.72 

956 

42 

Telugu 

216 

439 

103 

Urdu 

376 

734 

95 

Total 

9281 

15184 

64 


Source "Press m India ’ 
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to 10,67,000 copies a day 

Why should Ihmil daily circulations stut 
ter in this way 7 Does the explanation lie in 
the apparent stability of recent Tamil 
politics 7 In the readiness of Tamils to leave 
government to the charisma of the unema 
vta M G Ramachandran 7 Or in simple 
statistical lapses which were remedied in 
19837 

It does appear, however that Tamils are 
magazine rather than daily newspaper, 
readers In 1983, Tamil Nadu led all the 
states in the circulation of weeklies 
(22,64,000 copies) 14 

Tamil periodicals devoted to ‘religion and 
philosophy* also seem disproportionately 
numerous There were 142 in 1983, exceeded 
only by Hindi and English Contrary to my 
expectations, film magazines are not excep¬ 
tionally important in Tamil Nadu The 37 
Tfcmil film magazines were exceeded by 
Malayalam (45) and Hindi and English 21 
Andin total circulation of film periodicals, 
Hindi, English, Malayalam and—notably, 
though perhaps not surprisingly—Tfelugu all 
exceeded Tamil’s 1,10 000 copies 26 

ILMPESTUOUS iMPROVt KS 

Assamese, Telugu and Punjabi all stand 
out for their rapid rate of increase in the pro 
duction of dailies However, the actual 
number of newspapers produced each day 
remains low, and the ratio of dailtes-to 
people is high 

Gujarati on the other hand, continued to 
hold the second lowest DTP ratio, exceeded 
only by Malayalam But Gujarati circula¬ 
tions increased at a faster rate than Mala 
yalam between 1976 and 1981 (46 per cent 
to 33 per cent), and between 1971 and 1981, 


Tabif4 Cimakmi and Mai asm am 
Daii its to Prom Raho 



1971 

1981 

jujarati 

1 38 

1 27 

dalayalam 

1 20 

1 19 


Gujarati narrowed the gap between it and 
Malayalam by 10 people per newspaper (see 
table 4) 

The state of Gujarat satisfies many of the 
criteria one would expect to find m an area 
where newspaper circulations rise notable 
economic development, thousands of people 
going, and returning from, overseas, literacy 
figures above the national average There is 
money, curiosity, leisure and literacy 

How these qualities feed into the com 
munal, and anti reservation, riots of the 
1980s, one can only speculate However, it 
is worth noting that newspaper offices have 
been a target of attack 2 ' and that 
newspapers have been blamed for inciting 
riots (particularly the ami reservation 
riots) 28 Similarly in Punjab, newspapers 
have long been accused of increasing com 
munal tension’ 27 

What we do not vety well understand is 
how such processes work Docs an increase 
in the number of newspapers increase the 
tensions 7 No doubt months or years ol 
newspaper reading has played a part in 
developing such cxplosivcntss I here is a 
beguiling logic in the idea that the more 
newspapers in circulation, the moie quickly 
and thoroughly stories will spread 

Assamese circulations have fluctuated but 
between 1970 and 1980 they have increased 
by 200 ptr cent Assamese still appears to 
have the highest ratio of dailies to popula 
tion (1 170) in India However, the numbti 
of Assamese speakers is impossible to ascer 
tain Figures are not available even from the 
1971 census, and as is all too well known 
the population of the state of Assan contains 
a significant proportion of Bengali speakeis 
The ratio of Assamese dailies to Assamese 
speakers is undoubtedly lower than these 
figures indicate 30 

The figures for the “tempestuous nn 
provers” suggest to me that rapid increases 
in daily circulations may be a predictor of 
political change In Andhra Pradesh and 
Punjab, daily circulations shot upwards 


before either the emergence of N T Rams 
Rao and the Tfelugu Desam or the regularuec 
killing with which Jarnail Singh Bhindran- 
wale became associated Even Assam saw a 
notable increase of 15,000 (43 per cent) in 
daily circulation between 1976 and 1979— 
before the anti-foreigner’ campaign began 

Quiet Improvers 

Marathi daily circulations have fluctuated 
in the 1980s They fell by more than 10 per 
cent between 1981 and 1982 and a further 
3 per cent m 1983 Yet over the 1971-81 
period, the Marathi dailies to people ratio 
has improved 

The fall in daily circulations in 1982 is 
perhaps related to the lengthy textile strike 
in Bombay Of all publications produced in 
Maharashtra, 77 per cent of circulation 
originates in Bombay If the strike drove 
thousands of workers back to their villages, 
Bombay dailies may have lost readers Rural 
Maharashtra, not well endowed with 
roads, 11 appears to lack Punjab’s 
milkmen cum newspaper carriers 

In 1981, Bengali and Kannada had daihes- 
to people ratios of 50 and 46 respectively 
Both have improved by a third in ten years 
Like Marathi, however circulations fell bet 
ween 1981 and 1982, though dailies in each 
language regained some circulation m 1983 

Why should circulations hrfvt fallen lor 
most languages in 1982 7 No doubt each 
language aica has explanations specific to 
itself Punjabi and lelugu circulations 
presumably rose to keep pace with the 
political excitement in Punjab and Andhra 
Pradesh Because both languages still have 
high people to daity ratios they still have a 
large pool of literates from which to draw 
Hindi, Otiya and Lbdu may have risen for 
the same reasons 

In the ease of IJidu, however one might 
speculate that the pioportion of Urdu 
literates has increased in recent years The 
reason for such a suggestion lies in the fact 
that the dailies to people ratio is similar to 
that of languages where circulations have 
fallen It the DTP ratio is significant, Urdu 
circulations should also have levelled off 
The fact that they have continued to rise 
strongly perhaps suggests that larger 
numbers of Muslim children are becoming 
literate Gould this result from increased 
funds from wealthy Arab states for Muslim 
educational chanties 7 

Malayalam circulations rose because 
daily newspaper culture is entrenched, arid 
proprietors in Kerala compete to sell 
newspapers in a way that is probably unique 
in India 

Inconclusive Conclusion 
Plateaus and Politics 

i 

It is noteworthy that all the languages— 
except Assamese—in which daily circula¬ 
tions fell in 1982 had dailies-to-peoplc ratios 
about the same as the national average of 
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Language 

1976 

1980 

1981 

1982 

1981 

Dailies to 


(000s) 

(000s) 

((100s ) 

( 000c) 

1 000s) 

People 

1981 

Assamese 

16 

73 

62 

48 

7 0 

P0 

Bengali 

586 

948 

1059 

1044 

nn 

s0 

English 

2259 

1089 

1155 

1072 

1349 

4 

Gujarati 

782 

1061 

1145 

1050 

1099 

21 

Hindi 

1918 

3644 

3684 

3797' 

4517' 

74 

Kannada 

157 

517 

556 

489 

491 

46 

Malayalam 

1042 

1423 

1186 

I419 b 

1528 

19 

Marathi 

861 

1214 

1199 

1266 

1229 

17 

Oriya 

97 

151 

178 

205“ 

227 1 

132 

Punjabi 

79 

211 

211 

283“* 

102 J 

84 

Tamil 

672 

971 

956 

825 

1067 

47 

Telugu 

216 

467 

439 

477 b 

630 b 

120 

Urdu 

176 

622 

714 

716 J 

940* 

46 

Total 

9281 

11390 

15184 

14711 

16584 

A\ 43 


Notes' 4 Continuous rists b C onlinuous uses except for 1981 
r Source “Press in India’ 


riWW tffib'fm there U « 
plateau— about one daily newspaper for 
every 40 speakers—on which circulations 
stall What takes them on to the levels of 
Malayalam or, indeed, English’ 

English, of course, is special, since 
virtually every English speaker is literate 
Moreover, English speakers are much more 
likely to be urban (solving the distribution 
problem) and middle class (able to afford 
newspapers) The example of English raises 
questions about the extent to which increases 
in newspaper circulations reflect increases in 
the sire of a middle class with a significant 
disposable income Yet anv attempt to make 
such a simple equation is challenged a( once 
by the example of Malayalam lo be sure 
there is a prosperous middle class n Kerala 
but it is no larger than that ot olher language 
areas 

In Kerala, daily newspapei culture is 
entrenched in reading rooms librines and 
the daily piactices of millions of people 
These have arisen over the past sixty jcais 
partly in response to the tact that increasing 
numbers of Malayahs were enmeshing than 
selves in politics Inttnsc political involve 
ment coupled with glowing rates of hteraev 
leads to growing duly newspaper aicula 
lions if ihe equipment ind the 10 id 
networks are iv ul tble lo produce ind 
distribute the riewspipers Momentous 
events also seem lo he necessary to provide 
the ‘kick that stairs ureul itions climbing 
Until ill these conditions ire satisfied il 
seems that ihc UjiIs to people nno st ills rt 
ircuind 1 40 I he nexi plale tu scans u> lie 
il iround I 20 the leva of Mails il mi and 
a genuine duly niwspipcr culture 

As a concluding eautiem howcvci vi 
need lo note rfnl this discussion rel tie 
almost entirely to Indus pie television ei i 
Vkidespuad television e inie oils in 1982 
with tht Asitn Ciames iri New Delhi Does 
the spit ul ol television luve the pole mill 
to make daily new sp ipe t u'lui urelev un¬ 
to alloss peoples to lc ip lion I In Sun md 
\< »v of 111 i Hot hi st ices ol uiinn uniealton 
mil n i i\c directly it DuitiUi in cl DiiIUh ’ 

Nol< s 
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DISC USSION _ 

‘Outsiders’ on ‘Internal’ Issues 

Vasudha Dhagamwar 


TO my knowledge, Gautam Navlakha has 
written twite in the recent past on the 
Muslim Women’s Bill (MWB) In EPW of 
September 17, 1986, his article is called the 
‘Muslim Women’s Bill A Postscript' and in 
Hans, a Hindi magazine, it is called ‘Andha 
Yug' or ‘Blind Era' (December 1986) I 
would like to comment on both as well as 
on the wider issues involved 

Navlakha’s ‘Postscript’ begins well, he 
gives a rapid analysis of the judgment in 
Mohammed Ahmed Khan vs Shah Bano 
and makes the point that the decision to 
upnold maintenance to Shah Bano could 
have been supported by muslims while pro 
testing against the views expressed by the 
supreme court about the Quran Navlakha 
also notes that the Muslim Personal Law 
Board (MPLB) had, for the first time, 
become a co-petitioner in the case though 
this was by no means the first case in which 
muslim divorced-wtves had approached the 
supreme court for maintenance under S 125 
of the criminal procedure code and been 
awarded the same 1 

However, Navlakha does not spell out the 
significance of the MPLB’s action 1 his au 
clearly indicates that the board was deter 
mined to make an issue of the law poin' 
before the court viz, applicability of S 125 
to all Indians regardless of their religion 
Navlakha has rightly praised the CPI(M) foi 
its unwavering opposition to the bill But, 
he has neglected to mention that (1) the 
CP1(M) too had not always taken so clear 
a stand on minority communalism, (2) the 
Delhi marxist women preferred to stand 
alone rather than co-operate with non- 
marxist women groups and thus weakened 
the fight against the muslim women’s bill 
But we shall let that pass It is thereafter that 
Navlakha falls into several errors It is no 
consolation, indeed it is quite the opposite, 
that many others, notably the "liberals", 
share his confusion 

Tb Navlakha, non-muslim opponents of 
the bill are divisible in two categories— 
marxist and communal hmdus The chns 
dans do not figure anywhere m this classifi¬ 
cation and the Akali MP Rangowalia, had 
in any case supported the bill and con¬ 
demned ’majority interference in the internal 
matters of a minority’ Navlakha's stand, 
which follows logically from this classifica 
tion, is that only marxists may criticise the 
bill Any non-marxists who did so were by 
his definition doing it solely on communal 
grounds One may well ask How many 
marxists are there in India 7 How much noise 
can they make 7 What are their credentials 
.ftir denying others the right to speak foi 
themselves 7 

In his article in Hans, Navlakha has gone 
even further He has described all hmdu 
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(non maxist naturally") opponents of the 
bill as descendents of Godse What' All of 
them 7 Does Navlakha realise the implica 
tions of such a statement for other political 
murderer’s 7 Had Gandhi been killed by a 
non hindu, would he have anathemised that 
murder's community in this sweeping 
fashion 7 

Worse is still to come however Marxist 
and hmdu (communal or otherwise) are not 
mutually exclusive categories Any first year 
student of Aristotelian logic would have 
pointed this out In the absence of a uniform 
civil code, we are all governed by the per¬ 
sonal law of the community in which we are 
born, regardless of the state of one’s religious 
beliefs So even a marxist is a hmdu/ 
muslim/chnstian Either Navlakha must 
admit that all hindus —marxist or not—are 
not communal oi he must be prepared to 
accept that hmdu marxists arc also com¬ 
munal by the fact of being hindus' Many 
marxists are even practising hindus Sharad 
Paul, a prominent C. PI(M) leader performed 
Satankrit Kanyadan of his daughter (l e, a 
wedding with lull rituals) in the 1970s, Jyoti 
Basu visited a temple in his ancestral village 
m Bangladesh and took prasad, something 
to which marxists did not take objection 
Even Navlakhi will not escape his cat ‘o’ 
nine tails How does he fancy bung called 
a descendent of Godse, I wonder' 

While not hesitating to brand all hindus 
who opposed the bill as communal Navlakh i 
has (alien over backward to exonerate 
Shahabuddin from the same charge His 
reason is that sometime ago Shahabuddin 
had introduced a bill m the Lok Sabha for 
giving muslim women a share in their 
ancestral agricultural landed property 
(Hans)— Navlakha does not say what hap 
pened to this bill But this example does the 
reverse of what he set out to do Why a bill 
only for muslim women? Especially, when 
as Navlakha points out, no Indian women 
of any religion is given this share 7 We do not 
have separate electorates, and Shahabuddin 
does not represent only muslims The bill he 
introduced is only a further proof of his 
communal thinking Yet Shahabuddin 
himself may fling this epithet at all and 
sundry and they withdraw in disarray 

When the Muslim Women s Bill was being 
hotly debated, Shahabuddin wanted to know 
what concern it was of the hindus if muslim 
divorcees were not given maintenance by 
their husbands but by their parents or waqf 
boards Ifchir Mahmood, that mercurial 
scholar, went on record saying as muslims 
do not give away their daughters in marriage, 
the girl is only temporarily transferred to her 
husband After divorce, she only returns 
home to her parents S S Gill, a retired sikh 
IAS officer, wrote an article about non- 
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muslims taking undue interest In the neigh¬ 
bour’s wife, a sentiment duly endorsed by 
Shahabuddin These statements were not 
picked up for their communal and anti- 
women content Even feminist groups who 
have done so much to expose bride-burning 
and dowry deaths—which is nothing other 
than taking an interest in the neighbour’s 
wife—did not react Even more dangerous 
is this perception of women as wives and 
daughters Women vote as citizens, not as 
appendages ot their menfolk A woman’s 
full name has to be on the voters' list She 
does not vote merely as the wife of X If it 
needs to be said even at this late stage, let 
me sav it Indian women are citizens, first 
and last As such, they have every right to 
demand protection from the constitution 
regardless of their religion or caste 

The so-called non muslim liberals were 
not prepared to speak up against the bill 
because they were afraid to being called com 
munal This fear too arises because women 
are seen as appendages rather than citizens 
Naturally it is more important to listen to 
the master than to his possession, even if it 
is another human being 1 his tear practically 
stifled the voices of our so called intclligen- 
sia, when the debate was at its most critical 
stage It was more important to them not to 
be seen as communal than to strengthen the 
hands ot those muslim men and women who 
opposed the bill Muslim fundamentalists 
cleverly exploited this weakness ot the 
“liberals' and castigated any intei venuon by 
non-muslims in the debate as ‘communal” 

1 iberals on their pai t played right into the 
hands of fundamentalists The late Hamid 
Dalwai used to say that reformist muslims 
had two enemies—muslim fundamentalists 
and hindu liberals The sorrv performance 
of liberals over the bill clcarlv illustrates his 
point 

As foi the fear of being called communal 
on account of being a non-muslim, let me 
refer Navlakha to muslim activists, who have 
no sympathy with us for such fears “So 
what 7 ” I was asked by Anwar Rajan of 
Pune, Vazir Patel of Amravati “They call 
us Kafirs We have not given up Why should 
you fall into this trap' This is no excuse for 
not speaking out” 

The question of Shah Jahan Aapaa, a 
woman grassroot worker from Delhi, though 
less scathing, was more poignant She 
wanted to know why muslims were only 
mentioned when communalism was being 
discussed—mind you, this was at a meeting 
when hindus were being blamed for all com¬ 
munalism “Do we have no other problems 7 
Do not we have to give dowry 7 Are not out 
daughters harassed and divorced 7 Why do 
you look onljt at Hindus 7 " The liberals 
have no answers They keep quiet out of 
cowardice. Their definition of the muslim, 
especially over the bill, was communal and 
male chauvinistic Like the government they 
too defined all muslims as men opposed to 


(/ ' * ' 

, >* t* ' 

ECONOMIC AND POLITICAL WEEKLY April 4, 1987 


the bill If this is our only understanding of 
liberalism, I wish to have nothing to do with 
it But then this is not my understanding nor 
that of many others I shall return to this 
point later 

Unlike Navlakha (Hans), 1 also do not 
think it is necessary to flash one’s secular 
credentials by enumerating evils in othci 
communities when taking up a problem in 
a particular community This simply diffuses 
the focus of the discussion If one talks of 
sati, there is no need to mention instant talaq 
and vice-versa 

TWo quick responses to Navlakha’s quote' 
from my article 

(1) I do not think that my statement—'A 
handful of people claiming to speak on 
behalf of 11 per cent” is either wrong on 
facts or biased Had I said—that all muslims 
or even all muslim men supported the bill, 
that would have been communal And 
indeed that was the position of the ‘liberals” 

(2) “Relentless” perhaps lam 1 he police, 
the jail and the distntt courts have found 
mi so The campaign against the Shah Bano 
judgment was also rilentless 

(3) Yes I do find in the wntings of people 
like Shahabuddm and lahir Mahmood 
reasons for thinking that fundamentalists 
want hmdus to gise up everything hindu 
Whin the reasons for thi low number of 
muslim children in schools was bung 
debated in the press Shahabuddm said that 
unless hindu mythological stories were 
removed from the texts muslims would not 
like to send their children to general schools 
Tahir Mahmood who is reputed to have 
drafted the bill has advised hmdus to give 
up all their laws, adopt a secular civil code 
and then wait for minorities to follow when 
thevwill In the face ot tacts he also insists 
than none of the minorities want a uniform 
civil code Ambcdkar was no upper caste 
orthodox draftsman of the hindu code He 
made many radical changes in the Shastric 
hindu law More are certainly needed but 
there is no propriety in Mahmood saying so 
So deadly serious is he that he does not see 
the contradiction in asking tor a Hindu 
Secular ( ode lor if it applies only to hindus, 
that is exactly what it will be’ 

To return to tPW Apart from ‘dividing’ 
Indian non muslims into maixist and com 
munal hindus Navlakha introduces yet 
another category to wit feminist Like 
marxists, this too is a term with favourable 
connotation and which is why Navlakha has 
pulled his punches when dealing with my 
articles which were published in the Times 
of India He has not quite got round to 
calling me communal, and has made do with 
the negative “not secular” While 1 am 
grateful to him for this courtesy, I wonder 
whether he and I use the term feminist in 
the same way Many feminists (both female 
and male) seem to take the position that a 
woman is always the victim, always blame 
less The intellectual contortions performed 


by them to shift the blame on the men in 
every case where the mother in-law has 
harassed that daughter in-law illustrate this 
point On the other hand, I do not believe 
that one is born in the right (or in the wrong) 
simply by the accident ot belonging to a par¬ 
ticular race, religion caste, sex or even 
nationality 

I would like to elaborate on this situation 
In the discussion that follows, a certain 
amount of simplification has inevitably crept 
in Were I to go into all the permutations 
and combinations of the perceived and the 
perceivcr, the syntax would become far too 
tortuous and confusing This is not really 
the place for that discussion 

There are at least two ways of reducing 
a person to what are called his or her pro 
pertics (accidental features are with the 
person for his/ her life time) Others may do 
so and that person may do it to himselt or 
herself Thus, others may see me exclusively 
as a womau/black/white/jew/muslim/ 
hindu/tribal/scheduled caste or I may sec 
myself equally exclusively as woman/black/ 
white/jew/mushm/hindu/tribal/schcduled 
caste These exclusive perceptions were seen 
in the past to put that perceived person 
torever in the wrong if the person was a 
woman of coloured or a jew or tribal or 
‘lower caste’ By contrast the male of the rul 
ing racial/religious groups was seen as 
always in the right The perception is now 


reversed for certain groups, mostly activists 
Those seen as always in the wrong are now 
perceived as always in the right and vice- 
versa There is a very thin line between the 
two sets of situations Either situation 
reduces the person perceived (whether by 
self or others) to nothing more than that 
characteristic. If I claim that I am always the 
victim because I am a woman, then I also 
deny that 1 am responsible, I can be rexpon 
sible for what 1 do Ironically, what op¬ 
pressors of women have been saying so far 
is precisely this that women are inferior 
creatures, not to be given responsibility for 
their lives' 

If others perceive me in terms of one 
characteristic, I can fight this perception, 
though many oppressed groups have been 
kept oppressed because they accepted these 
pejorative perceptions, notably the women 
the world over, and 'untouchables' in India 
But one can fight and the above mentioned 
groups are beginning to do so On the other 
hand, persistent perception and aggressive 
projection ot one’s own self in terms of one 
property or characteristic has most damag 
ing consequences, for outsiders are not really 
concerned to challenge this self-perception 
On the other hand, it encourages others to 
perceive one only in terms of that property 
One need hardly add that such perceptions 
are not complimentary to the perceived If 
I insist that all I am is coloured/female/ 
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hindu/mushm/scheduled tribe/scheduled 
caste, it may yield some temporary advan¬ 
tage When I am in a difficult situation, 1 
can always say I was singled out or impli¬ 
cated because I am female/co loured/hmdu/ 
mushm/srheducled tribe/scheduled caste, 
which indeed is sometimes the case, but cer 
tainly not all the time (unless, of course, one 
believes that woman/coloured/hindu/ 
muslim/scheduled in be/scheduled caste, are 
never m the wrong, going back to square 
one) I may perhaps even get away with my 
accusation But I am very much to blame 
if others do not then see me as an individual, 
a rounded personality, but only as a female/ 
coloured/hindu/muslim/scheduled tribe/ 
scheduled caste, for I have pushed that one 
particular characteristic under their noses 
and into their consciousness In other words, 
I have overplayed my hand 

There are women who will not give up our 
claim of being full human beings, of being 
as capable of doing right as we are of wrong 
Nor will we allow anyone to reduce us to 
anything less than full human beings Just 
as important, we also do not deal with other 
people in those terms 

The ludicrousness of such a simplistic, un 
critical way of deciding who is in the right 
is exposed from time to time Till 1967, the 
English liberals were unashamedly pro Israel 
as the jews were perceived as underdogs As 
soon as they won the six day war, a start! 
ing change occurred in the thinking of the 
liberal intelligentsia How could the under 
dog ever win and remain the underdog’ 
Therefore, the liberals now began to support 
the Arabs equally without reservations This 
sea change was analysed and written about 
in English journals It is not a lignum of 
my imagination 

Our liberalism, like so much else, is 
inherited from the British, so are our 
responses Tfcke the case of the Indian going 
to the western countries, i e, to the white 
man’s land Criticised at home (and often 
rightly) for his prejudices, nepousm, brutality, 
and corruption, he suddenly becomes a poor 
innocent, simply because he is brown At 
home, wherever stratification has entered 
tribal societies, tribals are exploiting fellow 
tnbals as mercilessly as outsiders Any 
activist or thinker who shrinks from pom 
ting out these facts is failing to do his or her 
duty to those who are their primary respon 
sibihty namely the oppressed groups regard 
ess of their caste, class, creed, sex or 
nationality It is this constant awareness of 
this duty to the oppressed that, to my mind, 
defines the liberal It is in this sense that one 
aspires to be one, and one hopes one shall 
always have the courage to speak up regard¬ 
less of the bouquets or brickbats 

It is entirely true that one's roots, even the 
‘properties’ one is born with have a great 
deal to do with one’s development as well 
as understanding of one s self and of one’s 
identity It is also true that one draws com¬ 


fort and substance from bangs like oneself 
The parameters and significance of this fact 
will certainly have to be explored separately 
At this place, one may only make a few 
points briefly Who is an outsider, who is 
an insider, depends on a large number of fac 
tors including one’s geographical location 
When we are at home or ‘inside’, one's group, 
the number that forms the insiders shrinks 
The ‘sons of the soil’ (for employment) were 
first defined in terms of states, then districts 
and now villages' On the other hand, when 
we move away, the number of insiders swells 
We are never more Indian and less Gujarati 
or Bengali than when we go abroad Fven 
the sub-continentals suck together The most 
classic example is of the astronaut who 
exclaimed on seeing the earth from space— 
“we are beautiful just beautiful” He was an 
earthman the whole earth was his home and 
we were all his people- at that moment, for 
that moment Thus the perception of what 
constitutes one's roots, one’s own people, is 
extremely elastic But surely, this perception, 
this need to have roots must enrich and 
strengthen our personality rather than stifle 
it It is or should be something from which 
one goes out to others rather than something 
that makes one cling to a mental ghetto 

I trust I have replied to most of Navlakha s 
points I would now like to make a separate 
observation of mv own Running round all 
these trees and seeing hmdu commuriahsts 
under all of them we have lost sight of the 
woods The ba c question is quite simple 
Are we all uti/cns of India or is our identity 
to be only in terms of our religion ot caste 
and perhaps language as it was in the pre 
British days 9 In democratic India, shall we 
go one step backward and define women 
solely as wives 9 Is there to be no national 
debate on social and political problems 9 
Is our constitution to be supreme or is 
everything to be left to ‘internal’ wrangles 9 
Do we accept the principle that communities 
are above national interventions and general 
public opinion 9 How will we then inttrfcrc 
in caste wars’ For there too most of us will 
be outsiders Equally brides must go to their 
deaths mutely, for after the marriage even 
their parents arc outsiders 

If no ‘outsider’ may speak up, this will 
also silence the press I«t us remember 
Sulekhabi of Kerala, whom the Jamat had 
ordered to be flogged Neither her husband 
nor her muslim lawyer could make tht 
Jamat change its collective mind What 
worked was the extensive bad press that the 
Jamat received Where would Sulekhabi 
have been without the press 9 How mdispen 
sable has been the role of the press in 
preparing public opinion against dowry 
harassment 9 

If the first step is to silence national 
debate, the next step would be to demand 
the separate courts separate electorates, 
separate laws The ninth Islamic court for 
deciding matrimonial cases was set up in 


Ahmedabad a tew days ago, reports the 
Indian Express of February 2, 1987 The 
report says this is in retaliation to the move 
to enact a uniform civil code These courts 
have also been set up in Maharashtra, 
Orissa, Assam, West Bengal, Madhya 
Pradesh and Delhi Can we allow this 9 There 
are many of us who do not want any of this 
and we shall resist it We do not accept that 
only a particular religious caste group may 
speak about its ‘internal’ matters This will 
always mean that the oppressors will speak 
and the oppressed will suffer in silence. We 
do not accept the argument of ‘internal 
matters’ 

The words ‘communal’^ 'anti secular’ have 
become purely emotive terms of abuse Thus 
Shahabuddin has described those who have 
opposed his call to boycott the Republic Day 
celebrations as ‘anti secular' A young child 
of my acquaintance had just learnt the world 
‘selfish’ She began to use it just as people 
who should know better are using the words 
‘secular and ‘communal’ "Give me your 
share of the cake”, said she to her brother 
“otherwise I shall call you selfish’ We 
laughed at her But the other misuse of 
words is much too deadlv for laughter 
Secularism, democracy, are not so many 
words If we want to live by them, as wc do 
we have to work for them 

Had the Muslim Personal law Board 
became a co respondent with Shah Bano 
rather than a co-petitioncr with lur 
ex husband had the board pulled up 
Mohammed Khan tor filing his writ peti 
tion the controversy would not have arisen 
at all When muslim organisations and 
individuals reaettd strongly to the call by 
Shahabuddin, Suleiman Sait, and Baban 
Masjid Movement C oordmation Committee 
to boycott the Republic Day function there 
was no occasion for anyone to speak Hardly 
anyone has spoken except to flay the Janata 
party for its spinelessness But it simply can 
not be accepted a> a principle that all pro 
blems are to be understood with reference 
to religious/racial groups and no ‘outsider’ 
mav speak about them Wc arc all citizens 
of India I his status is not negotiable Our 
other characteristics are secondary They 
must enrich the social fabric, rather than cut 
it into tiny rags by acting as numeious pairs 
oi scissors 
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Vers less C ISIS conic up M the 'supreme C nun 
1 here are many others which are resolved at 
the High Court and Distnct Court levels 
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The business 1h.it i* Hindustan levi r is 
today over a hundred yearc old 
Consumi r product'- have made the 
C ompany s name a household word It is 
now moving in a new direction trom the 
consumer s home to the core set tor ol 
India s et onomy 

Directions for growth 

Todays t inphisi' is cle.nlv on the high 
lei h areas of ri iliori ll prinritv Over 60 
pc r i pnl ol Hindustan I over s investment 
in fixed as el. tcprest nls core sector 
busine.s im hiding industrial and 
agricultural < htrnu lls 

Using science with sensitivity 

The. C ornp my ‘ RS.OI ontre lia built 
ovt r a quarter rc ntury of invaluable 
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needs It achievements inr ludo 
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renewable >oun es anrl proc esses for 
upqrading sil for i flight r value added 
product The C enlrp is now engaged in 
rpoearr h into plant genetics and 
immunology both rpyardt d as tionlier 
areas in the held ol biotechnology 

Products made in India for the world 

Hindustan 1 1 vi r » anted lor Ihe t ciunliy 
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1hH r , It export t .m ver 40 countries 
irounri !hr world in Ihe I ist tivi years 
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A Company of people 
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peopie wfio have made tomorrow begin 
today 
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Agriculture - to grow your food 

Voltes works in villages and provides many Voltas is what it has to be An extensively 
agricultural inputs to help grow food Vota diversified business to satisfy the essential needs 
pumpsets, irrigation systems and spnnkiers as of society it believes excellence in performance 
well as expert advice to use them is an achievable virtue 

Agriculture is a major example of the multi 
dimensional activities of Voltas 


VOLTAS Development through diversity 
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UNION BUDGET, 1987-88 

BUDGET AND NEW FISCAL STRATEGY 
ONLY THE FIRST PHASE? 

GROWING ‘SURPLUS’ AND CRISIS OF GROWTH 
CHANGING EXPENDITURE PRIORITIES 
TAX PROPOSALS 


BUDGET AND HOUSING SECTOR 
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BOBCARD 

Eliminates the risk of 
cash loss or theft - whether 
you are in the city or travelling on 


BOBCARD spells yet another advantag 
of being a Bank of Baroda account hold 

So much safer than cash especially 
when you are travelling - because 
it’s personalised - only you can use it 
Honoured at an ever-growing list of 
establishments, BOBCARD is convene 
to carry 

BOBCARD could also enable you to 
withdraw cash from specified branche 
of Bank of Baroda in the country 
A further convenience - a large networ 
of identified branches all over India cai 
service your BOBCARD requirements 
The Membership fee is extremelv 
nominal 

)BankofBaro4§ 
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Dangerous Pastimes 

AFTER first solemnly affirming m parliament that Fairfax was a non-issue, 
that in fact the American agency had not even been engaged to conduct any 
investigation, the government has now finally decided to order a judicial 
enquiry into the matter The enquiry is to be conducted by not just one but 
two sitting judges of the Supreme Court, it is to be held under the Commissions 
of Inquiry Act, and the amendment of the Act last year notwithstanding, the 
government has committed itself m advance to presenting the report of the 
enquiry to parliament It is interesting to speculate about the sort of 
complicated political calculation which must lie behind the government's volte 
face V P Singh, former finance minister, has accepted responsibility for the 
appointment of Fairfax Group Inc and has assured parliament that there was 
no breach of government procedure in the manner in which the decision to 
appoint the agency was taken nor anything questionable in the arrangements, 
including for effecting payments, entered into with it In effect, therefore, the 
judicial enquiry which has now been ordered becomes largely an enquiry into 
the veracity of the statements of the former finance minister An adverse report 
from the judicial commission could have a decisive impact on the political 
fortunes of the one politician in the ruling party, apart from the prime minister, 
who was beginning to acquire a measure of independent political stature 
Another aspect of the Fairfax affair is also worth some attention 1 his is, 
how, in contrast to the controversy concerning relations between the prime 
minister and the president, the government has not been able to contain the 
uproar over Fairfax The issues raised by it relate to whether established internal 
procedures of governmental functioning have been followed, whether the 
decision to engage Fairfax Group had, or required, cabinet approval whether 
the details of the government’s interaction with the agency in the course of its 
investigation had received the sanction of the appropriate levels of the govern¬ 
ment It is intriguing that considering that not just under the present prime 
minister but for the last decade and a half governmental functioning has been 
dominated by the prime minister and certain charmed circles around him or her, 
some of the members of which have not even had formal positions (the well 
known extra-constitutional centres of power), observance of proper procedures 
of functioning of cabinet government should have suddenly become such a 
sensitive issue The issues raised by the president’s letter to the prime minister 
of March 9 relate, on the other hand, to observance by the prime minister of 
specific constitutional provisions in regard to his treatment of the president 
and to whether in his statement on the subject on March 3 in which he had 
claimed that the government had kept the president duly informed on all major 
issues as required by the constitution the prime minister had indeed lied to 
parliament Yet despite the significance ot the issues involved, the government 
has been able to successfully use its massive parliamentary majority with help 
from the two presiding officers to virtually shut out any debate on the subject 
By contrast, the Fairfax affair gathered momentum rapidly leading up to 
the prime minister’s announcement of the judicial enquiry A number of factors 
may account for the difference, but a major one no doubt is that the Fairfax 
case involved an investigation into the alleged misdemeanours of a powerful 
business house, Reliance Industries, whose spectacular growth over the last 
decade or so has been widely attributed to the political clout it enjoyed in the 
government of the present prime minister’s mother Even before the affair 
emerged fully in public, the director of enforcement pursuing the investigation 
had been sacked, the department of enforcement itself had been taken away 
from the revenue secretary and placed under the finance secretary and, more 
recently, factional rivalries within the Congress(I) have been skilfully exploited 
to put former finance minister V P Singh in the dock over the appointment 
of Fairfax and to make out how national security itself had been compromised 
by the investigation All m all, it has been quite an awesome demonstration 
of the power of business over our public life Whatever course the judicial 
enquiry now instituted may take, the Fairfax investigation into Reliance 
Industries is dead for all practical purposes Indeed there are reports that senior 
officials of the finance ministry have been despatched to the US to formally 
call off the investigation The gain is a more general one for business and 
industry It has been impressively demonstrated that campaigns against big 
business corruption, even when conducted selectively and essentially for 
purposes of political image-building, can be a hazardous pursuit for politicians 
and even for the government 


Interest Rates 

Change of Mind * 

ONLV last month, while inaugurating a 
seminar on resources for industrial growth 
in Bombay the governor of the Reserve 
Bink had declared quite categorically that 
given the rate ol inflation, the need to pay 
a positive return on banks deposits the con 
cession tl linance lent to preferred sectors 
and convderation of bank profitability, there 
is little scope lor change in interest rates" 
But within days on Match II the Reserve 
Bank announced wide ranging reductions in 
bulks lending and deposit rates What is 
even more interesting is tht justification 
advanced by it tor the interest rate cuts 
Implying tint these cuts had been in fact 
long overdue the Reserve Bank pointed out 
how intciest latcs had remained largely 
unchanged during the past two years while 
inflation rates continue to be relatively lower 
than in 1979 81 when the rates were raised ’ 
How does this square with the Reserve Bank 
goveinoi searliet unambiguous statement’ 
I he rest of tht Rtscrse Bank s explanation 
for the interest rate cuts—that changes have 
been made with a view to reducing the cost 
of money and to impair flexibility to interest 
rate pohev is as unconvincing especially 
when it is recalled thai only in 1985 it had 
justified raising the interest rate on deposits 
ol less than one vear s maturny to a di/zv 
8 per cent 

The maximum rate on bank dtposits has 
now been reduced from 11 per cent to 10 per 
cent This rate would bt applicable to 
deposits with a maturity period of two years 
and above Thus tor the first time perhaps 
in Indian banking history, depositors are 
being denied the opportunitv to keep their 
savings in long-term deposits with banks and 
earn a correspondingly high rate of interest 
Also the real rate ot interest on savings kept 
with banks has been reduced from 1 per cent 
to 2 per cent at tht maximum on the 
assumption of an 8 per cent per annum 
long term inflation rue In the lower ranges 
the real interest rale could even be negative 
(For ihost interested in comparisons, it may 
be mentioned that the real interest rate m 
the Ub snd Switzerland is currently put at 
7 per tent in the UK at 5 per cent, in West 
Germans at 8 pei cent and in Japan at 


around JO per cent.) 

The maturity-classification of term 
deposits with banks shows that deposits with 
a maturity period of three years and above 
form about 73 per cent of the total and those 
with a maturity of above two years but below 
three years about 10 per cent The preference 
of savers for long-term deposits is thus clear 
According to data on ownership of bank 
deposits, 75 per cent of deposits are held by 
individuals and Hindu undivided families 
and 54 per cent of these deposits are time 
deposits The proportion of total deposits 
owned by farmers and wage and salary 
earners was about 25 per cent and the pro 
portion of time deposits exceeds 50 per cent 
for this segment of depositors as well These 
statistics give an idea of the classes of 
depositors who would be affected by the 
decision to abolish long-term deposits with 
higher interest rates For depositors in rural 
and semi urban areas, which account for 35 
per cent of total bank deposits the position 
is particularly unenviable as alternative 
avenues of keeping their savings are limited 
Diversion of savings into postal savings in 
the case of rural and semi-urban areas and 
to other financial instruments elsewhere ts 
to be expected, leading to a sort of finan 
cial dis intermediation and affecting the 
How of funds to banks 

Against this background, where was the 
pressing need to lower interest rates on bank 
deposits’ Apparently, the change was a 
derived one, so to say, necessitated by the 
decision to reduce banks’ lending rates 
charged to particular categories of borrowers 
while keeping banks’ profitability intact All 
lending rates of scheduled commercial banks 
above 15 per cent have been reduced by one 
percentage point The ceiling rate on bank 
lending has thus been scaled down from 
17 50 per cent to 16 50 per cent and other 
rates above 15 per cent have been lowered 
by one percentage point It is instructive in 
this context to juxtapose the distribution of 
advances at different interest rates and that 
of advances by size of credit It will be seen 
from the accompanying table that about 50 
per cent of total credit was provided at 
interest rates above 16 per cent, at the same 
time, over 40 per cent of total lending fell 
in the credit limit range of Rs 50 lakh and 
above (it credit limits of Rs 10 lakh and 
above are considered, the proportion rises 
to over 50 per cent) These figures suggest 


to lower the ceding lending rate and all rates 
above IS per cent will be the class of large 
and medium borrowers in the corporate 
sector These borrowers have been, through 
their spokesmen and their trade and industry 
associations, pressing for a cut m interest 
rates It must be a matter of some satisfac 
non to them that over the period of the last 
five years they have succeeded in forcing 
down the ceiling rate on bank advances from 
19 5 per cent to 16 5 per cent 
Studies of the finances of the corporate 
sector have brought out repeatedly that the 
share of interest cost in the total value of 
production is too small for a reduction in 
interest rates to significantly affect industrial 
costs and prices Further, whatever impact 
the reduction in the banks’ lending rates is 
likely to have on costs is unlikely to get 
reflected in reduced <prices, but will bolster 
corporate profitability On the other hand, 
the changes in deposit rates are likely, as 
noted above, to affect the growth of bank 
deposits through diversion of savings to 
posial saving banks in rural areas and other 
financial assets in urban and metropolitan 
centres The sufferers in such a situation will 
certainly not be the large and established 
boirowcrs who in any case can lap funds 
from sources othei than banks 

Communal Tension 


Killing Tide 

UTTAR BRADf SH is in the grip of com 
munal tension whipped up mainly by the 
Vtshwa Hindu f’anshad (VHP) and the 
Babrt Maspd Aciion Committee over the 
disputed plate of worship at Ayodhya in 
1 u/ibad disiriu Tire action committee’s 
lout phased tetion progi mime, which began 
with a call to boyeoit the Republic Day 
celebrations w ts followed by a demonstra 
tieui on March 70 at the Boat Club in New 
Delhi The next phase if it is decided to go 
ahead wiih the iction programme, will be 
a m »rth to Ayodliva to offer pravers at the 
disputed place of worship 
The dispute over the shrine at Ayodhya 
has its roots in history going back more than 
450 years In 1528, Babar s governor built 
a mosque (Babri Masjid) in Ayodhya at a 
site where a Ram temple is claimed to have 
existed borne historians are ol the opinion 
that there is no historical evidence of the 
existenet of any temple at this sue However, 
there was a 17 ft x 21 ft (.habutra (platform) 
known as Ram Janmabhoomi some 100-150 ft 
away from the mosque. In 1885 the mahant 
of this ihabutra was retused pci mission by 
the local authorities to build a temple at the 
site of the chahutra The mahatu appealed 
to the subjudge ot Faizabad and the district 
court but his appeal was rejected A railing 
was built to demarcate the area of ihabutra 
from that of the mosque 
On December 27 1949 50 60 hindus 
entered the Babri Masjid at night when the 
masjid was deserted and installed a deity 
there. On December 29, 1949 a magistrate 
appointed a receiver and ordered attachment 
of the mosque Thus the mosque was not 
restored to the musiims The idols remained 


Tabu- 

(Perienlaget) 

Maturity C lacstlicilion ol Distribution of Loans and Distribution of Lending by 


lerm Deposits 


Advances by Interest Rate 

Size of Credit 




Range 




6 months or less 

7 8 

6 per cent and less 

1 7 

Rs 10,000 and less 

14 7 

Mure than 6 months 

20 

Above 6 but upto 9 

1 I 

Above Rs 10,000 but 

13 5 

upio one scar 

More Ihan one sear 




upto Rs 1 lakh 


uplo two sears 

Mure ihan 2 ytais 

12 2 

Upto 11 

38 

Upto Rs 5 lakh 

II 4 

uplo 7 veais 

95 

Upto 12 

37 

Upto Rs 10 lakh 

46 

More linn 7 scarN 

72 5 

Upto 13 

21 6 

Upto Rs 50 lakh 

140 



Upto 14 

53 

Upto Rs 1 crore 

68 



Upto 15 

85 

Above Rs 1 crore 

35 0 



l pto 16 

36 





\bovc 16 

49 5 
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hwfdevsMe Hie mosque was locked to pre¬ 
vent either hlndus or muslims from enter¬ 
ing it On January 25, 1986, a Hindu 
advocate filed an appeal to grant permission 
to open the place of worship and allow 
Hindus to worship the deity installed there 
in 1949 On February II, 1986 the district 
judge, K M Pandey, passed an order for 
reopening the mosque and allowing Hindus 
to use it as a place of worship Thus posses¬ 
sion of the mosque was given to the hindus 
A 37-year old stay order was vacated without 
even a hearing to the Sunni Wakf Board, the 
owners of the mosque The latter have 
appealed in the high court and the appeal 
is pending The sequence of events since 
1949 is quite ludicrous and is an affront to 
the values of secularism and democracy 

Thousands of muslims attended the rally 
on March 30 at the Boat Club, New Delhi, 
demanding the restoration of the mosque to 
the muslims Inflammatory speeches were 
made by some of the speakers For instance, 
according to a national daily, Sulaiman Sait, 
convenor of the action committee, called for 
'martyrdom', if necessary, to restore the place 
of worship to the muslims He threatened 
that he wanted to start a ‘jihad’ for the pur 
pose While this was an undesirable feature 
of the rally, what emerged was the sugges 
tion that a three judge high court bench be 
constituted to solve the problem None of 
the judges constituting the bench should he 
members of either community The same 
demand was made in the memorandum sub 
nutted to the speaker of the l ok Sabha after 
the rally 

The lack of political will on the part of 
the centre and the UP government to find 
a solution to the Ayodhya dispute is sutli 
dent cause for anxiety Communalism is 
growing and the situation is intensifying 
ready to explode when sparked olf The 
centre seems to have washed its hands off 
the dispute by saying that it is a local issue 
and should not be converted into a national 
controversy The fact is that the Ayodhya 
dispute has already become a national issue 
The centre cannot afford to indulge in 
wishful thinking ot this kind 

More than a dozen communal distur 
bances have taken place m UP in the last one 
year and communal tension is mounting 
The spate of incidents is unprecedented 
A number of hmdu and muslim fanatic 
organisations have sprung up and they are 
exploiting the religious sentiments of the 
people with slogans in the name of Ram Jan 
mabhoomi and Babn Masjid In-decision and 
lack of political will on the part of the 
government is to be blamed for allowing 
such a situation to develop The latest clashes 
in Faizabad and the rising communal tide 
in Kanpur are forerunners ot what mav be 
yet to tome 

Maharashtra 


Gunning for the CM 


FORMER chief minister of Maharashtra, 
Shivajirao Nilangekar Patil, was elected to 
the state assembly from his home consti¬ 


tuency, Nilanga, m the Marathwada region 
last month No sooner was his election result 
declared than Nilangekar Paul announced 
his interest in becoming chief minister again 
and started mobilising Congress(I) MLAs to 
dislodge chief minister $ B Chavan In this 
he has received the support of Rajasthan 
governor and another former Maharashtra 
chief minister, Vasamrao Paul, who had 
been responsible for installing Nilangekar 
Patil as his successor when he had to quit 
the chief ministership at Rajiv Gandhi’s 
behest two years ago When Nilangekar Patil 
had to resign last year after the MD exami¬ 
nation marks scandal involving his daughter, 
Vasamrao ■Paul had opposed S B Chavan 
becoming the chief minister and had instead 
supported the candidature of the present 
finance minister, Sushil Kumar Shinde, or 
Sudhakar Naik who had been education 
mimstet in the Nilangekar Patil ministry 

Sharad Paccar, who joined the Congress(l) 
lour months ago too has been openly strtk 
mg anti S B Chavan postures Pawar too has 
enlisted the support of Vasantrao Patil in his 
manoeuvres agamsi S B Chavan Pawar 
defied the chief minister last week and par 
ticipated in the demonstration m Bombay 
of opposition parties led by veteran socialist 
leader S M Joshi in support of inclusion in 
Maharashtra of Belgaum and some other 
towns and villages now in Karnataka 
Chavan had indeed publicly asked Pawar not 
to participate in the opposition demonstra 
tion, but Pawar is reported to have met Rajiv 
Gandhi the following day in Delhi and got 
clearance for his participation in the demon- 
stiation It apparently suits Rajiv Gandhi to 
embarrass the Karnataka chief minister by 
reactivating the border dispute between the 
two neighbouring states In fact Rajiv 
Gandhi is said to be rather disappointed that 
S B Chavan has not been able to use the 
long standing border dispute against Hegde 

Chavan has not so fai been able to 
establish his grip over the administration in 
Maharashtra He has remained politically 
weak despite having been in office for a year 
He cannot count on the loyalty of many of 
his senior cabinet colleagues He made a 
public exhibition of his political weakness 
when he had to camp for 22 days in Nanded 
to organise and supervise his son’s election 
campaign for the Lok Sabha by-election 
Chavan's chief strength is his total loyaltv 
to Rajiv Gandhi a factor which is deterring 
his political adversaries from coming out in 
the open for a showdown in the state 
Congress(l) legislature party 

Chavan has yet another political opponent 
in the state Congress(I) unit president 
Prabha Rao She has complained to the 
Congress(l) high command against the chief 
minister enlisting the help of A R Antulay 
m the recent election campaign on behalf of 
his son Antulay publicly assured the chief 
minister that he would get the muslim vote 
for Ashok Chavan S B Chavan apparently 
hopes to secure Antulay’s admission to 
Congress(l) In order to use him agamsi 
Sharad Pawar 

Meanwhile, Chavan has not been able to 
expand his council of ministers The centre 
has been asking him to give greater represen 


tation to followers of Vasamrao Paul bn the 
one hand and of Shared Pawar on the other 
Chavan is worried that once they are 
inducted into the council of ministers the 
followers of Vasantrao Paul and Pawar will 
undermine him politically from within his 
own government 

South Africa 


Ineffective Sanctions 


1 ATE last month foreign creditor banks 
agreed to a three year rescheduling of South 
Africa's outstanding debts Only a year ago 
South Africa’s plea tor such a concession 
had been rejected This new deal is being 
interpreted in the western press as the 
"clearest evidence yet of a fundamental 
change in perception” of South Africa’s 
economic future Apparently, the fact that 
there has been a drastic reduction in the 
reported levels of violence in the country, the 
rerniposition of the emergency last June, and 
severe media curbs are being seen as a 
demonstration of the fact that the racist 
government is capable of maintaining law 
and order In other words, South Africa is 
no longer on the brink of either economic 
or political disaster This typical bout of sell 
delusion on the part of the west, which has 
come only a month or so before South 
African whites go to the polls, is bound to 
give a badly needed boost to the National 
Party On the other hand, this analysis 
brings into bold relief the negligible effect 
western economic sanctions have had on the 
country’s economy 

Although there is hardly any chance o( the 
National Party losing in the elections, the 
dissensions among the whites have in the last 
few month', become more obvious President 
Botha’s attempt to recoup the support of 
those among his party who had accused him 
of going soft on the black struggle has in 
fact had the opposite effect of encouraging 
those termed the ‘left within the party to 
challenge the current tenor of white politics 
in Africa The three independent candidates 
who are reported to be presenting the 
National Party with the biggest challenge in 
decades have all called tor “breaking the 
mould” ot white politics in the region They 
have called tor lifting of the emergency and 
restriction on the media, scrapping all apar 
theid laws such as the group areas and the 
population registration acts 

These sentiments coincide with that of the 
Discussion Group 85, comprising 28 mfluen 
tial academics in the Stellenbosch university 
who were known to be among the National 
Party’s theoreticians until recently The 
group has criticised the government’s 
slowness in dismantling apartheid and for 
making no concessions to facilitate political 
negotiations Early in March came the 
resignation of the editor of the country’s 
only Afrikaans Sunday newspaper. Rapport, 
because of pressures brought on him to 
modify his editorial policies The Rapport 
has consistently called for a scrapping ot 
apartheid laws In January when the African 
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National Congress (ANC) celebrated its 75th 
anniversary all the English dailies in South 
Africa published for the first time something 
about the banned organisation, although it 
was m the form of fully paid ads 
All this must of course be seen in the con¬ 
text of the black militant movement m South 
Africa which has gained momentum in the 
last couple of months It is also facing one 
ol its worst crisis with the state unleashing 
a senes of brutal acts of oppression Under 
the emergency more than 25,000 people, in¬ 
cluding 10,000 children, have been detained 
While the United Democratic Front, com¬ 
prising 600 groups which was formed in 
1983 is leading the non violent resistance 
movement in the country, there has also been 
a rise in militancy among the black workers 
who have gone on strike not only for 


economic demands but also political change 
Moreover, the ANC-led armed campaign has 
continued to attack vital installations of the 
government such as oil facilities, military 
and police headquarters and communications 
centres However, because of the press cen¬ 
sorship, South Africa has been presenting 
a false picture of quiet And it is this which 
the west chooses to view as a positive sign 

The stage it would appear is row set for 
a re-thinking in the west of the relevance of 
economic sanctions, particularly among 
those who had opposed the move. On the 
other hand, the growing militancy in South 
Africa together with the ineffective imple 
mentation of economic sanctions even by 
those who have agreed to the move may well 
strengthen world opinion against apartheid 


BUSINESS 

Higher Imports despite Record Output? 


THE vegtnble oils scenario continues to 
present a strange mixture of many odd 
elements, reflecting largely the government s 
failure to evolve an appropriate package ot 
policy inputs to deal with the basic issues 
relating to the different facets of the oil 
seeds/oils economv I his is attributable in 
no small measure to the lack ot proper co¬ 
ordination among different ministries— 
agriculture, commerce civil supplies and 
industry—often working at cross purposes 
under the influence of powerful lobbies 
representing dtveise vested interests 

What is the vegetable oils scenario like' 
krishi Bhavan sources reckon oilseeds pro¬ 
duction during the 1986-87 crop year at a 
record 130 lakh tonnes Even so, oilseeds/oils 
prices are substantially higher than a year 
ago Going by the Economic Times indices 
of wholesale prices of commodities, the 
oilseeds index on April 6 showed a rise of 
30 per cent over the 12 month period The 
vegeiable oils index was up by 42 9 per cent, 
groundnut index by 26 2 per cent and the 
groundnut oil index by 52 8 per cent 

C rushing/processing capacity tar exceeds 
the supply of seeds'oilcakes with inevitable 
repercussions on crushing/processing 
parities Bui the government continues to 
import edible oils instead of oilseeds which 
contrasts sharply with iht policy pursued the 
world over bv countries wh ch are net 
importers ot oils and fats There exists a 
huge gap between the potential and actual 
supply of vegetable oils—non-conventional 
and solvent extracted oils M K Kundu, 
director, department of civil supplies, has 
estimated the existing potential at 24 7 lakh 
tonnes and the acutal supply at 7 2 lakh ton¬ 
nes Instead of launching a vigorous drive 
to exploit the existing potential the govern¬ 
ment continues to bridge the gap between 


domestic supply and demand through 
imports of edible oils India has the largest 
area in the world under oilseeds and yet it 
has emerged as the largest importer of edible 
oils Over the past seven years (1979-80 to 
1985 86) edible oil imports have averaged 
12 31 lakh tonnes against the average annual 
indigenous supply of 29 31 lakh tonnes 
Imports, which are canalised through the 
STC, constitute almost one third of the ag¬ 
gregate supply (indigenous production plus 
imports) In spite of full command over such 
massive supply the government has failed 
to exercise any worthwhile discipline over 
prices 

The government has sought to bring 
about an increase in the production of non- 
conventtonal and minor oils through fiscal 
inducements to the vanaspati industry for 
using these oils, completely unmindful of the 
fact that the existing supply already exceeds 
the maximum quantum the industry can use 
to avail of the permissible excise relief The 
vanaspati industry is allocated large quan 
titles of imported oils at concessional prices 
when there is no control over the selling price 
of vanaspati Allocations are changed from 
time to tune without much consideration for 
the seasonal variations in the availability of 
indigenous oils The usage of expeller 
rape/mustard oil has been stepped up to 20 
per cent but there is no change in the supply 
of imported oil Each oil has come to have 
a demand-supply equation of its own, reflec¬ 
ting strong regional preferences resulting in 
large price differentials But the government 
has still to take adequate measures to rec¬ 
tify these distortions through blending and 
flavouring of different oils Despite official 
estimates of a very substantial increase in 
oilseeds production, edible oil imports 
during 1986-87 are expected to be higher 
than m 1985-86 


Krishi Bhavan sources contend that 
despite the drought in some of the oilseed 
growing tracts and the three per cent decline 
m the area sown, kharif oilseeds production 
this season is up by 7 per cent over that in 
the previous season It is said that produc¬ 
tion would have been still higher if the 
technology mission on oilseeds had started 
functioning somewhat earlier The total 
oilseeds production has been estimated at 
130 lakh tonnes against 116 lakh tonnes in 
1985-86 Knowledgeable persons in the 
oilseeds trade and industry have strong reser¬ 
vations about the official estimate of record 
production in 1986-87 According to the 
estimates put up at the 8th all-India seminar 
on rabi oilseeds helctat Jaipur on Apnl 5, 
rabi oilseeds production this season is 
expected to show an overall increase of no 
more than four lakh tonnes which is ac¬ 
counted for mainly by rape/mustard seed 

The need for an all-out effort to step up 
oilseeds production can scarcely be over¬ 
emphasised For even the Seventh Plan target 
of 180 lakh tonnes in 1989 90 is based on 
a per capita consumption of only 7 5 kg 
which is well below the generally accepted 
minimum nutritional standards The of 
flually estimated ‘record’ production of 130 
lakh tonnes this season is marginally higher 
than the 1984-85 figure of 12946 lakh 
tonnes Considering that only 15 percent of 
the area under oilseeds Is irrigated and the 
substantial part of the 85 per cent of the 
rainfed area comprises marginal land, 
achievement of a major breakthrough in 
oilseeds production poses a really for¬ 
midable challenge 

The major thrust for achieving an increase 
in domestic production must therefore aim 
at fuller exploitation of the already existing 
oil potential The system of excise rebate 
allowed to tpe vanaspati and soap industries 
can at best make only a limited impact on 
augmenting supply from this source It will 
not be possible to exploit this potential fully 
unless the vanaspati industry is compelled 
to use only indigenous oils, more parti¬ 
cularly non-conventional and mmor/solvent 
extracted oils through appropriate fiscal 
inducements The allocation ot imported 
oils to the vanaspati industry needs to 
be stopped Controls on the usage of 
indigenous oils and on the price of vanaspati 
must be removed and the vanaspati industry 
should be made to compete with refined oil 
producers on equal terms Requisite direct 
assistance to producers of oil linked to 
increased quantity of oil produced is 
certainly a better way of achieving the much 
needed increase in the supply of non- 
conventional and minor oils In any case, 
imports of edible oils should be restricted 
to the extent q( the government’s ability to 
undertake their distribution to consumers in 
small packs—in refined form, of course 
If New Delhi is earnest about removing 
the various distortions which have beet! 
plaguing the oilseeds sector of late, it will 
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have to evolve a realistic approach in regard 
to the import and allocation of imported 
oils. There is much to be said for the import 
of seeds instead of oil All the major coun 
tries which are net importers of oils and fats 
effect their purchases in the form of oilseeds 
Some countries allow even duty-free import 
of seed and discourage the import of oil by 
tariff restrictions The country stands to gain 
through saving in foreign exchange expen 
diture The consumer stands to benefit from 
the easier availability at relatively cheap 
prices of good quality oil obtained through 
crushing imported seeds The processing 
industry will get the raw material it needs 
to utilise us idle capacity It should not be 
difficult to evolve adequate safeguards to 
'minimise the possible abuse of an oppor¬ 
tunity that oilseeds imports would offer 
It needs to be pointed out that if in 
an economy characterised by chronic shor 
tage, necessitating massive imports of edible 
oils, oilseeds growers are unable to obtain 
remunerative prices for their produce, it is 
mainly due to gross inadequacies m the 
organisational and institutional framework 
The view is widely shared that edible oil 
imports represent a wasteful use of foreign 
exchange resources and that it is the vanas 
pan industry which has been the mator 
beneficiary ol the governmeni s import 
policy What is one to make of the govern 
ment policy it edrbie oil imports during the 
current season turn out to be larger than in 
1985 86 when, according lo ofltciai esti 
mates oilseeds production is estimated to 
be an all-time record 7 

Small Paper Mills 


The Last Straw * 


SMAI I units in the papei industry are hkel> 
lo be hit bv the 25 per cent import duty on 
waste paper imposed in the Union Budget 
for 1987 88 According to R J Patel, presi 
dent of the All India Small Paper Mills 
Associaiion there is a big shortage of waste 
papei in the country and the price of 
indigenous waste paper has gone up by 
aboul Rs 500 per tonne after the imposition 
of the 25 per cent duty on imported waste 
paper The duty burden on imported waste 
paper would now work out to about Rs 1,000 
per tonne 

Because of the imposition of the import 
duty on waste paper and the extension of 
MODVAT to ai tides made out of paper and 
board, a large number of small paper mills 
may be forced to clow down, the Small 
Paper Mills Association fears The associa¬ 
tion has expressed surprise that an industry 
which was using non-conventional raw 
materials should have been subjected to 
customs duty on its essential raw material 
Waste paper is in short supply In the 
domestic market and the small paper mills 
do not have captive forest-based raw 


materials 

A large number of small paper mills were 
allowed to be set up during the Sixth Plan 
period through import of second-hand 
machinery at a concessional rate of import 
duty Their number swelled to about 230 
during this period and they now account for 
almost 50 per cent of the installed capacity 
of the industry amounting to about 25 lakh 
tonnes 

Apart from being saddled with obsolete 
technology, the operations of small paper 
mills had already become uneconomical 
because of inadequate availability of bagasse 
and other agricultural residues The earlier 
estimates about the likely availability of such 
residues were very much on the high side. 
Consequently, the prices of thesf raw 
materials also increased significantly 
Against this background, these units have 
been increasingly using waste paper for pro¬ 
ducing paper and paper boani Even so, as 
many as 69 small paper units have remained 
closed for the past about two years After 
studying the problems of small paper mills, 
the IDB1 had identified the causes of their 
poor performance These included poor 
utilisation of installed capacities on account 
of equipment bottlenecks, high costs of coal, 
power shortage and problems conntcted 
with the procurement of raw materials 

To add to the woes of these units, prices 
of almost all varieties of paper have softened 
over the past two years with supplies cat 
chtng up with demand The government 
withdrew the Paper Control Order early this 
year as the large paper mills claimed that 
thev could not make up the losses on white 
printing paper supplied to the educational 
sector at controlled prices by charging higher 
prices on their open market sales The entire 
paper industry is currentl) passing through 
a period of demand recession and mills often 
offer discounts to liquidate their unsold 
stocks 

On the eve ol tht budget, the All India 
Small Paper Mills Association had urged the 
government to exempt small units with 
annual capacity below 3,000 tonnes from 
payment of excise duty to help revive 
demand for paper in the country In fact the 
budget has imposed additional buiden on 
these units by way of the 25 per cent import 
duty on waste paper 

The term-lending institutions like IDBI, 
ICICI, 1FC and the state financial corpora¬ 
tions as also several commercial banks have 
a big stake in the survival of the small paper 
units as they have advanced about Rs 350 
crore to them These units have provided 
employment to about two lakh people and 
have played an important role in increasing 
supplies of paper and paper board and in 
conserving forest resources by using non- 
conventional raw materials Closure of these 
units will once again create shortages of 
paper necessitating imports Hence there is 
a need for a detailed study of the problems 
faced by these mills 


TWENTY YEARS AGO 

EPW, April 8, 1967 

The Paris meeting of the Aid India 
Consortium has been a notable success tor 
American economic diplomacy for the first 
time, the other members ol the Consortium 
hase been persuaded to share the burden 
hitherto exclusively borne bv the I's of 
meeting Indians requirements of food 
aid \ke are assured ot imports ot six 
million tonnes of foodgrams This along 
with imports already ai ranged will add up 
to a total of 10 million lonnes which is what 
the governmeni of India had indicated to 
the consortium as us requiremems for the 
current year Without imports on ihis 
scale the governmeni s food policy would 
fold up unceremoniously 

It is noi known yet what the consc 
quences of last year s relaxation of import 
controls have been in terms ot giving a fillip 
to low priority industries, encouraging fresh 
investment and capacity creation in them 
in sum altering the paticrn of industrial 
development With ihe economy com 
milled to a high level ol current imports 
wuh no long teim aid commitment fiom 
the western countries and with the ap 
parently inese ipablc need to set aside a 
substantial part ol export earnings tor debt 
sci vicing ihe crucial importance of mcreas 
mg exports in the next phase ol develop 
mem is evident 

* ♦ * 

lew bclitud the Bunch government Iasi 
vedr when it claimed with uivalicr optimism 
that Rhodesia will he biought to heels in 
a mailer of months In the wist ihe 
tendenev has been lo sweep Ihe Rhodes! in 
issue undo Ihe satpei It now the live 
African powers want to drag u out .md mu 
it a good dusting no one e in blame them 
Though sivteeii months h ivc passed suite 
voluntdiy s inctmnsagainst Rhodesi i wcie 
nttodueed there is no evidence ofWeslein 
to opcidtton in applying the sanctions 
* * » 

For five momhs- a period of sustained 
pnet rise and disappointing perfoimunct 
in industry and agriculture- to inks were 
given free rein lo expand credit a fdeihiv 
which the banks exploited to the full But 
aid was delayed despite devaluation overall 
industrial production showed mils a 
marginal rise and a slack emerged in cu 
lam sttiois of the industrial economy 
The expected boom never materialised and 
now dl last the Reserve Bank has lomt to 
lerms wuh economic realities And so to 
the (credit) squeeze 

• * * 

The cumulative backlog of uncmplov 
ment over the three plan periods cannot 
be explained away merely with icferentt to 
the higher rate of population growth the 
rate of increase in population is higlici 
largely because of a decline in mart ilitv 
rates in the age groups below the wen king 
force age group The progressive b icklog 
is to be explained wuh reference to our 
planning policy which has given emplov 
ment a position secondirv to development 
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Index Numbers of Wholesale Prices 

Latest 

Over 

Over 

Over 





(1970-71 - 100) 

Weights 

Week 

Last 

Last 

March 

In 

In 

In 

In 



(21 3 87) 

Month 

Year 

29, 1986 

85 86* * 

85 85 

83 84 

82-83 

All Commodities 

1000 

377 4 

-06 

50 

SI 

57 

71 

95 

26 

Primary Articles 

417 

347 5 

-20 

5 2 

56 

24 

48 

no 

36 

Food Articles 

298 

3418 

1 9 

69 

7 1 

7 3 

64 

13 5 

62 

Non food Articles 

106 

320 6 

-23 

15 2 

16 6 

-10 5 

-23 

15 1 

1 7 

Fuel Power l ight and L ubricants 

85 

624 8 

01 

26 

26 

89 

26 

76 

75 

Manufactured Pioducts 

499 

360 4 

03 

56 

5 5 

3 3 

60 

87 

06 
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Lost of I tving Index 
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Over 
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Over 
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Month 
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In 

In 

In 

In 




Month 

Year 

1986 

85 86 

84 85 

83 84 

82 83 

(or Industrial Woikcrs 

1960 - 100 

686’ 

01 

84 

7 5 

65 

64 

12 6 

78 

lor Urban Non Manual f mployces 

60 - 100 

622 112 

05 

84 

95 

68 


10 3 

80 

Foi Agricultural tabourets 

Julv 60 to 

S73 1 

1 0 

36 

3 J 

48 

0 2 

II 4 

.52 
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Variation Rs Crore (Per Cent in Brackets) 


Mon< y and Banking 


Latest 

Over 

Over 

Over 






Unit 

Week 

Last 

Last 

March 

In 

In 

In 

In 



(13 3 87) 

Month 

Year 

28. 1986 

85 86* + 

84 85* 1 

83 84 

82 83 

Mones Supplv (M,) 

Rs Ctore 

1,39,254 

1,641 

21 759 

20 924 

15 192 

16,058 

13,031 

10115 




(t 2) 

(18 5) 

(17 7) 

(14 9) 

(18 7) 

(17 9) 

(16 1) 

Net Bank ( rcdil to Government Sector 

Rs Crore 

72 047 

718 

12 410 

13 525 

9 579 

8,445 

5 757 

4 748 

Bank Credit to C ommetcial Sector 

Rs Crore 

90 850 

690 

10,552 

8,998 

9 745 

10 809 

8 830 

8 247 

Net Foreign F xchange Assets ot Banking 

Sector Rs Crore 

4 366 

316 

I 472 

954 

299 

1 467 

104 

-977 

Diposit ot Scheduled Commercial Banks 

Rs C rore 

1 01 814 

889 

17,504 

14,041 

12 475 

11,648 

8 550 

7,299 




(0 9) 

(20 8) 

(16 0) 

(17 3) 

(19 2) 

(16 4) 

(16 6) 

Foreign F \changc Assets** 

Rs Crore 

7 322 

262 

82i 

62 

51 

1 271 

1 190 

758 







(0 8) 

(21 3) 

(24 9) 

(18 8) 

Indtx Number* of Industrial 

Weights 

l atest 

Avciagc ot 






Production 


Month 

Months* 


Variation (Per 

Cem) 


(1970 - 100) 





In 

In 

In 

hi 

In 




1986 

1985 

1986 * * 

1985 * * 

1984 

1981 

1982 

General Index 

100 00 

222 0 IU 

217 5 

204 4 

6 1 

64 

66 

42 

4 5 

Basic lnduslrics 

33 23 

28b 7 10 

272 6 

250 9 

7 7 

8 7 

10 8 

5 5 

80 

Capital Cioods Industries 

14 98 

23‘> l 10 

231 0 

224 1 

24 

3 1 

66 

5 3 

09 

Intermediate Goods Industries 

21 33 

187 1 10 

187 7 

179 2 

60 

4 7 

6 I 

68 

1 9 

Consumer Goods Industncs 

30 46 

174 4 1H 

173 1 

161 9 

5 1 

69 

26 

0 6 

5 8 

Durable Goods 

3 81 

303 1 10 

286 7 

244 1 

14 0 

17 4 

17 8 

1 0 

36 

Non Durable Goods 

26 65 

156 0’° 

156 9 

150 I 

3 4 

4 5 

0 2 

05 

65 

hire lgn Trade 

Unit 

latest 

Cumulative tor* 








Month 


' 








(Dec 86) 

1986 87* 

1985 86* 

1985 86 

1984 b5 

1981 84 

1982 83 

1981 82 

Lxpons 

Rs Crott 

956 

8,978 

8 113 

10 420 

11,85 A 

9 872 

8 908 

7,803 






( 12 1) 

(20 0) 

(10 8) 

(14 2) 

(16 3) 

Impons 

Rs C rore 

1 686 

14 189 

14,925 

18,371 

17,173 

15,763 

14 356 

13,671 






(7 0) 

(8 

(9 8) 

(5 0) 

(9 2) 

Balauccs ot (ride 

Rs Crore 

-730 

-5,211 

-6,812 

- 7,951 

- 5 318 

-5 891 

5 448 

-5 868 

E niploymcnt Exchange Stall sties 

Unit 

latest 

Cumulative for* 








Month 










(Nov 86) 

1986 

1985 

1985 

1984 

1983 

1982 

1981 

Number ol Applicants on Live Kcgisteis 

Thousand 

29 853 

29,853 

26 134 

26 270 

24 861 

23 034 

19,753 

17,838 

(as ai end ot penod) 





(5 7) 

(7 9) 

(16 6) 

(10 7) 

(8 3) 

Number of Registrations 

7 housand 

341 

5 038 

5 364 

5,766 

6,220 

6 756 

5 862 

6 277 






( 7 3) 

( 8 0) 

(15 3) 

(-6 6) 

(2 0) 

Number ol Vacancies Notified 

Thousand 

50 

556 

629 

657 

707 

827 

820 

895 






(-71) 

(-15 5) 

(0 9) 

(- 8 4) 

(6 6) 

Number ot Placements 

Thousand 

23 

326 

349 

373 

407 

486 

474 

505 






(-84) 

(-16 3) 

(2 5) 

( 6 1) 

(5 2) 

Ini orat 

Unit 

1985-86*+ 1984-85* * 

1983 84 

1982 83 

1981 82 

1980 81 

1979 80 

1978 79 

Gross Domestic Product (Current Prices) 

Rs crore 

2,15,024 

1,90,888 

1 72,704 

1,45 565 

1,30,583 

1,14,021 

95 474 

87,326 

Gross Domestic Product (1970 71 Prices) 

Rs crore 

64,988 

61,838 

59,341 

55 032 

53,168 

50,736 

47,138 

49,633 

ftr Capita Income (1970 71 Prices) 

Rupees 

798 

775 

764 

721 

715 

700 

664 

717 


* For current >car upto latest month for which data are available and for corresponding period of last*year 

•* Excluding gold and SDRs 
r Upto Idlest month for which data are available 
+ f Provisional data 

Nate\ (I) Superscript numeral denotes month to which figure relates, e g, superscript 1 indicates that the tigure is for January and so on 
(2) Figures in brackets denote percentage variation over previous period 
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COMPANIES 


Hi-Tech Diversification? 


HINDUSTAN LEVER produced excellent 
working results in 1986 with its sales rising 
to Rs 842 crore from Rs 707 crore in 1985 
Besides making a sizeable profit the com 
pany made two major announcements It 
raised the equity dividend from 30 per cent 
in 1985 to 74 per cent in 1986 and announced 
one for-one bonus issue, capitalising Rs 4666 
crore from its geneial reserve In the year of 
all around tecord performance, the com 
pany’s pre tax profit worked to Rs 65 07 
crore against Rs SS 56 crore in 1985 Profit 
after tax increased smartly to Rs 39 07 crore 
from Rs 32 56 crore in 1985 According to 
the company chairman A S Ganguly the 
diammomuin phosphate fertiliser project at 
Haldia West Bengal stabilised output and 
in 1986 alone 68,000 tonnes of DAP wtre 
sold ftvo major plants will be set up in 
Uttar Pradesh, one at Sumcrpur in district 
Hamirpur for the manufacture of 30,000 
tonnes per annum of detergents and the 
other, at Oiai in district of Jalaun, for the 
production of 30 000 tonnes pu annum of 
toilet soaps The company rectived a letter 
of intent for a fluid cracking catalyst plant 
to be set up in its Haldia ( hemical Com 
p!e\ and design work w is already in hand 
It has applied for expansion of synlhttic 
detergents and toilet soaps capacity at the 
Stepan Cheinicils 1 id s plant in Rajpura, 
now on lease to < and its plans-to aequirt 
51 per cent equity shares in Stepan Chemicals 
were ne mug completion The company has 
recently commissioned a piocessing facility 
foi hand knotted carpets at Varanasi 
brought in collaborations and set up equip 
ment at its kindla l rcc Trade Zone Com 
plex loi this export business Ihceompiny 
which owns i hatcheiv for the production 
of prawn Irys would soon set up trial farms 
with complete infrastiuetuie foi the aqua 
culture ot piawns foi exports 1 he company 
is still pursuing with the government its ap 
plication lor licence tor a 50 (XX) tonnes per 
annum lineai alky I bciu/cne (lab) plant as 
essential raw material lor manufacturing 
synthetic dcteigcnts I lie capital outlay on 
the project was estimated at Rs 140 crore 
The company h is taken cffcetiye steps to im 
plcment the 2 (XX) tonnes pci annum plant 
giowth nutrients project at Kasganj district 
btah in UP and has sought goscinment per 
mission to sue a 4 (XX) tonnes per annum 
high-prtssurc synthetic resins plant and 
Taloja in the district Raigad in Maharashtra 
It has been granted approval for setting 
up an undertaking lot hybrid seeds in 
Rangarcddy district in Andhra Pradesh with 
a capacity of 20,000 tonnes per annum As 
a first sttp towards acquisition of the 
detergents undertaking ot Union Home Pro 
ducts Limited at Mangalore, Hindustan 
Lever acquired it on lease The purchase was 
expected to be concluded in 1987 According 
to Ganguly, the company received permis 
sions for leasing a marine products plant at 
f£anyakumari and three garifient units in 


Maharashtra to undertake production 
exclusively for exports In the meantime, 
steps were in hand to implement the letter 
of intent foi garments and made ups in the 
Madras exports processing zone to augment 
company’s exports of these items 
Hindustan l-ever s exports in 1986 were of 
the order of Rs 79 crore (1985 Rs 84 erore) 
During the five year period 1982-86 the com¬ 
pany has achieved total exports of Rs 370 
erore A dominant part (about three fourths 
in the last three years) of the company’s 
exports were to hard currency Areas T his 
was a significant turn around from the early 
80s when the dominant export was to rupee 
areas The company’s research centre con 
tinued to focus amongst others on agricul¬ 
ture related activities, particularly tissue 
culture Some of these such as clue car 
damom plants were close to commercialtsa 
lion The company hoped to maintain its 
growth at around 12 per cent and intended 
to maintain dividend at 17 per cent on the 
increased capital in the current year The 
company's reservts at the end of 1986, stood 
at Rs 118 erore 

HOUSING DEVELOPMENT FINANCE 
C OR PORTION (HDhCJ has fared very 
well during 1985 86 Its turnover has been 
Rs 55 86 crore against Rs 37 08 crore in the 
previous year and gross profit has risen from 
Rs 7 59 erore to Rs 9 56 crore Net profit is 
Rs 6 64 crorc compared to Rs 5 16 erore in 
the previous year Dividend has been stepped 
up by 2 points to 15 per cent which is 
covered 4 42 times by earnings as against 
3 97 times previously Gross loan approvals 
for the year amounted to Rs 186 41 crore and 
disbursements rose to Rs 145 73 crore 
showing a growth of 79 per cent and 56 per 
cent respectively over the previous year 
HDFC’s cumulative loan approvals of 
Rs 610 56 erore and cumulative disburse 
ments ot Rs 422 86 crore are now spread over 
more than 640 towns and cities throughout 
India It has approved loans in respect of 
over I 52 000 units of which over 40 800 
units were approved in the current year 
HDFC s lending activity has had a multiplier 
effect on investment in housing and has 
resulted in a cumulative investment of over 
Rs I 386 crore in housing activities bv 
individuals and the corporate sector The 
corporation received during the year prm 
etpal repayments of Rs 28 66 crore (Rs 19 72 
crore previously) by way of equated monthly 
instalments and prepayments on housing 
loan It has recently introduced a new len 
ding instrument the ‘Step Up Repayment 
Facility (SURF) aimed at helping especially 
lower income groups and young profes 
sionals obtain larger individual loans than 
normal eligibility considerations would per 
mil HDFC has also provided substantial 
financial assistance to lower income groups, 
most notably the financing of 5,500 units 
through the rehabilitation housing scheme 


for the economically weaxer sections af 
fected by natural calamities tn Kerala 
and financial assistance for employees ol 
transport corporations in Tamil Nadu and 
Karnataka During the vear, the Corporation 
increased substantially lending lot tea plan 
tation workers in Assam and West Bengal 
Loan approvals increased bv 4 7 9 crore to 
Rs 8 19 erore in respect of over 8 700 dwel 
ling units Financial assistance also eon 
tinued to be made available to the armed 
fortes under the deposit linked loan ariange 
ment with the Army Group Insurance Direc¬ 
torate and the Air Force Group Insurance 
society In anticipation of 1987 as the inter¬ 
national year of shelter for the homeless 
(IYSH), HDFC has already identified and 
approved finance jointly with HUDCO for 
two projects m Calcutta and Ghaztabad 
which are intended to benefit economically 
weaker households HDFC has ahead) ap 
proved a loan of Rs 27 lakh as its contribu¬ 
tion to the IYSH and hopes to do more in 
tht near future Duiing the yeai HDFC 
signed an agreement with the US acting 
through the Agencv tot International 
Development (USAID) undci which it will 
be able to borrow US $ 25 million in the US 
capital market This was the second tranche 
of the US $ 60 million approved in prinu- 
ple by the government of India, as well as 
the US government last yeai 111 November 
1985 HDI C raised l IS $ 20 million as the 
fust rranche of the US $ 60 million agree 
ment I he US $ 20 million was raised against 
the guarantee of the US government acting 
through USAID from US investors Hus was 
counter guar intced bv the IDBI So tar, 
HDFC has already raised US $ 50 million 
under the Housing Guarantee Programme 
of USAID HDFC began leasing operations 
in a modest way to assist in the process ol 
urban development and to provide better 
infrastructural facilities It is keen (o pro¬ 
mote a new finance institution specifically 
for housing finance to rural ireas Tht pro 
posal, which is supported by the Inter 
national Finance C orporation \V islnngton, 
as well as the Aga Khan Fund foi economic 
development envisaged an initial equity 
capital of Rs 2 erore 1 lie new company was 
incorporated in July last and the government 
of Gujarat has agreed to provide t loin up 
to Rs 2 crore to the new Corporation on soft 
terms to help in establishing its initial 
activities An application is currently undci 
preparation for submission to the C ontroller 
of Capital Issues for the share capital issue 
I he new company will be professionally 
staffed and managed independently of 

HDFC USAID engaged HDFC as consul 
tant to a new building construction i ompanv 
recently established in Nepal TWo of its 
executives conducted an operational review 
that covered all aspects ot the company’s 
operations In order to augment the long 
term resources of the Corporation in view ol 
the increasing demand for housing loans and 
to strengthen its equity base the C orpora 
tion intends to make an equity issue ot Rs 10 
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* owisy way of a 'rights' issue of JU 5 crore 
and a public issue of Rs 5 crore, both at par 

CENTRAL BANK OF INDIA, holding the 
number two position among the nationalised 
banks, made a record profit of Rs 24 crore 
in 1986 against Rs 6 75 crore in the previous 
year Its total deposits as on December 31, 
1986 stood at Rs 7,135 crore Speaking to 
reporters at a press conference in Bombay 
on March 31, Central Bank of India’s chair 
man and managing director M N Goiporia 
said that it transferred Rs 3 07 crore as divi 
dend to the union government Total credit 
at the end of 1986 stood at Rs 3 821 crore 
showing an increase of Rs 356 crore or 9 3 
per cent during the year Priority sector 
credit rose by Rs 185 crore to Rs 1 572 crore 
at the end of the year an increase ol 43 6 
percent which is substantially higher than 
the norm of 40 per cent Similarly the share 
of direct agriculture in net credit was 15 3 
per cent against the norm of 15 per cent The 
share of weaker sections was If per cent 
Scheduled caste and scheduled tribe bene¬ 
ficiaries cldirmd 52 per cent of the total 
credit disbursed under differential rate of 
interest scheme rgamst the stipulated norm 
of 40 per cent 

(cntial Btnk of India’s new deposit 
scheme Platinum lubilct Monty Back 
Deposit scheme introduced dm mg the 
year w is proving popular (lotpona said 
Similarly its insurance linked deposit 
scheme called ‘Jtcvut lyott Deposits’ 
introduced in the seat in 1986 was receiv 


tng good response, central oww coauman 
also announced the bank’s decision to set 
up a subsidiary called ‘General and Infra¬ 
structure Leasing Corporation Limited’ with 
an authorised capital of Rs 10 crore in the 
ratio ot 51 3019 among Central Bank of 
India, Unit Trust of India and Housing 
Development Finance Corporation The new 
subsidiary will specialise in leasing of 
infrastructure equipment meant for large 
public sector utility undertakings The board 
of the new company will have directors 
drawn from different walks of life namely 
well known economists, lawyers, chartered 
accountants and corporate executives 

GREAT WILHELMSEN a new company is 
being promoted by Great Eastern Shipping 
Company in association with Wilhemscn of 
Norway for setting up ‘floating early pro¬ 
duction systems which are used to produce 
oil from marginal offshore oil wells The 
project cost is estimated at dollars 25 million 
(approximately Rs 35 crore) Of this, 20 per 
cent is intended to be financed through 
equity and 80 per cent through loans/ 
deferred credit G E Shipping will subscribe 
in cash at par 60 per cent of the equity 
capital of the new company and the balance 
40 per cent will be subscribed by the 
Norwegian tirm The directors of GES say 
the proposed investment in the new company 
will be in line with diversification plans of 
the company in the core arjd vital sectors ol 
the economy and they believe that the 
returns on the investment will be good and 
bcnchcial to the company 


NUCLEAR NOTEBOOK _ 

Barren Fruits of Political Realism 

Achm Yanaik 


DrSPlIL codecs stitemcnts ibout the 
Islamic bomb (it New Delhi is that worried 
about it then push ahead with proposals to 
denude u tst the tegton) on balance the 
government has it isted more cautiouslv and 
soberlv than the so called responsible ptess 
to the ntws ol Pakistan’s emerging nuclear 
weapons capability Amidst all the olliual 
statements about reacting ‘appropriately to 
Pakistan s new found prowess the govern 
mem has also reiterated that it docs not want 
to go nuclear and still has no intention ot 
doing so Ol eourse this declaration can and 
should be taken with many spoonfuls ol salt 
But in its own way this claim is not alto 
gethcr meaningless It at least, implicitly 
reflects i government awareness ol impor 
tarn distinctions which is altogether missing 
from the editorials in the major national 
dailies and in the numerous commentaries 
by people (tn a range of papers and maga 
tines) who see in the latest developments 
only further evidence why India must 
become a proper and full fledged nuclear 
weapons powers 

In the press the distinctions betwetn a 
country demonstrating or reaching nuclear 
weapons capability, being a ‘threshold’ 
luclear weapons power with a tew or many 


bombs in the basement, e g, Israel South 
Africa India and possibly Pakistan, and 
being a full Hedged nuclear weapons power 
with open acquisition, deployment and 
development of a comprehensive nuclear 
weapons system (US USSR, UK, France 
and China) have bten deliberately ignored 
Matters arc presented as if Pakistan s ac 
quisttion of nuclear weapons capability now 
leaves India with little or no alternative but 
to ‘react’ by becoming or seeking to become 
a lull fledged nuclear weapons power It is 
now apparently not only politically naive but 
outdated to talk about proposals to prevent 
the nuclearisation of the sub-continent and 
the establishment of a regional nuclear arms 
race In short, these writers are trying to in¬ 
tellectually sabotage the possibility of even 
thinking of ways to step back from the brink 
or ‘threshold’ of a regional nuclear arms race 
by pretending that the threshold has now 
been irrevocably crossed Interestingly, little 
or no attention was therefore given to the 
end of Qader Khan's interview to Kuldip 
Nayar in which the Pakistani scientist once 
again asserted that his country was willing 
to consider any proposal for denuclearising 
the region provided it called for an equality 
of response and sacrifice by both India and 


r ' ram scan, i ms fmiwmcewnaamam* 
to an Indian journalist known fof Mi bias 
towards a more accommodative approach to 
Pakistan and for his opposition to a regional 
nuclear arms race, a diplomatic nuance 
which the Indian media was not willing to 
consider 

The Pakistan government is determined 
to establish and maintain some kind of 
parity with India If India has already 
demonstrated its nuclear weapons capability 
then Pakistan feels it must necessarily do the 
same The political shortsightedness of such 
an approach has already been pointed out 
in last month’s column, but that is a separate 
question It is obvious that the Pakistanis 
are still open to a mutual arrangement (a 
regional NWFZ, mutual inspection, bilateral 
renunciation, etc) to denuclearise the 
sub-continent evep though forces within 
Islamabad despairing of such a possibility 
may well have become stronger In which 
case these forces in a manner typical of 
realpolitikers everywhere may well have con¬ 
cluded that since New Delhi will not listen 
to the voice of reason (seriously explore pro¬ 
posals to jointly eliminate the nuclear danger 
from south Asia), then it might listen to the 
force of power, t e be coerced to ‘behave’ 
circumspectly through fear of Pakistan’s 
newly acquired nuclear prowess 

In short, 'political realists’ in both coun 
tries have gained ground The Stockholm 
International Peace Research Institute has 
just come out with probably the most com¬ 
prehensive handbook (at close to 500 pages, 
handbook is not perhaps quite the right 
term) dealing with all aspects of nuclear 
weapons, the existing arms race, the disar¬ 
mament and arms control efforts so far 
made, future prospects of vettical, horizontal 
and spatial proliferation, etc It is called 
“Arms and Disarmament, Siprt Findings”, 
and is edited by Marek Thee 

In a powerful chapter on the conceptual 
and strategic problems concerning nucleat 
weapons the book characteusts ‘political 
realists as those who arc strongly given to 
exaggerating the significance of the military 
dimension in their jyereepttons of what eon 
stitutes national security 'Political realists 
think in terms ol power while ‘political 
idealists’ correctly stress the weakness of any 
security doetune based so one sidedly and 
crudely on military might, stressing instead 
the need to move away from reliance on the 
nation state if the increasingly international 
problems of nuclear peace, poverty, environ 
mental degradation, etc, arc to be resolved 
Sipn itself proposes a middle way between 
realists and idealists, one which will at least 
move progressively away from reliance on 
force and military power as a foundation for 
common security The great merit of such 
an approach is that it represents a serious 
and responsible attempt at transiting from 
what is to what must be' The realists, un¬ 
fortunately, never go beyond reinforcing the 
parameters of^vhat is Thus nuclear deter¬ 
rence remains the be-all and end-all of their 
strategic thinking Only in occasional rhetoric 
and in recrimination against the superpowers 
(but never in the context of self-criticism) is 
the doctrine of nuclear deterrence seriously 
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criticised Stable nuclear deterrence between 
India and Pakistan or between India and 
China is simply not attainable Nuclear 
deterrence theory "connects war prevention 
with the capacity to fight wars” As such 
nuclear deterrence and nuclear armaments 
are Siamese tw ins As long as nuclear deter 
rcnce doctrine ts adhered to. the nuclear 
arms race will continue 

Political icalism, i c realpolitik as applied 
to nuclear weapons production, deployment 
and development promises disaster and a 
deteriorating security environment, not a 
way ot adequately toping with India s na 
tioml security needs let alone resolving 
them 

Chinas Lxt'tRit Mt li ssons i or India 

I he Sipri handbook also has an lllumina 
ting chapter on L hina’s nuclear power and 
potential It is worthwhile scanning the 
highlights ol the picture drawn because so 
much has been made of the need lor India 
to go nucleai in older to counur the pie 
sumed ( hinese nucle it threat C hina has a 
triadic deplosinent ol land based ballistic 
missiles bombers and new submaimt laim 
ched ballistic missiles (SI BMs) (hints 
principal militais aim is to secure a sur 
vivabli nuclear retaliatory torcc uv a us the 
USSR According to nailable sources 
Chinas nuclear we ipons stockpile is ol 
January 1986 coinprists anywhere between 
315 to 41 S warheads It Ins some 170 210 
land based single warhead ballistic missiles 
120 HO nuclear capable horn be rs tor which 
HOwaihcadsare ivail ihlc and it is building 
perhaps sis submarines to curs SI BMs 
(which were lirst icsti ) in I%2) 

In this situation ol established ( house 
nuclear miaht it should be obvious to even 
the most simple minded Inwk that il India 
is detenu ned to Invc an etlceUvc nuclear 
delentiil ot eountu weight us a us C hina 
then it me ins nothing to merely picscise the 
nuclear option lor itself lndn would hive 
lo go all out to develop a lull Hedged anu 
optnlv dcpioytd nuclear wc tpons system 
keeping in mind that it is lire idv some U 20 
stars behind China md nnis! make up this 
gap is qiuckls as possible In trying lo so 
match ( hina there would be a numbci of 
consequences ih it li tvi to be borne in inind 
(I) Such a irajecioiy of nuclear prepara 
non bs India would unleash i regional 
nuclear arms idee between India and 
Pakist in as an inevitable bs product and Ibis 
would escalate to verv substantial propor 
lions Indian planners would have to lake 
this ‘secondary nucliar arms lace into 
account as well as the primary India China 
nudeai arms rate and make torresponding 
adjustments in the oeerall tompostiion anti 
deployment ol the weapons system Thus 
while a nuclear weapons carrving submarine 
lores might receive top priority in the race 
to ‘effectively deter China Pakistan would 
have to go in lor a land based ‘decapitation 
force which would push India to respond in 
corresponding fashion This is only one likely 


scenario in this dual arms race There are 
other plausible ones also 

(2) Such a dual nuclear arms ract would 
create a more hostile relationship not only 
between India and Pakistan, but also bet 
ween India and China, India and tin* super 
powers and India and the other non nuclear 
regional neighbours The regional security 
cnyironment will have greatlv deteriorated 
Levels ot distrust and fear will have substan 
Dally increased Ot course it is possible tor 
realpolitik worshippers of power to argue 
ihat the overall result of growing Indian 
nuclear might will be to stabilise the regional 
situation Bui then ‘political realists are 
capable ol bung most unreal' 

(3) In the proctss of living to catch up 
with China nude iris speaking India would 
have no real niswu lo ( hinesi nuclear 
blackmail, should Bciimg icsou lo this 
during Indias puiod ol Icvtnsh nudeai 
prcparition li c n mils hope lhai t Inna will 
not revolt to mu It b'tckm ul until Indit is 
reads 

(4) ( tun i w it M omul Us whole nudeai 
sluices md pr imatmns tow irds considei 
mg Indi i as will is (he USSR as in ulIiiiiI 
(not uist pirn mill) nude ir adversats end 
pi in its puuluction and deployment ol 
nude tr we tpons iccordmelv In brief China 
w II do its best m m (imam (and il possible 
enhance) . sigmlicuni nucliar ‘edge over 
ludii Cii cn such C liintse tllorts ir is by no 
me ins cut tin ihat Indi t in spue ol its best 
cllorts will bt able to csci.tu illy establish or 
sushi, i i wcdiblc dcttucnt loice mmn 
( Inn i 

H) Indit like ihe oilici nuclear weapons 
powciswill hast become locked lino a never 
ending nuclei! irms escalation (ill in ihc 
name of protecting national veuiritv ol 
course) end will h ice pushed Pakistan onto 
a similir esc ilaloi 1 litre will also be i 
mutual teedbtek mcch inistn or propulsion 
introduced inio lilt nuclear equation bti 
ween hub t md ( hina Sueh a situation lar 
from icpicscnliiig glowing nuclear sceuruv 
will mean growing nuclear inseeurily en 
hiven i wc kaini inything from [he lusiois 
ol the superpower nuclear trills lace’ 

I he ongoing csperientes of and pressures 
on Chin t ts detailed bs Sipri arc rest ilmg 
in this respect C hma is locked into its ow n 
kind ol arms race spirit us a m tlie USSR 
It has to constantly actelcratc'modernist its 
own nuclear programme even to inertly sus 
tain basic or minimum deterrence wj a 
m the l SSK t e, sustain a minimum 
rualiatoiv capicitv alter a first strike bv the 
enuns Ihus ilthough military modtrmsa 
tion has been given ihe least emphasis wiihin 
C hinas lour modernisations’ programme 
the nudeai wt tpons programme has been 
given the highest priority within Ihe military 
modernisation programme Even while dee 
taring ihat its nuclear programme is lor 
defensive purposes only (whatever that m tv 
mean) China has embarked on a programme 
for developing long-range missiles which is 
incompatible with sueh a posture It is sers 


likely that China wilt go in for MlRVtng its 
missiles for many reasons, e g, cost effec¬ 
tiveness, greater accuracy, political grandeur, 
etc Furthermore, Soviet advances tn ballistic 
missile defence (BMD) technology and sub¬ 
marine detection technology will force China 
to fundamentally reassess us own nuclear 
weapons system and make much heavier in¬ 
vestment in modernising it No wonder 
France and Chtna as intermediate nuclear 
powers are so worried about star wars 
research by the US and USSR' Or did one 
imagine that they had suddenly become 
sincerely committed to genuine nuclear 
disarmament 7 China will almost certainly 
seek to redress perceived or imagined ‘int 
balances’ bv peipetually modernising its 
nuclear weapons system In short, there is 
no final point at which ‘minimum dctLr 
rence’ will be considered as achieved, no 
final horizon beyond which China will stop 
modernising its nuclear arsenal India if it 
seeks to match China will Imd itself on a 
similar escalator ol ever greutci investment 
in nuclear weapons and evet diminishing 
maigiitjl uiilit v js lar as nuclear security is 
concerned even if it is believed (hat nuclear 
weapons production brings nuclear security 

I his is the tuture that stares India s and 
Pakistan’s nuclear hawks in the lace Can 
political realism ignoic the real lessons ol 
histoiv 7 

Pi At I KtSL AR( II 

I he introductory chaplet ol Stpri's \ims 
and Disarmament discusses Siptis praee 
research eflotts This is not without acute* 
relevance lor the nudeai weapons powers 
md the threshold’nuclear powers I he best 
kind ol research into the problems posed bv 
mieleat weapons intunationally regionally 
and nation illy requires as i precondition, 
the existence ol neutrality utd the absence 
ol nationalist bias Fot really uselul and 
non partisan assessments til Ihe implications 
ol nuclear weapons programmes and deve 
lopments a non n tnonalist mentality is 
needed Furthermore researchers must have 
a dilkrent kind of bias a bias in favour of 
reducing the significance of the military ste 
tor not cnhjneing it The peace researcher 
must have a bias in favour ot the premise 
ihat nude it stcuritv between two countries 
ot blocs is enhanced when nudeai prowess 
becomes less not more reltvant in the 
political relations between the two countries 
or blocs 

Security iserihmccd when there is a grow 
ing momentum towards nudeai disarma 
ment noi trtn nnent Nutliti in Pakistan nor 
in India is ihcrc a single peace research 
institute wmdi does not identity iistll with 
the foreign poliLV ambitions of their rupee 
live governments and seek to advise it as 
eordingly It is thus not the nudeai experts 
who hold the promise ol showing how 
nuclear sanity or security is to be idiicvcd 
but a better informed public more and more 
able and willing lo rejed the political 
realism of ihe so called experts 
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THr system has produced the Congress 
party I he system has also rendered it into 
what it is today, authoritarian sycophantic, 
altogether devoid of ideology given over to 
using the political process only as a means 
for tilling private col lers I he sole rationale 
lor the party's existence is to be in power 
Suddenly a ainuine uncertainty has now 
ciept in ^ he incumbent prime minister and 
absolute leader of the party does not appear 
to have the ability to ensuie the party’s win 
in democratic elections Probably the party 
will have a bcttci chance with another leader 
But given tlie authoritarian party structure, 
how does one ehtnge the leader ahead of 
fmthei tlections’ It simply cannot be 
done It was only after Indira Gandhi was 
dethroned Irom power that some of hci 
cohorts could finally g ithci the courage to 
do her in As long as iht present prime 
minislci run tins in his slot tht prospect of 
getting ud ot him is picliv dun he is likels 
to continue to he ill totil control Ot both 
pat tv and government At the same time, the 
moie he icmains in peiwcr the greatir is the 
mess he is cap tblc of dealing As a result, 
the Congress pirtv s popul lr base cannot 
but keep shrinking, the chimes of the 
paits s returning uv peiwer in the general elec 
none two and a h til sears hence will Ihtie 
Ion glow remoter and remoter 

This diletnm r while it afflicts the Con 
gitss p ii i\ directly has rmplicanons for the 
n ition too I sen if the murky business over 
the I tn I r\ group is brushed aside going by 
i he prime ministci s pi i lot mince in recent 
months weie he to continue in his slot tor 
mother two tnd 1 lull sens, it could indeed 
piovt most damaging for the Indian polity 
I ithu he has noeontiol over his utterances 
tnd activities or he is unable to appreciate 
the sigmfie tnii oi what he says and does 
I he most recent example is ol course his 
a I together unnecessary blnantly derogatory 
itmaik ibout the Arab countries when he 
was commenting on the consequences ot 
I’tkiMtn acquit mg nudtii capability 
Considci also the manner he went about 
while campaigning for the state assembly 
elections in kcrail ind Wtsi Bengal After 
compromising vsiih communal and sectarian 
groups and parties ol all hues and deserip 
nons lie had the temerity 10 describe FMS 
Namboodmpad s party as communal Not 
.ontent with the faux pas he had earlier 
.omnntted ovtt the Gorkha National 
I ibeianon F-iont lie vetv nearly invited the 
people residing in the northern districts of 
West Bengal to rise in open revolt against 
iht supposed economic tyranny exercised 
ovei them bv the southern districts He kept 
changing from meeting to meeting the 
monetary value ol the economic package he 
.laimed he had arnngid for West Bengal, 
ind doled out figures ol assistance which 
even a chiKl could demonstrate to be false 


A principal charge he mounted against the 
Marxists was their lack ol faith in religion 
this attack was surely a gross infringement 
of tht electoral laws His innocence of 
history, even of relatively recent history, 
showed up when he laid the blame for all 
West Bengal's economic ills at the doOr of 
the Left Front regime He invited the women 
ot the state, who, according to his account, 
were frozen by fear because of the terror 
unleashed by Marxist cadres to vote for him 
solidlv, once they did so, he would at once 
see to it that the tears accumulated over the 
past one decade around their eyes were 
removed Fven as he was issuing this invita 
lion, a member of the legislative assembly 
in Madhya Pradesh belonging to his party 
was being at rested on the charge of com 
muting rape on an Adivsai woman and in 
New Delhi, (he nation’s capital, a group of 
college girls were squatting on the streets 
protesting against police inaction while 
they were bung gang molested in a public 
transport Here was the nation’s prime 
minister participating in a major election 
campaign, vet there was not a single matter 
of national import, whether on economic or 
social issues or on international affairs 
which he chose to dwell upon, he stuck to 
the low road of wild, unsubstantiated 
accusations against the principal adversary, 
and felt altogether pleased with himself 
The drubbing he has leceived there can 
hardls be any dispute is richly deserved His 
conduct during the election campaign con 
firmed what was already being vaguely 
pcrctived by many he is not of prime 
ministerial timber Both for him and the 
nation there has been a messing up ol iden 
Plication I he nation voted in December 
1984 overwhelmingly influenced by the still 
vivid image of Indira Gandhi s funeral pvre, 
the concrete manifestation of that vote was 
the anointment ol the offspring as prime 
minister for a five year spell The nation 
remains baffled and confused was this really 
the intent ol its vote 7 The offspring in his 
turn considered 'hat vote as a rollicking 
mandate lor his quasi monarchical style He 
has been on the rampage ever since the ap 
purtenanccs of governance he has mixed up 
with its contents The vast reupublic of 
India he has tended to assume, is his private 
lief which by rights belongs to his household 
lor ever There is a brashness in his style 
which is the product of medieval innocence, 
such as his homily to eminent scientists 
assembled on the occasion of the Indian 
Science Congress to rise above mediocrity, 
or his handing over the main levers of ad¬ 
ministrative power to his cronies Examples 
can be multiplied The simulation of a crisis 
along the Pakistan border purely for the pur¬ 
pose of easing out the finance minister, or 
the removal of the investigating officer 
reportedly enquiring into assets supposedly 


illegally held in foreign countries by some 
members of his personnel entourage, is 
indicative of his general lack of sensitivity 
Were we in the thick of the Middle Ages, 
with absolutism reigning supreme and no ab¬ 
surdity of democratic elections at regular 
intervals, he would have survived and pro¬ 
spered Unfortunately for him and the 
nation, since the ambience is otherwise; he 
is proving to be a major liability The fact 
of a convergence here of the interests of the 
Congress party and those of the nation can 
be scarcely denied in case he is eased out, 
it could well promote the welfare of both 
How does one go about it though’ We have 
accepted the externalities of the British 
parliamentary system, these however provide 
no guide as to how things could be nudged 
to evolve in this particular matter in our kind 
of circumstances In the British format, in 
a similar situation, if the ruling party at the 
moment were the Conservatives, the 1922 
committee would meet behind closed doors 
and pass a resolution events would move 
swiftly Irom then on and the prune minister 
would be out and a new one installed in 
twentv four hours If it wert the Labour 
party, the chairman of the national executive 
committee would confer with some trade 
union bosses, they would make a joint 
assessment of the sentiments of the consu 
tuenev section and then arrange to convene 
an extraordinary meeting of the party MPs 
where a decorous decision would be sought 
to be taken, even if the decorum is not 
preserved right till the end, at least a 
democratic decision would be insured and 
a new leader would take over Along our 
shotes, such procedures would be unheard 
of in the C ongress party s context The prime 
minister is the supreme master of the party, 
til! as long as he is prime minister, he would 
retain absolute control over the party and 
till as long as he retains such control over 
the party, he will remain prime minister 

A coup within the partv can therefore be 
ruled out A remote alternative possibility 
lies along the route ot a presidential 
initiative The present tension between the 
president and the prime minister has thrust 
the consideration of this rather unlikely op 
non into the realm of limelight Its consutu 
(tonal implications are however tangled and 
complex, as are its implications for a demo¬ 
cratic polity The president, howsoever pro¬ 
voked, and for argument’s sake, howsoever 
encouraged from invisible sidelines, by 
clusters of disgruntled partymen, is still most 
unlikely to choose to enact a play whose 
denouement is at this stage altogether 
indeterminate 

A medieval haughtiness, besides, t 
generally accompanied by a medieval cun 
ning too The instinct for survival would 
therefore *ork within the prime minister 
The evidence is already forthcoming One 
who has ceaselessly talked of the virtues ol 
most up-to-date foreign technology borne on 
the wings of multinational corporations has 
abruptly switched over to warning the nation 
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'about Hidden enemies who are ‘friends of 
multinationals’ The dear old cliches are once 
more out. fulsome praise of the public sec¬ 
tor has been resumed Overtures are being 
sent even in the direction of the wretched 
communists, the same communists who were 
the butt of choicest abuses on the part of 
ihe prime minister during the assembly elec 
tion campaign will they not, please, join 
him to fight the fresh onslaught from ‘right 
reactionaries Fven in the midst of this state 
of panic though, the basics are not forgotten 
In fact, the panic is occasioned because the 
basics are scry much the centre ol concern 
tht interests ol the prime minister are in 
distinguishable from the general welfare of 
the nation, one is coterminous with the 
other onet the prime minister's position is 
in peril, the nation itself is in peril, please 
do not be sillv, nobods ever asks for the 
proof ol an axiom 

So the prospects art excellent of our enter 
mg a zone of confusion at least lor some 
while Fvery nation gets tht crisis it dcservts 
A prune minister is not easily removed, the 
( ongress paity will therefore have to stew 
in its own juice and compel the nation into 
experiencing an identical predicament 
At the end of 11 perhaps nothing will 
emerge, a Bhajan Lai at most will once more 
supplant a Bansi I al or vice versa or a 


REPORTS 


\1ISRA COMMISSION Rhl’ORT 


THt rcputition ol the White Papers which 
our government places before the countrv 
Iron) ume lo Mint is indeed vtrv high and 
lot long we havt belli used to their spotless 
whiteness Ihus il any ol us chtrished the 
hopt that I he Report of the Ranganath 
MisiaC omnussion ol Inquire would go out 
ol its wav to uveal the truth, identify the 
culprits bthuul the cat nasi in Delhi which 
wiped out even iceording to the govern 
mem s own figures 2 t()7 Sikhs between 
October tl and Novembtr 4 1984 and 
recommend to the governmen' adequate 
punishment it would be our own lolly 
Besides to be tair to lustiec Mtsra one has 
only to remember tht late ol those uneom 
promising reporters whose findings ait 
bised on faeis not veis palatable it was 
therefore deemed wise to plav sale and we 
have befort us a long report irt two volumes 
vague evasive full of inaccuracies and 
paltitudes and contused in its anxicts to 
whitewash the Congrcss(l) A fewtxamplts 
out ol several suih gems will bt given in the 
.ourse ol this article to illustrrte the trend 
of the document 

The very setting upol the commission is 
ntrigumg The piimc minister had made it 
Itai tune and again that "everything had 
>ecn done and that anv probe would harm 
he Sikhs more than help them Later every 


Bahugunl will excommunicate an AjR 
Singh, or vice versa, or instead of this lot 
of film personalities, with a huge backlog 
of tax liabilities, joining the Congress party, 
another near-identical lot will, the king will 
not even be dead, but never mind, long live 
the king 

What about relatively little mercies 
however’ Is our system so much beyond 
redemption that it is not possible to remove 
even a civil servant, who, flouting all laws 
and rules, accompanies the prime minister 
on ihe dais during the election rallies, is 
publicly acknowledged, even by important 
party functionaries as one of the principal 
architects of the party s electoral strategy. Is 
openly heard to brag how ‘they’ would 
sweep the West Bengal elections The prime 
minister cannoi be removed because of the 
degeneracy ol the sviem, but cannot such 
specimens be’ Or is it a east of joint supply’ 
Love me and love mv dog, cannot sack me 
and cannot sack my dog If vou arc incapable 
of gttting rid ot a dud ot a prime mimsrer 
you will be equally incapable of putting to 
his place an errant civil servant After a long 
hibernation i few ot our members of parlia 
tnent have ol late been seen to be stirring 
themselvts on major public issues Is the 
gross misdemeanour of this eisil servant 
much too puny a matter to detain them’ 


ettort to have a judicial commission set up 
tor tht inquiry w is thwarted and even judges 
of the HighComt who had agreed toenttr 
taut the petition of tht PUDR and hear their 
appeal weic moved to some other bench, 
how the new bench dismissed the appeal is 
too well known to need reiteration Thus 
from tile sun as Ihe Finns oj India 
remarked it was a misconceived under 
taking’ It is not unlikely that it was the 
exposure of the ruling party s connivance at 
the massacre m v irious reports and tht itn 
pact it had both inside the eountrs and out 
stele that (malls compelled the government 
to give in 

Once the commission was set up the lirst 
organisation to tome forward offering 
assistance to the commission so that it might 
arrive at the truth and then draw its conelu 
sion as to whether the riots were organised 
or muted and il so by whom, was the 
Citizens Justtec Committee (CJC), it was 
formed bv persons ol great eminence and 
high credibility It placed before the Com 
mission detailed information regarding par 
ticipation of at least 13 front rank elected 
leaders ol the ruling party ' and also sub 
muted the Fire Brigade’s own record, jotted 
down on October II 1984 and according to 
which ‘the rioters formed different groups 
started from All India Institute of Medical 


Science* and indulged in violence. One such 
group proceeded toward* Defence Colony 
and on the way indulged in anon at Kidwei 
Nagar, NOSE I and II, Andrews Ganj 
Chowk and then Defence Colony, another 
group proceeded towards R K Puram and 
indulged in violence on the way. another 
group proceeded towards Pmhvtraj Road 
and a different group towards Hauz Khas 
The routes followed by these groups can be 
easily traced on the perusal of the record of 
the Fire Brigade" 

The Delhi Sikh Gurdwara Management 
Committee also had, on their own, supplied 
the Commission a list giving details regar 
ding the same 13 Congress(l) leaders as the 
CJC had done, 10 of these men were Con 
gress(I) Metropolitan and Delhi Municipal 
Corporation Councillors, the other three 
were H K L Bhagat, minister lor parliamen¬ 
tary affairs and food and civil supplies in 
Rajiv Gandhi's government, Sajjan Kumar 
and Dharam Dass Shastn both ex MPs, 
evidence against them by witnesses, who had 
been grilled in their cross-examination but 
stood their ground, was unimpeachable and 
highly damaging, there were also 43 affida¬ 
vits filed against them by not victims In a 
supplementary list, DSGMC had supplied 
19 more names of minor workers of the 
Longress(I) parts with evidence from the 
same witnesses and 6^1 affidavits from riot 
victims whose names appeared both m the 
main as well as in the supplementary lists 
The commission completely ignored the 
C 1C s and tht DSGMC \ detailed informs 
non ugardmg the pamupation of the 13 
vtniot leaders ol the ( ongress(l) party, who 
had been given parts tickets to light elec 
lions and weic known as front rank men 
even in Indira Gandhi s regime never once 
rclunng to mv ol ills sc le iders in this con 
text tht commission pounced upon the 19 
small Irv implying that these were the only 
names supplied to it, and commented 
Nineteen instances have been catalogued 
where people associated with Congress(l) 
have been named as org misers Of them 
fourteen art described as workus eithu of 
C ongiess(l) or its south wing lour ire said 
to bt local Congress(l) leaders and tht other 
being Ihe secretary of a then ( ongrcsstl) MP 
C onccdmg that there is no parricular reason 
to disbelieve the allegations so tabulated eon 
sideling the posmon occupied bv these 
peoplt ihe commission is not in a position 
to hold that from their participation the 
C ongress(I) pans as such can be found lo 
havt oigamscd iht violence On iht olhei 
hand these details supplied bv the Delhi Sikh 
Gurdwara Mangeinent C ommiilcc lortifv 
the conclusion that some people of the Con 
trcvs(l) pariv on thur own had indulged end 
participated in the turmoil lor consideration 
cniirtlv lheir own Pvtry person who takes 
i dip hi the Ganges is not purified Similarly 
wet voile in the ( ongiess(l) is not a Gandhi 
believing and praciiving non violence The 
pinv label therefore does nol altrael the 
parly nor takes awav the individual elemeni 
It is strange that Justice Mtsra should have 
taken cog usance of the lapses only of those 
nineteen minor workers of the C ongrcss(l) 
party who according to him remained 


To the Government’s Satisfaction 

Anuya Rao 
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'polluted in spite of their dips in the 
C ongrcss Canga The other thirteen— 
apparently ‘unpolluted- had committed the 
same horrendous crime as these ‘polluted’ 
ninciien according to all the evidence and 
affidavits presented before the commission 
In any couit punishment would have been 
tdniimstercd equally to both the groups 
icgardless ot the position they occupied in 
the parts provided the judge was satisfied 
t h it th material pi iced before him proved 
thur i u It Since Justice Misra did feel that 
the ic w cs ‘no particular reason to disbelieve 
ihc iiligat.ons lgamst the nineteen, on 
svh it b isis i mild he have disbelieved the 
Mine lUcgaiions against the other thirteen 7 
Is u ihc function of i commission to be 
hustd me 1 selective exonerating one group 
I-, it iltur n tines It id nevu been mentioned 
md lindinv 'he less important group guilty 
tm committing the very sitne offence 1 

(in the I lit Brigade s recorded statement 
the oinmissiiin has this to say “ the 
disptrsilni »he crowd slatted and this crowd 
which h id been impatiently watting at the 
\11\1S tsi the iuvss fate had in store, 
hi ime divided into Blimps and moved 
nv iv tp 1()| ippiientlv lustiee Mist.i holds 
i high opinio i ol the crowd hcartbiokctt at 
ihe Hews life hid 111 stott' it ‘moved 
iw is like i disciplined lot 111 gumps there 
is no me moil tnvwlua ol tile arson and 
viol me tin'they indulged in the le tr they 
stun k in th< e tpit tl nself tnd so rnctho 
.fic ills nobody belieus th it such selective 
killutc mild base heendotiv without some 
digit t of oig inisaiion Ihc MIMS svts not 
the pluc vvlute tils pluming could have 
I' u done Again th it was not the time tp 
propn itc lot h ttchuu. jn\ plot Anxiety mil 
ti iisiim h id spie id cui vwhete and all tile 
people who hid been waiting’ to know 
wbethel the pi mu minister shill live oi his 
perished could he in no mood to hatch i 
pi ni oi t ilk to someone or group guiding 
tlu m (p 10) Besides ihe Sikhs who had 
tlso come to the AIIMS and were in the 
iioivd would li ivi known md were expteied 
to disclose (p 10 11) ft is not clear what 
oi now the Sikhs would have known 
much less disclose when thev saw the 
crowd move iw iv in different groups in dif 
ti itnt elirei turns the route map in the record 
lit the I in Biimdc proses beyond any doubt 
t u nii'ii ulous planning of the eniirt optr i 
limi In the commission howevci fhese facts 
in eh no mipoit nice what is of importance 
is that m ihit umosphue no planning 
could h i\e been done I hus the stind that 
violence w is oig tmstd is ddlieult to accept 
(p 101 

To isctrt mi tin cxul meaning connota 
lion tnd conception (whatever it might 
mean) of the woicl ‘org imeed , the eommis 
ston took immense p tins and consulted four 
inipnit mr die nonaries including Black's 
law Dti turn i s tnd Webster s Third New 
Intel n moil il Diciionaiv apart Iront these, 
it ■ nnsultcd Words and Phrases and 
J N Gilbert s “Oigainsed C rime in Criminal 


Investigation” After satisfying himself 
about the various shades of meaning of the 
word, Justice Misra wrote, “to organise thus 
involves a process which requires time 
money, men and an aim or goal to achieve 
which the organisation ts done” (p 30) 
Justice Misra tailed to find any material to 
suggest “that some Congress(i) men had 
undertaken any process involving the ele¬ 
ments referred to at the AUMS on the 31st 
(p 30) So the commission came to the con 
elusion that violence was not organised by 
the Congrtss(l) party or any official who 
matters in the party” (p 30) Remembering 
that suth a snow-white chit might create 
some problem with Barnala, Justice Misra 
hastily drew back a few srtps and produced 
his deliberations which are masterpieces in 
contused thinking and vagueness ‘The riots 
afttr spontaneous origin got into channel 
hstd methods in the hands of gangsters ’ 
(p 30) After tracing the ‘origin of the riots 
to ‘spontametv ’ Justice Misra had to look 
lot the culprits all of whom could not be 
covered under the blanket ot ‘gangsters 
tnd it is litre that his contusion got the bit 
ter ol him The passage leads It would not 
be wiong it' sav th it tlteie was oig timid 
violence in Delhi md tint w is done by 
the anti soei it tltniems ind in the riots 
thousmels ol people who do not belong to 
tlie ilassific it ton of anti socials did par 
nupati Mins of these participants win 
people from Ihc lower ranks ol ihc t onguss 
paitv and sympathiseis The commission 
has peisuaded ilsill to concede that it was 
an otuanised violence" and though n was 
clone bv those n imclcss late less elements 
which go bv the term anti socials’ thecom 
mission was pricked by the uncomfortable 
thought that n might beditlicult to convince 
the public that Delhi had been overrun bv 
thousands o* anti socials so another con 
cession was made md we were told that 
mans ol the punopams were ‘from the 
lower ranks ot the ( ongress(l) parts I vut 
then logic or no logic the commission cm 
not ilriw a conclusion Irom the lact ol 
participation ol parrv workers and sym 
pathtsers or some leaders at local levels that 
the party was involvtd in organising what 
has perhaps been rightly called a carnage 
Playing safe lustiee Misra has put tilt 
blame largely on anti socials The change 
in the pattern from spontaneous reaction to 
organised nets was the outcome ol the take 
over ol the command ot ihc situation bv 
anti socials It is said that Satan too has 
a process and when taking to vatamc acti 
vines the anti social dements took to their 
organised pioccss This is how and in this 
sense violence in Delhi was indeed organised 
But like, as the tnvolous would say, a cracked 
record the commission insists that ‘ such 
organisation was not by any political party 
or a definite group of persons ’ (p 31) 

I he commission s next target is the Delhi 
police Justice Mtsra’s castigation of the 
police is like putting a liule balm on the 
wound when a deep seated cancer has set in 


Devoting several repetitive pages to police 
inaction, he explained how “the brutal kill¬ 
ing of a revered leader like Smt Indira 
Gandhi prime minister of India, certainly 
wounded the feelings ot every Indian That 
was legitimate Individually every policeman 
in Delhi (whv particularly in Delhi 1 Since 
every Indian was grieving') had justification 
to feel sorry and even mentally injured on 
such an occasion and ihe suddenness of the 
news and particularly when two men drawn 
from the disciplined force were the authors 
of the ertmt there was scope for being over 
taken by a stunning effect” (p 33) "Though 
the call of duty should have helped the police 
force to revive from the temporary stunning 
efleu”, and' “manv perhaps genuinely 
thought that it was the magic wand of 
the politician that tamed the police”, that 
was not so for ‘ in answer to searching ques 
lions put to the police officers, they have 
denied any political force to have operated 
behind the scene in the matter ol formula 
tton of their utitude and conduct ’ (p 28) 
Unfortunately lor the commission howevu, 
R S Stthi the thtn district magistrate ot 
Delhi stated ‘I do not think it is a case ol 
open partiup ition but to mv mind if seems 
to be a case where under pressute they rc 
niamcd away Irom duiv and ceased to be e I 
lective cl inlying Ihe meaning ol 
‘pressure Sethi silted I rctir to loc tl 
politic il pressutt It is cleat to ill excip 
ting to the commission that the police w ts 
not tllowed to function Certain cOiistiiuin 
cits were trouble f.te the politicians there 
who were not ( onerissnu n did not tntei (Lie 
with the norm al limits ol tht police but 
riltist ot ihe conslltueneics parlietiluiIs ill 
west anti e ist Delhi Irom whete the il 
hdavtis weie tiled In the riot vielims 
belonged tot ongnss(l) liont tank liadus 
anti il was in thost tic is that tht polite re 
mimed inacme some estn participated in 
killing and looting ol tlu property and 
irson A little mote understanding and 
sympathy fot those who had lost everything 
ovtrntght, could have made the commission 
set all this, and it could easily have spotted 
the criminals It was easy to have ‘ scape 
goats but what could the police have done 
if they had manv masters’—the most power 
ful ones the politician on whose goodwill 
depended his postings promotion even con 
tmuation in service Thus the long chapter 
oil The Role of the Police’ is really uncon 
vincmg since there also tht commission has 
failed to name the people who weie really 
responsible The successful thwarting of Ved 
Marwahs inquiry against the Delhi police 
through an injunction which was not even 
challenged by the government proves, if any 
ptool is necessary the power the politicians 
wield today (p 40) 

1 he commission has blamed the 11 Gover 
nor and^hc poltct commissioner of Delhi 
‘squarely” for the delay in taking the dect 
sion and making the requisition of the army* 
Since the chief of army staff had already 
given clearance for calling the army, the of 
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ficers had no authority to over rule him, it 
is rather naive not to admit that there was 
only one authority in India who could have 
done this—the ministry of defence. Even 
when l he army moved m, “it could not be 
effective, as it required magisterial orders for 
resorting to firing” (page 25) Did the com 
mission ever cross-examine some of these 
magistrates, to find out why they did not 
pass orders’ Who stopped them’ The state 
ment of a major whose battalion was 
ordered to withdraw to the barracks after 
it tried to save some victims, does not appear 
in the report Did Justice Misra pause a little 
to ask himself who could have passed that 
order 7 The in-camera proceedings were kept 
back from the CJC, though agencies with 
no standing whatsoever whose names 
nobody had ever heard, but sponsored by the 
Delhi administration, were permitted to 
watch the proceedings In all 2,90* affidavits 
were filed before the commission out of 
which 2,266 were against the victims filed 
by these bodies Now it is known for ter 
tain that these affidavits were on cyclostyitd 
sheets filled up and attested at one go It 
these had been examined, as the pro victim 
affidavits were, the commission would have 
found them to be identical The CJC was 
never informed if H h L Bhagat was cross 
examined but the commission found him 
innocent In spite of specific cases filed 
against him ‘the allegations were not very 
positive or specific', sixteen specific 
instances were cited showing he had held 
meetings of party people on the night of 
October T1, but ‘the evidence regarding 
what transpired at the meetings is scanty” 
The commission found hundreds of afti 
davits in his favour, he had even “helped the 
Sikhs and attended to their discomfort” 
Tara Singh (No 2531) stated that he had 
worked for Shri Bhagat ‘during Ixik Sabha 
elections If Shri Bhagat had indeed played 
the role of an organiser of the riots, it is dil 
fieult to find a single Sikh supporter in his 
camp’ In a situation where thousands of 
culprits were moving about freely, jubilant 
that nobody was going to touch them sneer 
ing jeering at the Sikhs humiliating them 
intimidating them which Sikh was bold 
enough to face the traumatic experience of 
November 1984, by disobeying the orders ol 
a powerful politician 7 But the real tcason 
tor Bhagat's innocence is that “a sitting VIP 
and minister was not hkelv to misbeh iu in 
the manner alleged ’, another reason 
however ridiculous, but cited with all 
seriousness is that ‘Shri Oavai on account 
of the treatment meted out to him was likely 
to have a grievance agamst the government 
and those in government ’, his statement that 
Bhagat constantly rang up Raj Niwas for 
assistance m the affected areas, “should be 
accepted as proof of Bhagat’s innocence” 
Public transport was used to bring down 
outsiders to incite the local people to 
violence, the commission has accepted this 
evidence, its own investigating agency 
reported that “some buses [of the corpora 


non} were as a fact used as alleged but the 
employees had been cautioned not to 
disclose that fact to the investigating team 
The records of the corporation, the agency 
reported, had been suitably touched up" 
(page 42) Yet the commission commented 
that “there is no material to hold that the 
corporation had extended any assistance to 
the rioters by allowing its buses to transport 
the rioters” (page 42) This conclusion is 
understandable, since it was the corporation 
which had the majority of the thirteen 
named front rank leaders as its councillors 
The CJC found it impossible to co 
operate with the commission so it withdrew 
giving the reasons foi doing so in an 
eighteen page document which has been 


I HE indirect tax proposals in the 1987 88 
Budget are noteworthy for the virtual 
absence of a conscious strategy Inside 
sources in North Block confirm that the 
prime minister, who also doubles as finance 
minister, had little time to even understand, 
let alone lead the budget making process 
As a result, the proposals put forward by the 
bureaucracy were approved as a matter of 
routine 

Three significant features are visible on 
analysing the indirect taxes aspect of the 
budget The first is the conversion of the 
resources of the public sector oil companies 
into customs and txcise duties, which, in 
turn largelv finance the non plan expen 
dnurc comprising of defence, interest and 
subsidies The second feature is the hike in 
duties on project imports 1 he last budget 
highlight is the extension of MODVAT to 
every industrv except petroleum, cigarettes 
and textiles 

A total of Rs 1 700 crore Rs 900 Lrorc 
from excise and Rs 800 crore from customs 
duties, will he raised from the oil sector In 
the absence of any increase in ihe ad 
ministered price of oil, the revenue will come 
lrom the resources of the oil sectoi By this 
move, all the promises of the long term fiscal 
policy and the Seventh Plan that the public 
sector will raise its own resources have come 
to nought On the contrary the resources of 
the public sector arc being used to feed the 
general budget 

Excise Revenue- OvERtsiiMArui 

The underlying assumptions and ideology 
behind the proposals in the budget are visi 
btc as we analyse ihe accompanying table 
The revenue effect, after accounting for 
increase or reduction in taxation rates is 
marginal The net increase in revenue due 
to the taxation proposals comes to only 
Rs 369 crore On the other hand, the budget 
expects the total revenue from excise and 


kept back from the public 

Justice Misra has fulfilled his mission tor 
which he was appointed As tic himself has 
said “the task would have been almost an 
impossible one if the allegations against 
every named person had to be scanned’ 
therefore it has desisted ‘from making any 
assessment of the allegations implicating 
individuals as either members of the riotous 
mobs or organisers thereof I he commission 
could not have undertaken an inquisitor! il 
piocceding (page 41) 

7 he commission has removed evtrs st tin 
from the government's conduct to us own 
and the government s satisfaction Only ihe 
blood slams rem lin 


customs in the coming financial year to 
increase by Rs 3 845 croic I he question is 
where is the balance Rs 3,476 crore to come 
lrom’ Usually ihe proposals take credit tor 
larger revenue thin what is expected thiough 
fresh taxation Revenue increases due to 
other factors like increase m production 
more effective tax collection decline in the 
exchange rate of rupee in relation to foreign 
currency and so on However on analysing 
the figures wc find that excise revenue is 
estimated to increase bv as much as Rs 2 478 
ciore in increase of 17 2 ptr cent over the 
previous years revised estimates I his 
imludes only Rs 302 erorc from additional 
taxation and Rs 900 crore from ihe oil sectoi 
Historically excise revenue has grown by 
an average 10 to II per cent in spire of heavy 
doses of taxation In this veai s budget the 
only significant hike in excise duty is on 
cigarettes On the other hind extension ot 
MODVA1 to practiealls all the chapters ol 
the excise tariffs schedule without raising the 
duty on the final pioducts in a significant 
sense will necessarily nt as a dampcnci on 
revenue \noilrei important fact is the shift 
ol V P Singh to defence This action his 
lowered the spirits ol the tax collectors In 
the previous year ihev did manage to realise 
some Rs I 500 ciore ol revenue from the 
monopoly houses Ihrcats ol denial of 
industual licences and bank loans forced 
them to settle out of court dispuii d amounts 
estimated at Ks 4 000 crore The tempo in 
the drive against tax evasion n is fallen with 
the crack down on the offu lals thi msclves 
instead of the tax evaders The conclusion 
is clear, excise revenue is padded bv a laclor 
of Rs 500 store or so to dress up lire final 
budgetary picture 

Caimim Goods 

On aralvsmg the detailed propos il m the 
budget, we find a novtl mdusiry wise ap 
proach to the issue of indirect taxation In 
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the past, the excise or customs duties and 
the revenue atpect was given primary impor¬ 
tance; the totality of the industry and its 
development was secondary Nevertheless, a 
purely technical approach without a con¬ 
scious overall strategy has little impact on 
the structure or direction of the economy 
For example, the hike in customs duty on 
project imports from 55 per cent to 85 per 
cent brings the duty leviable on most general 
machinery imports at par with that on pro 
ject imports 

This move negates the very concept of 
project imports which were conceived as a 
window for quick and easy imports at af 
fordable duty rates There are situations 
where a number of machinery items, along 
with initial raw material, spares and com 
ponents are required tor starting a project 
or for substantial expansion The project 
import facility obviates the need for detailed 
classifications of each individual item, a dtf 
ficult exercise since it requires clearances by 
an ill trained and corrupt bureaucracy But 
for the project import facility, the individual 
items would attract the general rate of duty, 
also known as the schedule rate In the con 
text of the project as a whole, the schedule 
rate on the individual item may make the 
project itself unstable 

The Rajiv Gandhi government in its first 
year reduced the duty on project imports to 
45 per cent This did have an impact on the 
modernisation of key sectors Subsequently, 
the government lost its nerve following 
representations by sections of the capital 
goods industry Some critics accused the new 
government of ' violating the principles of 
socialism and economic self sufficiency” 
The government raised the duty to 55 per 
cent in the 1986 87 Budget Now the very 
concept of project imports has been virtually 
adandoned bv putting the project import 
dutv at par with that on most machinery 
items 

Mac HiNtRV Parts 

\ similar confusion is visible regarding 
the classification and duties on parts of 
machinery In the new order of things, a new 
heading (98 06) has been created to classify 
most parts of a machinery item This move 
deviates ftom standard, internationally 
accepted classification principles Previous 
to this parts were classifiable along with 
the original machinery in the respective 
machinery heading or chapter as per the 
Harmonised System (HS) principles of the 

TABIF RtVfcNUfS 1 ROM fc\CISL AND CUSTOMS 



Duties 


(Rs crore) 


1985 86 

1986 87 

1987 88 


(Actuals) 

(RE) 

(BE) 

Excise 

12 956 

14,348 

16,826 

Customs 

9 526 

11,500 

12,867 

Total (Ex + Cus) 

22,482 

2S.848 

29,693 

Others* 

4 323 

4 698 

5 010 

Total tax revenue 

26 805 

30 546 

34,703 


Note * Others include income tax RE = 
revised estimates BE = budget 
estimates 


Customs Co-opmtjon cotmen Bross-t* 
(The HS has been adopted in tote by Indian 
Customs) 

The confusion will now multiply at the 
import licensing, bank financing and custom 
clearance stages Again, the new classifica¬ 
tion policy has not been thought through to 
cover various other schemes designed to 
grant duty preference to parts over the com¬ 
plete machine For example, an important 
scheme allows the import of parts for the 
manufacture of most machinery items at 15 
per cent duty advantage over the duty 
leviable on the complete machine The 
interaction between this scheme and the 
newly announced scheme is not visible 

This state of affairs is part of the general 
tendency of economic management Each 
economic policy is now loaded with nu¬ 
merous schemes which work at cross- 
purposes The approach to policy making by 
tinkering with tariff rates has now reached 
a stage where any further change will only 
yield negative results More than 400 changes 
have been made m the customs tariffs in the 
last one year alone’ What is required is the 
promotion and administration of a proper 
industrial culture, the public sector and the 
banking institutions have to take a lead m 
this 

The advantages to parts may lead to the 
assembly of the complete machine in India 
This will perhaps promote some kind of 
industrialisation and indigenisation in the 
economy However, the wide availability of 
knocked down kits in international market 
may encourage a culture where trading 
disguised behind the label of ‘manufacture’ 
may rule the roost This phenomenon has 
already surfaced on a wide scale in elec 
tronics and the automobile industry 

Exctsr Du rits 

On the excise side She extension of 
MODVAT to practically all the chapters of 
the schedule except textiles, cigarettes and 
petroleum is significant The measure has 
proved to be a success partly because of 
good administration Last year’s budget pro¬ 
posals involved a net increase of only Rs 60 
crore in revenue through fresh taxation The 
final figures, however, show a rise of 
Rs 1,392 crore over the previous year 
MODVAT has helped bring the black money 
economy into the general mainstream Even 
the textile sector has been given MODVAT 
type benefits under the proforma credit 
scheme Manmade and cotton fabrics and 
cotton and woollen yarn will get proforma 
credit for inputs coming from related raw 
materials The oilseeds economy is being 
promoted The use of minor oilseeds such 
as rice bran and cottonseed oil in the 
manufacture of soap and vanaspati is being 
encouraged by excise concessions The 
MODVAT scheme has also been extended to 
promote this policy m a simple and easy 
manner 

However, other measures smack of popu¬ 
lism The increase in duties on items of vist 
ble luxury consumption like colour TV and 
the Maruti car is not significant, specially 
when the very production facilities for these 


promotion by the gowmrhoultiSr^S^w * 
textile policy announced in August 1985 and 
its stated object of promoting blends of 
manmade fibres with traditional fibre has 
been given another blow The duties on man¬ 
made fabrics blended with other fibres have 
been increased The hike m duties of ciga¬ 
rettes has resulted in a price rise for the 
cheaper varieties The pnee of the more 
expensive variety has already reached an all- 
time high This measure, apart from curb¬ 
ing cigarette consumption, also affects the 
disposable income available for essential 
items The transformation of excise duties 
from ad valorem to specific rates is perhaps 
designed to tide over the problems of valua¬ 
tion of the exciseable goods for levy of duty 
and the consequent procedural difficulties 
On the other Ijand, specific rates are not 
price elastic and cannot be tailored very 
easily to discriminate between the poor and 
rich according to the income distribution 
criteria 

Coni inuous Change 

The phenomenon of contmous change 
amounting to little is also visible in the new 
budget proposals for the electronics sector 
A 10 per cent excise duty on computers has 
been re-levied two years after its withdrawal 
Duties on computer components and com 
ponents of peripheral devices have also been 
raised It is interesting to see how the govern 
ment first creates an import-based industry 
by offering customs and exuse sops Industry 
jumps at the opportunity to reap windfall 
gams In the process, a large market is 
created At this stage, the government raises 
the duties to mop up the gains The Maruti 
car is an interesting example of this The 
import duties on Maruti components have 
been raised from 35 per cent to 50 per cent 
over the last two years Now the duty on 
components for after sale service has been 
raised from 50 per cent to 75 per cent The 
net result of this pattern is that no industry 
develops to a scale where it can be inter 
nationally competitive and viable, in spite 
of the large domestic market The progress 
m technology upgradation is also arrested 
by the short-sighted measures 

Budget making and unmaking now 
extends throughout the year as hundreds of 
notifications revising duty rates or amending 
conditions are issued throughout the year 
Even the figures for receipts and expenditure 
change so drastically that at least two sup¬ 
plementary budgets are necessary The pre¬ 
sent budget, tn this sense, is hardly an event 
Its impact will depend on the absence of 
changes during the year The budget’s pro¬ 
mise of raising Rs 3,845 crore, Rs 2,145 crore 
after netting the transfer from oil companies 
resources to the general pool, is a tall 
promise, to say the least Last year was 
favourable for revenues since successive hikes 
in duti^ on non ferrous metals and crude 
petroleum, apart from the falling value of 
the rupee, yielded a rich bonanza of Rs 1,974 
crore in additional revenue from customs 
alone Given the bleak prospects this year, 
its impact on plan finance will be marginal 
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WEST BENGAL 

Trouble on the Health Front 


Sujit 


TROUBI E has once again erupted on the 
health front in West Bengal It was not un 
expected In November 1986 the junior 
doctors submitted a charter of demands to 
the government of West Bengal asking for 
in-service status for their jobs (which 
involves pay hike), better emergency care in 
the hospitals, stoppage ot ad hoi recruit 
ment of doctors in government service, 
restoration of fair practice in post graduate 
medical education and abolition of the chief 
minister s quota in admission to MBBS 
course The government as usual ignored 
them when they went through the conven 
tional agitaiive programmes From January 
1987, the junior doctors resorted to a novel 
way of registering protest Refusing to sign 
on the pay roll, they put their left thumb im 
pression (LTI) at the time ol receiving their 
monthly stipends, claiming that their emolu 
ments are worse than what the mostly 
illiterate (group D) government employees 
draw with LTI A commotion ensued To 
and fro telephone calls were exchanged bet 
ween hospital authorities and the head 
quarters Though the government asked the 
superintendents not to disburse stipend on 
ITI the latter however took stock ol the 
situation and disbursed the stipends The 
episode caught the imagination ol the 
reporters and the newspapers featured it pio 
minentl) Surprisingly, the government icae 
non was verv sharp The hospital authorities 
were admonished and 111 was forbidden 
On January 31 1987 when the junior doc 
tors again insisted on LTI lor the nest 
month s stipend at SSKM Hospital C alcutta 
they wee ictused The young doctors squat 
ted in horn ol the cashier s counter and 
chanted slogans Suddenly a large police 
parts Ud by two deputy commissioners 
entered swinging sticks and made indis 
crimiiidic lathi charge without warning A 
score ol luniot doctois including a lady were 
injured tour of them seriously needing 
hospital admission and 10 doctors weie 
arrested on charges of illegal asstinbls 
rioting usisting government officers from 
performing duty and so on The news spread 
like wild fire and all junior doctors in the 
government hospitals under the Itadeiship 
ol All Bengal Junior Doctors Federation 
(ABJD1) ceased work maintaining only 
emergency services On February 2 1987 
Health Services Association (HSA the 
organisation of the medical officers in 
government service) ta'led a one day s cease 
work to protest against the police action, 
closing all services except the emergency 
Jyott Basu, the chief minister, returning from 
Bangladesh on that day added fuel to the 
fire by his characteristic casual remarks 
Basu made a remark against the junior doc 
tors and, asserting that they insulted and 
manhandled the lady superintendent, he 
warned about stei n disciplinary measures 
At the same time in spite of the demands 
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from all quarters, the chief minister ruled 
out any sort of enquiry into the incident and 
refused to disclose the contents of the 
superintendent s own report Since then 
services in all big hospitals in the state 
where junior doctors are appointed, remain 
virtually paralysed 

In 1983 when the Left Front government 
persistently retused to hold talks with the 
agitating junior doctois HSA intervened 
with a package deal which was accepted by 
both the parties But the health minister 
presumably under pressure ftom the party 
hawks suddenly made a volte face and 
declared that the juniors would not be givtn 
any certificate and there would be a pay cut 
for the strike days Denial of certificate 
meant denial of professional re gistration and 
opportunity of post graduati education to 
the junior doctors who, facing such desperate 
situation gheraoed the superintendents 
Police lathi charge to disperse them were 
rathci incxctss Next day the HSA launched 
total strike (including emergency) in support 
of the junior doctors After seven days ol 
nightmare, when innumerable number of 
moribund emergency patients were denied 
life saving treatment, Jyott Basu came to 
senses, withdrew all punitive measures and 
promised to sit with both the junior and 
health service doctors within two weeks to 
settle their long standing demands 

The aftermath of the 1983 agitation led 
to a number of serious it not ominous 
developments Jyoti Basu simplv reneged on 
his promise of holding talks and made for 
the first time, certain statemi nts amounting 
to policy declaration on healt h care manage 
ment C onliaty to the government s earlier 
oft repeated accusations that the junior doc 
tors were reluctant to serve in the villages, 
Basu confessed that the govi rnment was not 
in a position to unploy all the job-seeking 
doctors even in the villages The chief 
minister further asserted that doctors had 
no right to strike On other matters he said 
that the government just could not concede 
the demand of ‘8 hours’ duty by the health 
service doctors as that would require 
employment of additional 20 000 doctors 
Hospital services could not be improved 
unless the union government helped with 
finances 

Basu thereafter took steps tn right 
earnest to break the doctors’ organisations 
A separate junior doctors’ organisation was 
set up by the party’s youth from A parallel 
health service doctors' association was 
mauguiated by Basu wuh several ministers 
and three members of part y secretariat in at 
tendance Never before in West Bengal has 
a government employees’ organisation been 
directly sponsored by or has owed open 
allegiance to the ruling p>arty The govern 
ment machinery was then after brought into 
full plav to prop up thi se organisations 
About 300 new doctors were recruited on ad 


hoc basis by-passing the public service com 
mission and they promptly filled up the 
ranks of the new association The health 
minister told the press that the new recruit 
ment was made on the undertaking that thev 
would act as the ‘strike breaking force in 
future Almost all hospital chiefs and tht 
heads of district administration were 
replaced by officers who pledged loyalty On 
the one hand accelerated promotion gam 
ful appointments financial incentives were 
offered and on the other hand, inconvenient 
transfers, domotion etc were threatened in 
order to persuade the doctors to switch their 
allegiance over to the otiiual organisation 
Punitive measures were taken against intran 
sigcm medical officers Thereafter the left 
tront government announced that in health 
matters, the government would not deal with 
ABJDr and HSA 

Tht Ixlt Front ■> policy and actions have 
severely eroded the credibility of left move 
ment in the state Ivott Basu s scandalous 
persistence in admitting eveiy ytai 10 
students (unsuccessful in joint entrance 
examination) in the MBBS course undei the 
chief minister s quota, has been width 
publicised and denounced I he names ol 
thest students hast been identified as sons 
and daughters ol mmistcis police eonimis 
sioner lop bureauciats, p triy Ml As 
industrialists etc including tin health 
minister s own son It is now an open secret 
that transfeis appointments lontraets, etc, 
in the health adinunsti mini arc operated on 
(he basis ol quid pio quo It is bung em 
phasistd from all comers that cun duung 
the emeiguicv the ( ongiess(l) administra 
non did not idopi such inti dunocntic 
stand of dosing the door ot negotiation with 
the employees’ associations and mass 
organisations I lie bankruptes of Basil s 
stand has since been exposed glanngly- the 
CPI(M) has openly endoiscd the doctors’ 
tight to sinkt md lent suppoit to them in 
the other states eg Bihar hirnuaka CP, 
Delhi etc and such party stuunuits were 
published in the /¥o/>/< v Pi'inmun i the 
party organ When the HS<\ created a stir 
by publishing a letter ot Jvoti Basu writti n 
in 1982 cndoising the health scrsicc doctors 
right to strike the chut minister without 
batting an eyelid, announced that lie would 
withdraw the said letter 

On the demand ot a rise in siipend Basu 
says that the demand has been instigated b\ 
Rajiv Gandhi by uuilatcnllv raising the 
stipend in the central medical institutions 
while the centre can afford to be so generous 
by printing currency notes i state is un ible 
to do so, unless the centre provides the en 
tire amount as a grant the si itc government 
cannot raise the stipend When this argu 
ment was challenged bv the doctors citing 
the recently enhanced pay of )Ah and IPS 
officeis also unilaterally suictionedbv tli. 
centre without granting a single puce to tin 
state, Basu ptelers to keep mum f he chief 
minister has fuither irgued ih it the junic>r 
doctors are not employees but only trainees 
and as su-h they are not entitled to the same 
scale of salary of compaiable level of state 
employees The stipend ot the junior doe 
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pud state employee’s salary Besides, the 
junior doctors in DeUu and other states are, 
by the same token, trainees but their govern¬ 
ments run by Congress(l) and Janata Party 
recognised that the junior doctors are at least 
entitled to mote than the lowest paid 
employees and so granted a rise in their 
v'lpends ABJDF- however, challenged the 
concept of trainee and asked, if they were 
onls trainees why then such hue and cry is 
raised and there is virtual closure ot (he 
hospitals when the so called trainees cease 
work ’ 

While the newspiper editorials and 
comment hois emphasise that such un 
precedeilled oeeiwhelnnngly palpable mass 
support behind (he current lunioi doctors 
sin mdic lies thai ihc common people arc 
reallv led up wuh the ripidly deteriorating 
hospital sii wees under the left Itont regime 
the political and intellectual circles are more 
concerned our oihu issues eg doctors 
right to strike and tuluic ol democratic 
movement in West Bengal Should ihc doc 
tors ui|o\ ihc same democratic or (rade 
union rights as rhe others do’ West Bengal 
government notification (Government 
hmploscis Rights Duties and Obligaiions 
\ci I‘>80) provides that the health seivice 
doclois h i'e bull demoeratic rights and lull 
Hade union lights Bui this is only on paper 


ON March 19 1987 widespreid vandalism 
erupted in many parts ol Gujarat Sixtv live 
Stale frimport buses wert burnt down on 
that tuctul day alone in the following days 
some 19 more busts met the same fate Seven 
ettuens were killed in polite firing and a 
head constable was lynched by law Ices 
crowds \boui i hundred persons sust lined 
iniurits in tht luhi charge by the police on 
unruly mobs I rom March 19 10 Gujarat 
had experienced ol sheer anarchy with 
unorgamstd groups ot anti social elements 
blocking loads with stones trees, electric 
and telephone poles uprooted road signs, 
pipes tnd crowds ol people armed with 
missiles and lathis Ihc trees cut down in 
some hrec districts alone (or blocking roads 
t utnbued over 5 100 and trams were set on 
fire A former chief minister Madhavsinh 
Solankt who was going on an election tour 
tn his cat was wav laid and beaten He landed 
in a hospital luckily escaping with his lile 
A Congress leader /inabhat Darjt’s cai was 
destroyed He however managed to escape 
unhurt Narendra Singh Mahtda, a former 
union minister, fell into the hands of ruf 
fians and xusiaimd several injuries including 
fractures on his fingers His jeep was 
smashed 

All the violence was peipttrated sup 
poscdly in the name ol firmers who fotm 
67 per can of the population of Gujarat 
The violence was triggered off as a result ol 


Neither h.iVe those rights been specifically 
identified and codified 
The doctors ask—if the government 
refuses to talk, not to speak of meeting the 
demands, svhat else cab thev do except to 
strike 7 Basil’s peculiar stand of no negotia 
non’ and confrontation towards any sort of 
movement have put the CP|(M) on the 
defensive Not all movements can be branded 
as Congress! I) sponsored The doctors par 
ocularly are well known for their earlier 
agnation duung Congress(l) regime The 
left front government suppressed the move 
ment against i tse ol the bus lares with the 
help ot the police and cadres Basu tamt 
out a winner in the engineers’ movement 
through a war of attrition employing 
repressive mta mrcs at all levels In tilt I eft 
front culture tny sori ot mass movement 
is construed a*, an indictment against the 
regime and is therefore abhoirent The 
ruling party’s own agitational activity has 
been confined to occasional ‘bandh lo pro 
test against tht injustice of the centre But 
the people of West Bengal still rtlust to tall 
in line In spue ol suppression movements 
do spring up Will demoeratic movement 
survive ill West Bengal ’ The current doclois 
agitation mas well prove io be a testing 
gtound 

fthruan 


a call by Bharatiysi Kisan Sangh lor a gherao 
ol the Gujarat legislative assembly in sts 
sum on Much 19 Tht organisation is 
dominated by btashmya Swavam Sevak 
Sangh The BhT atiya kisan Sangh enjoys 
some support ol big taimcis and affluent 
kadva Patidars in Mchsana Sabarkama and 
kaira districts o I Gujarat Apprehending 
violence on the ot vision of gherao the state 
government prom ilgitcd prohibitory orders 
banning the assent bis ol more than lour pet 
sons tn Gandhinagar and posted police 
pickets at all entrv points and maul routes 
to the uty The ag itationists defied the ban 
and came in their I tundreds on ovtrcrowded 
tractors, trailors, a nd trucks The regional 
transport officers tnd the police had been 
alerted to stop sue 1 1 vehicles on the way and 
register cases against them for illegally ear 
iving passengers against rules As a result 
of this policy only a few people could reach 
the vicinity of Ganc Ihtnagar and the few who 
reached could not get anywhere near the 
assembly building as the police took them 
away Thus frusti ated, the agitationtsts 
refused to disperse and grew restless The 
police resorted to lathi charge and the 
bursting of tear gas shells and firing in some 
instances The agitationtsts say that the 
death of two farmer s on the spot caused fur 
ther violence bv fa rmers who resorted to 
burning down of bu ses and stopping of traf 
fie on roads 


was planned by Kisan Shnglr, 

the Gujarat Khedut Samaj a group of 
farmers who have recently invited Sharad 
loshi of Maharashtra to take leadership lent 
support to the move In fact, a body for co 
ordinattng the efforts of both the groups 
had been set up tn the form of Khedut 
Samanvaya Samiti But dissensions among 
the ranks of farmers came to the fore very 
soon 

A Gujarat bandh called for March 27, 
1987 was not supported by the Bharatiya 
Kisan Sangh leaders who came to a .om 
promise with the state chief minister The 
Gujarat Khedut Samaj leader, Sharad Josht 
issued a call for a rasta roko of seven hours 
lor March 10 which was largely pcacclut 
except tor a few incidents li is reliably learnt 
th it the khetmajoor Kisan I’arishad and 
Guiarat Khct Vikas Parishad and some 
other well known oiganisations of farmets 
and firm workers hive not lent their sup 
port to the agitation The reason given is the 
n iturc of ihc II point demands put before 
the government b\ tlu agit itionists While 
Sharad Joshi is stressing a reduction of 
power rates (ot farmers and remunerative 
prices for farm pioducc the hie farnicis who 
dominate the agitation insist on measures 
like scrapping ot uiban land ceiling act 
strapping ol tht periphery act ipplicdtothe 
state capital at Gandhinagar scrapping ot 
land ceiling act exemption ot agricultural 
I tnd from land revenue and withdiaw il ol 
eases tgamst farmers who viol tie labour 
laws I he khctiiidjooi kis in Parish id presi 
dtril Harivallabh Parikh has written to the 
state duel minister that all the organisations 
representing the larmtrs and faun labouters 
should be invited to discuss the probluns ot 
farmers and farm labourcts Pirikh also 
insists that larm labourtrsarc ihcvvoist Mil 
ftrtrs and that farmers who legitimate Is 
demand remunentive prices for tarin pio 
ducc should also agree to pi\ re isonable 
minimum wagts to larm labourers It is wtll 
known that larm products ate far horn 
remunerative and that larmcis who make 
some prolit om of their larms do so at 
the cost ol faun labourers who an paid 
amounts far below the minimum wages 

Ihe leccm violent farmers .tgitation 
expressed the interests of about tw o and a 
halt per cent of the population ol the state 
l sen though popular support to the agtta 
non was lacking the agitatiomst ■, were able 
to hold the public at nnsoni In several 
places the agitationtsts and son ic anti social 
elements stopped vehicles and iclcastd them 
only on payment ol some donation to the 
agitationists In some places (jram Rakshak 
Dal personnel in their uniforms were sug 
gesting to the agitationtsts to demand at least 
a hundred rupees from passe ngers in vehicles 
instead of just ten rupees or twenty Many 
independent groups sprung, up over night in 
many places just for the c oltection ol such 
donations Negotiations <irc going on bet 
ween the state government and the farmers’ 
representatives 


GUJARAT 

Rich Farmers’ Muscle and Musclemen 

Mathew Kalathi! 
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Some Prodigals Do Return Home 

Snmvasaii 


BANGLADESH DRUG POLICY 


“THfc extraterrestrial living being (in a 
British fiction) with a diffuse cloudlike body 
spread over millions of miles could be per 
suaded not to block sunlight reaching the 
earth and thus spare mankind of mconteiva 
ble consequences But the extraterrestrial 
black cloud looming over this small nation's 
horizon threatens to be baneful and in no 
way as benign as the eminent astronomer 
Fred Hoyle’s immortal science fiction 
character* 

Turgid prose More follows 

“How can we stand up to this incredible 
challenge 9 The people and the government 
must first of all be aware of this nation s 
stakes (s/c) in this dangerous game The 
ncocoloma! conspiracy of first inhibiting 
and then destroving all local enterprise 
pharmaceuticals to begin with, being pur 
sued relentlessly by Oxlam and other so 
called voluntarv’ presence, must be 
thwarted' 

This is not an tstrait from the patriotic 
people’s science and technologs bulletin of 
Bangladesh But tlust ire extracts from in 
advertisement headed Crisis in the drug 
industry -C onsp acv against the nation s 
drug industry must be thwarted 1 —which first 
appeared in The New Sutton of Bangladesh 
on August 22 1982 The advertisement was 
one ol mans the wtys that the Bangladesh 
Aushad Shilpa Samity or the Bangladesh 
Association of F’hirmaceutical Industncs- 
the local a\utar of Indias Ol’I’l tried to 
hit back at the radical drug policy ol 
Bangladesh circa 1982 (The Bangladesh 
Drug Policy ol lunc 1982, it may be recalled 
sought to introduce several radical tnd pro 
gressive measures Cieneric names a ics 
tricted list of HO essential drugs only 
weeding out of I 707 urational formulations 
restrictions on transtei pricing and inccn 
lives to help loc il diug production and local 
economy etc ) 

Yer another characteristically hostile 
response to the drug policy was a front page 
headline fmm the drug industry—suppoited 
‘medical journal The Pulse (April 1984) 
The headline read ‘Drug policy now a total 
failure’ and went on to claim that the 
Bangladesh drug policy had kept away many 
potenpal investors from Bangladesh and that 
it had been a great hindrance to the in 
dustnal uplift of Bangladesh It also pur 
ported to quote a ‘high’ official of a World 
Bank affiliated agency in Dhaka who opined 
that the drug policy had an adverse effect 
on the foreign investment climate and that 
the drug policy did more harm than good 
to the people and local drug manufacturers 
The multinational companies were “the 


targets of a shrewdly—conceived plan by a 
coterie" 

Simultaneously rumours were spread by 
the multinational drug lobby to suggest that 
smuggling of drugs (from India) had in 
creased more than the usual as also spurious 
drugs The then West German ambassador 
even went to the extent of saying how 
Hoechst, of his native country had intended 
to expand but was now reluctant to do His 
fellow colleague even hinted at Hoechst Icav 
mg Bangladesh (Of course that was an 
empty threat 1 he cake was still attractive - 
in fact the cake has become bigger) 

One can quote rni ■> ous other instances 
to show how the ii ui uiationsl drug com 
panies and then apologists within 
Bangladesh lought tooth and nail Which 
is what makes the recent advertisements in 
Bangladesh newspapers an extiaordinary 
voltclace W hat cm quote below are two full 
page advertisements from The Bangladesh 
rimes dur.ng the period October November 
1986 

W it ness the following sheepish introduc 
non ol V Is. M Shahidullah secietuy 
general Bangladesh Aushad Shilpa Samits 
(B\SS)to in oticli entitled I’harmaccuticdl 


Industries—View of Drug Control Ordinance 
1982’ (part of the full page advertisements) 

“There is perhaps no denial of the fact 
that the Drug Control Ordinance 1982, came 
as a big jolt for the entire industry Chang 
mg an entire industrial sector from their ex 
isting direction to a new direction overnight, 
demanded a great deal of the industry’s 
capability and flexibility to adjust to such 
changes The initial despair and frustration 
was the result of this adjustment crisis 

“What the ordinance proposed and ob¬ 
viously accomplished to a large extent today, 
would have perhaps evolved naturally, in 
course of a long time as a result of the grow 
ing public and industry conscience m favour 
of such change in direction 

‘What was a probability in future was 
made by tht ordinance into a reality over 
night Perhaps every such revolutionary 
change has a cost which initially makes its 
poiential benefits ItS‘ obvious Nevertheless 
despite this initial exptncnce today, lour 
scars after the ordinance catnc into effect 
many ol its beneficial aspects have bccomt 
vivid some of which arc worth the initial 
neganve consequences’ Somt left handed 
compliment that 

CONtlPI Of (SSrNUM DRUtiS 

What follows m the said averment of 
Shahidullah is an objeci lesson to our 
witked wicked OPPI 

Hit single most important benefit of the 


Figi'rf i PRonutTiONot jLssfntial Drugs as comparfd to Totai Local Production 
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April fl, 1987 

Drug Control Ordinance was its emphasis 
on the concept of essential drugs The con¬ 
cept emanated from the realisation that 
although every ‘drug’ is essential for people 
who may require it, some drugs are required 
more often and by many Survey of the 
disease prevalence in our country would 
show that about ISO drugs can cover almost 
all major ailments affecting the general 
mass Pharmaceutical industry’s approach 
to the market did not overlook this fact 
totally since, it is obvious that the industry 
being basically business enterprises (sic) can¬ 
not ignore products which have mass 
demands However government emphasis 
on the essential drugs as enumerated in the 
Drug Control Ordinance 1982, was a power 
ful motivating force tor the industry fo treat 
the essential drugs in higher order of priority 
than before” (Which means a kick in the scat 
ot pants motivates higher production of 
essential drugs) 

The result of the powerful motivating 
force, according to Shahidullah, is well evi 
dent “ today the industry commits 64 per 
cent of its total production capacity to the 
essential drugs compared to 30 per cent in 
1981 This does not only help people as 
larger output of these much needed products 
results into (sic) the deeper penetration of 
the same into the rural market, but also the 
industry (See also the charts reproduced 
from the advertisements figure 1 and figure 
2) The secretary general of BASS even goes 
on to sing hallelujahs to his organisation's 
newly discovered strengths of his country’s 
local industry 

"Clearly, before the promulgation of the 
ordinance there were fixed ideas in the minds 
ot all concerned that there were many pro 
duels which were beyond the ability of local 
industry to formulate 1 hat this was a myth 
became obsious by successful formulation 
of many of the import substitutes by local 
industries during the four years period 
following the oidinance' (which means, 
"We arc at least temporarily, giving up our 
me too products and other profiteering 
obfuscations ) 

All this was possible as a result of to use 
the BASS secretary general’s phrase, 'a 
serious rebiasing ol the attitude ot all 
concerned' 

Yet another lull page advertisement ot the 
BASS tn the same issue of Bangladesh Tunes 
carries a letter, on its letter head, addressed 
to all members ot parliament of Bangladesh 
The letter dated November 9. 1986, carries 
the subject heading Ratification of Drug 
Control Ordinance 1982—An Appeal from 
the Bangladesh Aushad Shilpa Samity’ The 
letter says much the same thing as A K M 
Shahidullab s article quoted above, albeit in 
the language ot sycophancy used lo curry 
favour with a goscinmcnt that has apparently 
won the first round of the battle—if you 
cannot topple Lrshad, using your multtna 
tional clout and west European capitalist 
ftst better appear to support his govern 
ment And this is what precisely this letter 
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FIGURE 2 IMPORTED PRODUCT SHARE OF TOTAL NATIONAL CONSUMPTION OF 
PHARMACEUTICAL PRODUCT 
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cum advertisement does 
Here arc some sample extracts addressed 
to members of the Bangladesh parliament 

‘The strong motivating effect of the or 
dinance revolutionised the local pharma 
ciuticai industry The ordinance established 
a bond (sic) between the government's goal 
for national health care with that of the 
industry 

"Laws of a democratic country must be 
aimed at fulfilling the hopes and aspirations 
of its people In that respect the ordinance 
when ratified by the learned parliament shall 
serve to exemplify the model of a people 
oriented legislation 

‘Never before in the history of this country 
general consumers were so alert about the 
‘value for money' aspect of the products 
they purchase, as they are today due to the 
awareness created by the ordinance 
“The myth that certain drugs are beyond 
the ability of our local industry to formulate 
has been rapidly dissolving as the local in¬ 
dustries have been entering into increasingly 
sophisticated areas of drug formulation 
“We urge you to ratify the Drug Control 
Ordinance 1982 in the forthcoming session 
of parliament thereby ensuring that the 
local pharmaceutical industry and the 
Bangladesh people continue to benefit from 
this revolutionary policy” Amen 


No one need be deceivtd by this welcome 
volte face on the part of Bangladesh drug 
companies The moral of the story has been 
that some prodigals do return home, albeit 
under the pull of oedipal complexes of 
international market economy 

It is interesting to recollect what Organisa¬ 
tion of Pharmaceutical Producers of India 
(OPP1) was doing when their cousins across 
the eastern borders were trying to get into 
the good books of their government OPPI 
in a set of three advertisements (which ap¬ 
peared in EPW) tried to confuse the issue 
of essential drugs by arguing that the pro¬ 
liferation of formulations in India was not 
too high considering the India's population 
In another advertisement it sought to ask the 
question ’Are harmful medicines banned 
elsewhere, marketed in Indian' The answer 
of the OPPI and in the copy that followed 
could at best be termed as equivocation if 
not a distortion of facts The fact however, 
is that the OPPI has to do much more 
‘serious rebiasing’ of us attitudes to come 
anywhere near being able to be as 'well 
behaved Was the Bangladesh Aushadh Shilpa 
Samity 

The upshot of the recent drug policy m 
India has been that basic issues like generic 
drugs, single ingredient formulations, limited 
list of drugs, etc, have been sidelined sadly 




ROMANIA 

Socialist Corporatism and Command Economy 

Ramnath Narayanswamy 


UNLIKE Poland, Hungary and 
Czechoslovakia, which have at various 
periods attempted to radically overhaul the 
centralised model of the Soviet type, the 
Romanian economy like its Bulganan 
counterpart, has always been characterised 
by a degree of centralisation of decision 
making that is unusual even by Comecon 
standards 1 Plan targets are imposed on in 
dividual enterprises with virtually little or 
no consultation preceding the process Ac 
cording to D Gramck, a noted specialist on 
east European affairs, the role of enterprise 
managers m Romania “has almost exclusively 
centred upon improving efficiency", and as 
far as economic decisions are concerned, 
they “are taken in ministries or higher bodies 
or they are not taken at all” 2 While 
Gramck’s study was published in 197J, a 
report published by the World Bank in 1979 
continued to maintain that “industrial enter 
pnses in Romania are organisations oriented 
primarily towards production with limited 
autonomy and decision making respon 
sibilities outside production" 3 
The story of economic reform in Romania 
is however a late one and goes back to a 
decree promulgated in December 1967 
authorising a senes of industrial reforms for 
‘Improving the Management and Planning 
of the National Economy’ Aecordmg to the 
new directives, the basic production unit was 
to be the industrial central (cemrala) which 
was a national horizontal integration ot one 
large enterprise with smaller ones The 
implementation of economic reform in 
Romania went through three stages, the first 
which was m effect from 1969 1972 the se 
cond during 1973 1977 and the third stage 
which was inaugurated from 1978 1979 
Nevertheless, it was not until 1969 that the 
first centra! was set up, the delay being 
caused by the resistance of the ministerial 
bureaucracy to a potential reduction of us 
powers Representing the real concentration 
of power in Soviet type economies, these 
bureaucracies pose considerable obstacles in 
meaningfully transforming the industrial 
fabric of centrally planned economies 
Under the new system, plan targets con¬ 
tinued to be centrally fixed (these included 
output, imports, exports, sales, material sup¬ 
plies, etc) but the ex'ent of consultation 
which was earlier minimal was strengthened 
The new arrangement clearly left much to 
be desired As one specialist put it “There 
was little real decision making below the 
level of the ministry—the role of the enter¬ 
prise involved little more than enhancing 
technical efficiency For example, while 
ministries Could reallocate individual enter¬ 
prise tasks within aggregate central targets, 
enterprises could administer only the details 
of already concluded Contracts, Managerial 


behaviour could not in any sense be explained 
by bonus maximisation, since bonuses were 
easily obtained, the targets being not only 
slack, but frequently changed Romanian in¬ 
dustry remained even more tightly controlled 
than in the Soviet Union and the German 
Democratic Republic The central was 
responsible for imposing disaggregated plan 
targets on constituent enterprises including 
gross output, assortment of key products in 
physical terms, material supplies, labour pro¬ 
ductivity, wage fund, investment and 
payments to the state budget” 4 

SOMI INNOVAI IONS 

Despite these features, there were some 
changes in the form of an increased concern 
for financial discipline md cost and profit 
The incentive system was restructured by in¬ 
tegrating bonuses into basic wage scales and 
establishing penalties for non-fulfilment of 
plan targets Another important innovation 
consisted in the replacement of 'one-man 
management’ by ‘collective management’ 
which comprised a workers' committee at 
the enterprise level and an administrative 
council at the central level, but the fact that 
enterprise autonomy remained negligible 
showed that the powers of these managing 
bodies were limited While a comparison 
with the Yugoslav model based on workers’ 
self-management and the market is indeed 
tempting it should be avoided because enter 
prises m Romania respond to centrally deter 
mined plan signals and not to market cnteria 
as m Yugoslavia Also, the emphasis on col 
lectivc leadership as opposed to one man 
management appear to be directed towards 
stimulating efficiency at the enterprise level, 
increasing the party's role in economic 
management and conferring a sense of par 
tictpation among workers in decisions 
relateu to the plan It is demoralisation 
within dearly defined limits As Ceausescu 
declared in 1980 "Self management and 
economic self administration must not be 
understood as each and everyone s right to 
engage and spend financial and human 
means to start activities as he thinks fit 
we must understand that in developing self 
management we should set out from a single 
development plan working peoples’ 
councils must debate both plans and 
budgets controlling the achievement of 
production in the best conditions with ut 
most efficiency working in this respect 
as representatives of the owners producers 
and end users, of the entire people It is only 
in this capacity that the working peoples 
councils can and must fulfil their important 
role"' 

The Romanian reform envisaged an m 
dustnal administration consisting of the in 
dustnal ministries, the industrial central and 
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the enterprise. According to Alan Smith, a 
noted western specialist, the central was in¬ 
tended to be a 'body corporate* which was 
required to be independent, as writ as a pro¬ 
fitable body with its own plan, resources and 
access to bank credits Internally, us mam 
functions included supervision of fulfilment 
of plan targets and investment programmes 
by enterprises and the organisation of co¬ 
operation between constituent enterprises to 
bring about a closer relationship between 
research and production through the foun¬ 
ding of research and design institutes Ex¬ 
ternally, its functions consisted in ensuring 
the regular supply of raw materials to 
enterprises—the powers of the centrals were 
also increased for the sake of finished pro¬ 
ducts on domestic and foreign markets The 
central was also empowered to establish ad¬ 
ditional output targets for enterprises m rela¬ 
tion to obligations which it had entered into 
either domestically or on foreign markets 
The task of the industrial ministry on the 
other hand was to draw up a draft plan for 
its branch and co ordinate the activities of 
the centrals under its jurisdiction, while the 
powers given to the enterprises were limited 
to improving technical efficiency on the basis 
of detailed plan instructions 

One of the major objectives of the Roma¬ 
nian reiorm lay in removing excessive cen¬ 
tralism which is an affliction characteristic 
of all centrally planned economies This 
usually stems from the impossibility of hav¬ 
ing simply too many processes to control 
While the initial objective lay in replacing 
administrative rationality with economic ra¬ 
tionality, the Romanians did not however en¬ 
visage a system of competitive autonomous 
enterprises aiming to maximise profits and 
generate technical progress Instead, the 
reform appears to have embodied a search 
to improve the management of the economy 
by incorporating value criteria and pro¬ 
fitability into decision making (rather than 
substantive marketisation) in a manner in 
which the chief beneficiary of the intended 
decentralisation would be the central and not 
the enterprise 

The establishment of industrial centrals 
in the early phase of the reform (two hun¬ 
dred centrals were formed in 1969) did not 
radically alter the prevailing nature of the 
centralised system "There are still some in¬ 
dustrial centrals" observed Ceausescu In 
1971, “which operate like some co ordinattng 
bodies and which to a large extent do nothing 
but repeat with slight change, the activity of 
the former general managements of the 
ministries" This did however reflect a ge¬ 
nuine difficulty the centrals did not appear 
to have firmly grasped the wide range of 
powers they had been entrusted with Accor 
dingly there was a major reconstitution of 
the ministries, centrals and enterprises in 
1973, in which an effort was made to reduce 
the powers of the industrial ministries, make 
managerial, administrative and technical 
staff more responsive to production and con¬ 
centrating production into large scale units 
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However, the major concern of the New 
Economic Mechanism (introduced in 1978) 
continued to be dominated by a need to in¬ 
troduce financial discipline and profit 
criteria into decision-making at the enter¬ 
prise level * 

AsstsMNG rHfc Romanian Experience 

How can the Romanian experience with 
economic reform be ultimately assessed’’ 
Despite official fidelity to workers' control, 
Romania is clearly not moving towards a 
Yugoslav type system Economically, the 
reform has been something more than a 
cosmetic operation there is a growing 
awareness to cover costs, increase efficiency 
and reduce subsidies However, investment 
■till remains highly centralised, enterprises 
continue to receive detailed plan instruc 
tions industry remains monopolistic and 
enterprise autonomy remains severely 
limited Yet the reform has resulted in a 
relative transfer of power from the ministries 
to the centrals who should now be able to 
lationalise production since in the absence 
of a rclianct on market forces, the need to 
reduce costs should be ablt to bring about 
a more appropriate allocation procedure 
within the centrals Moreover in the past ten 
years eiforts have also been made to link 
housing education, social and health 
facilities more eloseI> to the workplace It 
is in the context of the growing importance 
of the enterprise and us social role, which 
has led many specialists and observers to 
speculate whether Romania is heading to¬ 
wards a hitherto unknown form of economy 
in the communist world which could 
perhaps be described as 'socialist 
coiporatistn 

It judged in terms of historical time, there 
is no doubt that Romania has developed 
remarkably tn the post war period from a 
predominantly agrarian country to one 
where industry contnbutes over a half of na 
tional income ' But despite the achieve 
ments ot the past loity years Romanian 
society is dominated by a harsh repressive 
regime with a combination of a large secret 
police force and a corrupt civil police force 
Next to Albania, the country has the lowest 
standard ot living in Eastern Europe In ad 
dition the country is ruled by a maverick— 
Romania has not allowed Soviet manoeuvres 
on its soil since the 1960s—which has led to 
its receiving loans trom several western 
sources The overriding priority of the 
leadership currently appears to be attempts 
to reduce its indebtedness though the 
resulting cuts in imports and increases in ex 
ports of foodstuffs art reported to be hav 
mg very adverse effects on domestic living 
standards The latter could very easily have 
resulted in a crisis of Polish proportions in 
1981, had it not been for the fact that 
“authority and police were strong enough to 
prevent the emergence of any opposition”’ 
In larger terms, however, the Romanian 
experience with industrial reform is sympto 
matic in some respects of the limited nature 
of the reforms that have been carried out so 
far in eastern Europe and is a good indtea 
non of not only the persistent economic dif- 


Realties that comprehend vt reform* usually 
encounter but also the ideological im¬ 
peratives that restrict the scope of such 
reforms In the Romanian cast; it can 
however be argued that partial changes, such 
as have been introduced in a system that 
otherwise basically adheres to the system of 
centralised planning, has been more the 
result of an unfavourable economic situa 
tion rather than a conscious desire for ex¬ 
periments in economic decentralisation as 
was the case in Czechoslovakia before 1968, 
Hungary after 1968 and the brief period m 
Poland in the early eighties which witnessed 
the emergence of some remarkably original 
notions of self-management whose eventful 
fate remains uncertain 
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Centre for Applied Systems Analysis in Development 

The Centre for Applied Systems Analysis in Development (CASAD) is a non profit research 
organisation which aims to apply the tools and approaches of systems science and 
Operational Research to study developmental problems Its efforts are directed towards 
bridging the gap between academic research organisations and the real world 

The Centre started with a five year research agenda titled Programme for Research 
The research studies completed/undertaken by the centre focus on vital areas like Backward 
Area Development Science 6 Technology Development in India Bank Finance, Industrial 
and Bank Branch location Health Planning Energy Planning Wasteland Development Water 
Management & Technological Forecasting 

The aforementioned projects are sponsored by various public sector and Governmental 
agencies like Department of Science and Technology (DST) industrial Development Bank 
of India (IDBI), National Bank for Agriculture and Rural Development (NABARD) Council 
for Scientific & Industrial Research and international agencies like Ford Foundation 

Some of the study reports have beer published by the centre in book form and are 
available with the centre 

CASAD has introduced an innovative educational programme of two year duration called 
Industrial Fellowship Programme This programme provides an unique opportunity for 
training in the application of scientific methods in complex real life problems The first 
programme has been successfully implemented in collaboration with Mukund Iron and 
Steel Works Bombay 

The Centre has established collaborative links with the OR department of University 
of Sussex, U K Every year two M Sc (OR) students come to India to do research under 
the guidance of CASAD faculty Under this programme eleven students have already 
completed (heir theses 

CASAD has two types of faculty members There are full time Core Faculty Members 
who coordinate the Centre s activities There are many Associate Faculty Members who 
are professionals in areas like OR Systems Science Economics Statistics, Finance and 
Engineering The services of associate members are available on a project basis For each 
research project the study team comprises of 810 members including core & associate 
faculty as well as Governing Board members Most of the Governing Board members of 
CASAD are prominent academicians 

CASAD is geared to provide a platform to bring in like minded professionals from various 
organisations to come together and conduct interdisciplinary research In this connection 
CASAD would like to forge collaborative links with various academic research institutes 
both in India and abroad 

At present CASAD has 3 Offices (all rented) at Pune Bombay and New Delhi The Centre 
wants to build its own campus in Bombay Further it wants to purchase a micro computer 
and develop a workable library of its own Any donations to the Centre (which are 
exempted 100% under section 35(1)ii of the Income Tax Act) towards developing the above 
mentioned infrastructure will be highly appreciated 

Further inquiries about the Centre should be addressed to * 

The Director or Prof S Datta 
CASAD 

D 5/8 Salunke Vlhar 
PUNE 411 082 
Phone 60463 
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Rural-Urban Migration in Developing Nations 

Subbtah (Cannappan 

Rural to Urban Migration and the Urban Labour Market by Biswajit 
Banerjee, Himalaya Publishing House (for the Institute of Economic Growth, 


Delhi), 1986, Rs 150 

BANERJEE’s study is the best to date of 
rural-urban migrauon in developing nations 
(t is in marked contrast to the undeveloped 
state of the development literature on this 
subject, He skilfully combines economic 
theory and sociological insights, an lm 
aginatively generated original data set, and 
econometric analysis to produce a landmark 
study The accolade is deserved because of 
the clarity in the treatment of the issues m 
volved in this murky and controversial field, 
and the stimulus it will undoubtedly provide 
for further high quality empirical work 
Gwen its significance, 1 will summarise the 
mam features and findings of the study in 
some detail before givmgmy own comments, 
some critical, which in no way detract from 
Banerjee's accomplishment 
i will begin with some benchmark infor¬ 
mation The study is based on a sample of 
about 1,400 rural migrant head of 
households who weie present in Delhi dur 
ing 1975 76 1 Ths focus was on ‘voluntary’ 
migrants who had come to Delhi in 1965 or 
later either in search of or lo join employ 
ment It thus excluded transferees and de 
pendents (children under 14 at the time of 
migration and females) The governing con 
sidcration was to analyse choices involving 
rural urban migration by focusing on the 
decision makers (p 13) 

A survey is as good as the reasoning and 
care embodied m its design and execution 
On the latter Banerjee has been most 
meticulous in insuring that the output of 
data and auxtliaty information is both 
reliable and useful The steps involved are 
indicated m painstaking fashion (chapter 2) 
For a measure of its usefulness however, one 
would have to range over the entire study 
and savour tht arguments that guided the 
formulation of specific questions and the 
drive for numbers T he piece de resistance 
in my judgment is the contrast between 
Banerjee and the RPC (Research Program 
mes Committee) sponsored studies in the 
1950s in their search for answers concern 
ing the motivation of migrants (pp 45 and 
ff) This amply illustrates the pitfalls in 
yielding to the ever present temptation to 
structure investigations along lines which 
serve only to confirm our preconceptions 
Banerjee does not, however, give us a con 
sohdated picture of his sample for ready 
reference, a failure given the intricate 
arguments and the copious numbers and 
regressions I have assembled one from 
several places in the study and present it here 
All the figures are approximations 
Four-fifths of his sample of migrants were 


drawn from three stales Uttar Pradesh, 
Punjab, and Rajasthan, with UP alone com 
prising four fifths of this total Forty per 
cent of the Punjabi migrants were matri¬ 
culates or above as opposed to only 17 and 
13 per cent for UP and Rajasthan, in the ‘no 
education category, the figures were respec 
lively 15, 37 and 40 (table I 5) Nearly two- 
thirds of all migrants owned some land and 
a slightly higher percentage had some educa¬ 
tion Among the landed the distribution was 
as follows 1 2 39 acres nearly 40 per cent, 
0 5-0 99 acres about 14 per cent, and 0-0 49 
acres slightly over 10 per cent (table 1 8) 
The percentage breakdown of educational 
attainment was as follows graduates 5, mid 
die and matric 33, and primary + 30 (table 
1 9) The percentage distribution of sectoral 
affiliation was as follows formal sector (FS) 
54, informal sector (IS) 35, and unemployed 
1 (table 4 6) But FS shares go as low as 38 
per cent in other breakdowns (tablts 410 and 
4 II) C)f the FS, 44 per cent arc in the public 
sector (table 4 23) I he IS is div ided into two 
categories, wage and non wage the latter 
constituting about 10 per cent of the total 
(tables 4 10 and 4 II report a more pre 
pnndtran! wage victor) Nearly 40 per cent 
of tilt migrants sure below 20 yeais of age 
at the tune of arrival (spread over the II 
years presiding the survey) and onlv 5 per 
cent were 40 or over (table 4 3) Sixty six per 
cent of the migrants were married at the time 
of the suivey but over 40 per cent of the mar 
ried laced conjugal separation (calculated 
trom Table 5 1) highly two per cent of the 
migrant households reported relatives in 
rural areas (p 213) Only 14 per cent were 
accompanied by family members at the time 
of migration A verv high proportion main 
tamed rural links thiough regular visits and 
remittances The sample is broken up into 
scheduled castes (SCs) and others but the 
proportions are not clear A breakdown of 
manual and salaried workers in the FS placed 
the SCs at about 28 per cent (table 4 22), 
mostly in low status manual occupations 
We would have been better served by a 
consolidated presentation by the author 
himselt including a discussion of m 
complete returns, etc The discerning reader 
would also want to check whether some of 
the detailed occupational breakdowns, etc 
are suitably supported by the sample 
However, his maul arguments, to which we 
now turn, are well established 
First, the author focuses on migrant selec 
tivity This refers to the differences among 
the sub groups of the population in the pro 
pensity to migrate However, he emphasises 


economic selectivity rather than the social 
characteristics of the migrants In contrast 
to the assumption that it is the poor who 
are the most likely to seek urban relief he 
argues that migration represents a cost, and 
opportunities foregone in rural areas, which 
would deter the very poor as well as those 
higher up in the income ladder In the 
absence of rural income data, the author 
relies on landholdings and occupation The 
landowning groups migrated less frequently 
than the non-landowning, but within the 
former ranks, the propensity to migrate wa» 
the lowest among those holding less than 
half an acre, the highest in the next two 
groups (0 5 to 0 99 and I to 2 49 acres), 
before falling off for the larger landholding 
households Since farmers may also cultivate 
land owned by others the influence of farm 
size was also examined This also showed a 
rising propensity upto a point and a decline 
thereafter Also, among those without land, 
the agricultural labourers had a lower pro 
pensity than landowners as a group and the 
more mobile farm operators Education also 
played a role in facilitating migration, but 
was coirelated with farm si/e. 1 he availability 
of credit, a constraint m migration, was 
similarly associated with farm affluence and 
urban contacts 

In his search for reasons for migration, 
Banerjee emphasises the importance of ob 
jective’ data on migration These would 
focus on migration history, family composi 
don, property ownership and pre migration 
activity and income Once such facts are 
established questions on migrant motivation 
would yield more valid answers especially 
on changes in one s economic position and 
prospects As noted earlici income data were 
scarce and data on changes in economic 
status were even more difficult to obtain 
Nevertheless codcablc inswers were obtained 
on the importance of several possible changes 
in the agrarian condition including crop 
failure, property diuision nosion of 
demand mairiage land investments cduca 
don and so forth This enables him to 
distinguish between responses to unfore 
secable events and others like nttial expenses 
which are foreseeable The needs of liquidity 
are also distinguished from those which 
reflect a secular economic detcriontion or 
the drive tor improvement Among both Ian 
downers and non landowners the improve 
ment factor was preponderant It also rose 
steadily from the smaller agricultural 
households with less than half an acre 
holding upto those with 10 acres A sample 
of migrants who chose to stay on in the urban 
area can hardly provide an adequate basis 
for judging tht importance of migration in 
agricultural improvement Since both cduca 
lion and savings (rural or urban) may favour 
this, Banerjee s discussion of the impact of 
education in encouraging migration (pp 54-55) 
or of the limited association between remit 
tances and agricultural investments (p 255) 


EeuMMie and Political Weekly 

Voi XXU, No IS, April II, 1987 635 




April II, 1987 




needs to be qualified and supplemented by 
other information 

We follow with a discussion of the pat¬ 
terns of information flows and search in 
rural and urban areas He distinguishes iwo 
major categories of information on the ur¬ 
ban labour market (Ul M) general both la 
tent and direct, and specific The last two 
would naturally encourage search prior to 
migration, unlike the Todaro or Harris 
Todaro models Both types of information, 
dircci general 01 specific, which link buyers 
and sellers of labour services, flow along 
limited channels or networks of contacts 
This limns the field considerably and shows 
why the field of 'potential' migrants is much 
smaller than the relevant population and 
why actual migration has been termed 
\ ‘miniscule Banerjees data indicate rather 
Conclusively the importance of ascriptive ties 
of friends and relatives and the unimpor 
tane'e of universal sources of information 
such as newspapers and employment ex¬ 
changes A priori considerations which he 
also develops (p 84) suggest that few in fact 
migrate without narrowing their probabilities 
to an acceptable range Even among those 
with no education, nearly one-half came 
only after having ‘certain jobs’ (meaning 
definite employment) Except for graduates, 
ascendancy in the educational ladder did not 
affect the lack of information or the crucial 
role played by informtd ‘suggestions’ by 
friends and relatives in the decision to 
migrate and later m urban search Amazingly, 
there was little direct search but mainly 
reliance on ascriptive contacts' ULM in 
telligencc of the urban sources yas also 
limited to some segments ot the same, as 
witnessed by their tendenev lo recommend 
the ‘same jobs’ as they held Among the rttjn 
manual workers, traders and vendors, add 
among the manual workers, sweepers, tailors 
and unskilled construction workers, dis 
played this tendency the most (pp 92 95) 
Bancrjce notes in passing the role of 
tradition specific skills and occupational 
affiliations in encouraging this outcome 
The urban experience of migrants contras 
led radically with popular conceptions— 
among ihe ranks of professional economists 
as well—of a socially and economically 
wasteful process Bancrjce avers (pp 126-27) 
Not only was the initial period ot untmploy 
mem short bul also this was not at the 
expense of entering occupations which did 
not tally with their expectations Thus the 
migration process is well organised, self 
regulating and minimises disruption and un 
foreseen hardship for the new arrivals 
Expectations are naturally related to initial 
qualifications and the information and ad 
vice received concerning their market poten¬ 
tial The success rate measured tn terms of 
the first job was 70 per cent and ranged up 
to 94 per cent for those with specific expec 
tations in managerial or production jobs (pp 
105-7) 7 he success rate was lower (about 60 


per cent) among clerks and peons, illust¬ 
rating the limited segment of the ULM 
where the Todaro effect prevails Migrants 
in activities like vending and hawking, 
loading and carrying, etc, were not those 
who had failed to scale the FS wall On the 
whole they expected to enter these occupa¬ 
tions m about the same proportion as those 
who entered other occupations 
The duahstic FS/IS organisation of the 
ULM, a subject foreshadowed by the pre¬ 
ceding discussion, constitutes the longest 
chapter and one third of the book Dualism 
is a situation in which people with the same 
supply characteristics in both the TS and IS 
enjoy higher earnings m the former because 
ot barriers to FS entry (p 128) He correctly 
identifies three proximate sources of FS wage 
advantage government action union 
pressures, and wage policies of the public 
and private sector corporate entities It is 
argued that they may pay more than the 
going market wage in order to protect their 
investment in firm specific skills or provide 
inter locking fringe benefits (seniority, hous 
ing, etc) which amount to the same thing 
(p 130) Labour quality differences are not 
emphasised The IS takes its usual role as 
a residual sector, but Banerjec breaks it up 
into three groups (i) “own account workers, 
entrepreneurs and unpaid family workers in 
activities characterised by restricted entry 
owing to requirements of skill and capital” 
(p 135), (ii) other own account workers in 
activities where “the only input is labour”, 
and (hi) wage-earners employed by (i) In 


operational terms, FS consists of all em¬ 
ployees m establishments, public or private, 
with 20 or more workers regardless of the 
use of power (p 144) This may yield a higher 
figure than the ‘organised’ or FS estimates 
in Indian studies The IS is consolidated into 
two groups, wage and non-wage workers, but 
occupational breakdowns are provided The 
chapter as a whole provides a good tests for 
assessing the usefulness of the ‘probabilistic’ 
and dualist approach which gave rise to what 
1 have dubbed the TULMA (typical urban 
labour market) model 3 

The ‘probabilistic’ models assume that 
migrants come tn search of FS employment 
even in the contexkof unemployment as the 
higher FS earning justify some waiting The 
expected income is thus some function of 
the probability of FS employment and ear 
nmgs Actual income may be zero (in open 
unemployment) or low earnings m IS which 
is assumed to be a free-entry sector They 
are in the IS strictly as ‘visitors' (in the 
suggestive language of Mazumdar), even 
willing to work for less than their rural ear 
nmgs, and gravitate to the FS Banerjee's 
evidence in relutation of this model is 
impressive 

FS employment was not Ihe target of the 
majority ot IS entrants Less than 24 and 
7 per cent respectively qf IS wage and non 
wage workers had shifted into the FS since 
their IS entry (p 155) The proportion of IS 
wage workers entering the FS in any 
12 month period was smaller than the pro- 
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portion of new arrivals who entered the FS 
directly (p 1(2) Also the inflow into the IS 
non-wage sector was smaller than the out¬ 
flow (p 1S4) The graduation hypothesis is 
also undermined by the search behaviour of 
IS entrants after entry Only a small propor¬ 
tion of IS workers were seeking alternative 
FS jobs at the time of the survey IS non¬ 
wage workers had actually consciously re¬ 
jected FS employment (p 170) Banerjec’s 
discussion of the comparative advantages of 
the many who entered IS wage and non-wage 
sectors and the FS pattern of progression via 
internal labour markets are consistent with 
these and other survey results The unem 
pioyment result was low, about 1 per cent 
There is no basis for assuming underemploy¬ 
ment in the IS non wage sector (p 171) Nor 
were IS earnings unattractive. IS entrants in¬ 
dicated that migration had improved their 
economic position There is also some move¬ 
ment from the FS to the IS Intra urban FS- 
1S earnings comparison also cast doubt on 
the TULMA model hierarchies The image 
of IS employment as providing only a flat 
earnings profile is also incorrect except for 
specific categories of secondary or the acutely 
disadvantaged scheduled caste workers in 
dead-end jobs <pp 188-83, 206) Their FS 
prospects must be deemed negligible There 
are numerous barriers to IS entry and it is 
by no means a ‘free’ entry sector IS jobs also 
have their own requirements of stability (pp 
167 and ff, as contrasted with an ambivalent 
earlier discussion on this point) and a con 
comitant progression of earnings as many 
studies have demonstrated All these raise 
the real possibility that the bcnetit/cost ratio 
of search tor entry level FS employment 
would be adverse lor the majority of mig¬ 
rants with IS prospects, and progressively 
decline for most 

Finally, the last chapter bieaks new 
ground m the systematic discussion of the 
significance of family ties m the migratory 
decision and the continuing subsequent 
links There are several important points 
which emerge The migratory movement 
represents a family, not an individual, deci 
sion Family links are maintained and this 
is true also ot a majority of those with no 
stakes in rural property Even when the 
earner and his family shift to the urban area 
it does not sever or terminate the sense of 
family and kinship obligations Over three 
fourths of the entire sample visit their village 
regularly and two thirds send monthly 
remittances, averaging 23 per cent of the 
mean household urban household income 
(p 214) These nurture asenptive rural-urban 
networks, which have a dynamic of their 
own corresponding to the life-cycle of the 
participants involved and survive the attain 
ment of economic autonomy and nuclear 
status The discussion of this point is par¬ 
ticularly insightful and lucid (p 222) We will 
comment further briefly on his treatment of 
conjugal separation The two reasons com¬ 
monly cited in explanation, inadequate ear¬ 


nings and the high cost of living, were not 
statistically significant Considerations of 
climate or suitability of urban life or 
employment for female members of the 
household, which varied according to the 
states involved, and the educational level of 
the migrants were more important factors 

These are the main findings and accom¬ 
plishments of the study He has done a bet¬ 
ter job than any one to date in translating^ 
the insights and folklore that abound con 
certing labour markets m developing nations 
and the mam features of the TULMA 
models into an analytical framework of 
verifiable hypotheses and data The ac 
i omphshments are substantive It is now 
appropriate for me to express my reserva¬ 
tions and criticisms 

The mam criticism is that the author does 
not go far enough, even m terms of his own 
results, in integrating analytically or 
acknowledging the significance of anthropo 
logical and sociological factors, although he 
is quite conscious of, and often adept at 
developing, their importance At a formal 
level, he maintains a tenuous distinction bet 
ween economic and non-economic selectivity 
and thus focuses on income-selectivity 
among rural migrants He is forced to shift 
to land-ownership and occupation as pros 
■es Their relationship to the village social 
and caste structure, and changes therein, are 
peripheral to his survey and are thus dealt 
with only cursorily His discussion of the 
pattern of information flows and search pat 
terns in urban areas also brings out strik¬ 
ingly the importance of an asenptive net 
work of contacts, which he correctly places 
in order as follows (p 161) kinship, caste, 
area of origin, and place of work Yet some 
of his concrete formulations are less in 
elusive The formal classifications of IS 
earners into three categories depends on ac 
cess to capital and labour but he skips any 
mention of contacts (p 135) even though his 
discussion reminds us throughout of their 
importance as a differential endowment It 
is also odd to have him say that lower SC 
earnings “cannot be taken as conclusive 
evidence of caste discrimination’’ on the 
ground that this may reflect poor quality 
schooling, lack of motivation or drive, and 
absence of contacts, but his discussion 
stresses that these arc also important in the 
discriminatory landscape (pp 192 93, 199) 
The distinction between wage and exclusion 
discrimination is surely relevant here and m 
assessing the apparently more discriminatory 
wage structure in the FS as compared to the 
IS Entry barriers, wage ladders, and job dif 
ferentiauons may well assure this result even 
if wage discrimination is rendered obsolete 
due to institutional action He is surely right 
m emphasising the importance of human 
capital formation, but it is difficult to see 
that extending institutional intervention 
(minimum wages, for instance) would do 
anything more than accentuate unequal 
access 


It is similarly disappointing to note that 
he retains the FS-IS division of the ULM 
although he challenges and more or less 
dethrones all the mqjor premises of dualism 
The denial of systematic wage differences in 
favour of the FS, the identification of 
numerous barriers to IS entry, the impor 
tancc of asenptive channels of information 
and search in both IS and FS, the low rates 
of unemployment and underemployment, 
the failure ot the expected income hypo¬ 
thesis, and the discussions of labour 
heterogeneity are surely overriding, not 
withstanding the slight evidence ot FS wage 
advantage and IS competitiveness he notices 
It is a recognition of the importance of the 
above factors, and the tendency of dualisttc 
aggregations to obscure them, that inspired 
many to break away from what Banerjee 
calls the ’new orthodoxy’ 4 The latest recruit 
is Harris of Harris Fodaro fame who has 
recently co authored a call for a focus on 
the variability of wages within each sector 
and the substantial overlap m the wage 
distributions between the two * 

These require a better understanding of 
the various cultural, tegional and caste fac 
tors which underlie the patterns ot stratiflca 
tion and segmentation we observe in urban 
employment These go beyond the binary 
discruninating/discriminating framework he 
employs in dealing with the SCs, and some¬ 
times raise issues which transcend conven 
tional labour market analysis Although he 
docs not directly deal with these questions, 
he opens up some important avenues of 
inquiry 

The author’s discussion of the pressures, 
motivations, and the income targets which 
spur migration focuses on the diversities in 
the social structure as well as the dynamics 
which link individuals, families and broader 
aggregations Average earnings in rural and 
urban areas are at best crude substitutes for 
the choice subsets at the margin in terms 
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vlriottsly placed potential migrants * 
Banerjee’s contribution is to highlight this 
diversity of circumstance and options at 
origin and upon migration This emphasises 
the need to tackle the problem more directly 
by getting some measure of the rates of 
return involved with hard data in terms of 
rupees and paise His general point is well 
taken that migration is not dysfunctional for 
the reason that adherents of the probabi 
lisitic model stress But there are other pro 
blems for it is an unequal process This in¬ 
dicates the possibility of a wide range of 
returns typically high to medium for those 
who succeed and low or negative for those 
who are stuck with their choice or retreat 
in failure to the villages (of which last 
category there is little that an urban survey 
can reveal) Beyond these there are the many 
who are discouraged at the outset from Irv¬ 
ing at all One must thus expect a carryover 
of position and privilege, and of various 
segmentations from the village to the city 
unless steps are taken to umversalise access 
Family based migratory decisions and the 
emergence of multi centred family and kin 
ship relations bridging the village and the 
city raise the question of why tamihes con 
sider migration and the mechanisms involved 
in decision making These introduce the 
elements of game theoretic relations within 
the family and caste based competitive 
behaviour m t he villages as economic con 
ditions change The importance of the 
former is suggested since it is typically the 
able bodied young male who is ‘fingered to 
go to the ULM and subjected to the verv real 
hardship of family and conjugal sepaiation 
(This aspect which Bancrice explores in 
some detail is an important innovative con 
tribution of this study ) But nuclear house 
holds emerge, extended family ties remain 
intact and manv exchanges take place, over 
a time span which is anything but Imite and 
clear cut Within the fiamework of cultural 
constraints (such as those pertaining to 
female employ ment 01 migration), there ap 
pears to emerge a simultaneous family maxi 
misation decision in the context ot the 
market paiametcrs and the comparative 
strengths ot the different tamily members (a 
point which Banerjec's decision somewhat 
obscures) The pattern ot remittances is 
also elfectivc, geared in general to sup 
plcmenimg tanuly resources at origin Such 
generality, which Bancrjce acknowledges 
implies further that the multi centered family 
is an efficient decision making lramework 
which maximises incomes and optimises the 
uses of the same This would support Odet 
Stark's hypothesis that urban incomes are 
important in rural agricultural improvement, 
despite Banerjce’s doubts based on sursev 
responses (referred to earlier) These remit 
tances may also be regressive The relation 
ship between the ditferent segments in the 
rural social structure m terms of migration 
is not something wc know much about, but 
Banerjee is surely right in emphasising the 
extended family and kinship ties which 
underlie the competitive demand for income 


one's life-style, and indude divert*, assertive 
responses to opportunities for improvement 
He quotes prominent Indian sociologists like 
Andre Beteille who have referred to these 
aspects, but as yet they rpmain unexplored 
in the Indian urban labour market literature. 

There has been a tendency among econo¬ 
mists to settle for a priori aggregations and 
ignore behavioural propositions from the 
related social sciences and for practitioners 
of the latter to shun economic theory, as if 
it could possibly be not relevant Banerjee 
breaks new ground by concentrating on the 
problem rather than the turf and for this 
reason it must be carefully read by all con¬ 
cerned with rural urban migration in 
developing nations 
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The Money Makers Six Portraits of 
Boardroom Power In Industry by David 
Lomax, BBC Publications, published in 
India by India Book Distributors, Bombay, 
1986, pp 16S, Rs 40 

AS corporations have grown m number, 
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on how to achieve success have proliferated 
Since 1983 such publications have flooded 
the market Especially spectacular have been 
the pnnt orders of books full of reassuring 
remarks about how even the most successful 
are only ‘human’ and how the personal at¬ 
tributes necessary for success are within the 
reach of all with a little effort! The One 
Minute Manager’, ‘The One Minute Sales 
Person’, 'Leadership and the One Minute 
Manager’, ‘What They Don’t Tkach You at 
Harvard Business School’, ‘Tkctics’, ’Go For 
It* How to Succeed as an Entrepreneur’, The 
Seven Ke>< to Superefficiency’ the list 
could run into pages In a sense such books 
are refreshingly egalitarian In the cultural 
elitist worfd of the Yuppies, it is reassuring 
to be told that the ‘human techniques' which 
make for success are transferable from one 
person to the next, that success is not linked 
o any rare aptitude or pre-existing knowledge 
yr special circumstances 

Obviously, such 'studies’ of success have 
not remained confined to the medium of 
books The electronic media have been quick 
to respond One such effort was the BBC 
television series “The Money Makers Six 
Portraits of Boardroom Power in Industry”, 
first broadcast in February 1986, which was 
now been published The personalities 
presented are Sir John Harvey Jones (ICI), 
Giovanni Agnelli (Fiat), Robert Anderson 
(Arco), Akio Morrkia (Sony) Stanley Ho 
(Hong Kong and Macao) and Russi Mody 
(lita Steel) 

By its very nature, the publication presents 
at best thumb nail sketches And the narra¬ 
tion is anecdotal Whether it is Giovanni 
Agnelli's passion for Ferrari cars »r Robert 
Anderson’s overwhelming interest in riding 
alone on the ranch, occasionally chatting 
with his cowhands or Russy Mody's legen 
dary breakfasts David Lomax presents them 
as good human beings It is tempting to look 
lor similarities of character, background, 
temperament and opportunities as a possible 
key to their success but there is little that ts 
common since the environment of industrial/ 
entrepreneurial development in which each 
one of them operates is so different But 
there are personality characteristics that they 
share—-stamina, dedication and toughness 
It is also interesting that three of them have 
achieved a turnaround for their organise 
tions by drastically cutting down then 
workforce 

The genre which the series feprcsents can 
best be summed up in Lomax's own words 
"Many of the attitudes to business which our 
‘money makers’ have been prepared to 
reveal are lessons which others might 
learn and practisg if they wished in the 
end genius in business may not be the rare 
commodity we are led to believe. In many 
of us, perhaps, it is simply waiting for the 
chance of expression” 
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1987-88 Budget and New Fiscal Strategy 

C T Karlen 

The budget Is not just a statement of the housekeeping operations of the government, but more a pronounce¬ 
ment qf the manner in which the government proposes to steer the entire economy The 1987-88 budget assumes 
significance as the third in the series of the new administration’s instruments of communication about its inten¬ 
tions for the shaping of the economy This paper tries to make explicit the fiscal strategy that underlies the budget 
and to see the directions being set as we move into the twenty-first century The essence of the new fiscal strategy 
It is argued, is to make the island of affluence, or the upper crust of the economy, a largely self-serving segment 

despite three successive weak monsoons the leads to tome problems and embarrassments 


IN itself the 1987-88 budget of the union 
government is a rather dull and pedestnun 
document There is nothing innovative about 
it, and little that is exciting Even the un¬ 
precedented deficit of Rs 5,688 crore failed 
to capture the headlines because of the 
Rs 8.285 crore deficit for the current year, 
1986-87, as shown in the Revised Estimates 

This is not to say that the 1987-88 budget 
does not convey any message. The Seventh 
Plan document describes the budget as 
“among the most potent instruments of 
economic policy" and goes on to say, 
“through it the government creates and sus¬ 
tains the public economy consisting of the 
provision of pubbe services and pubhc in¬ 
vestment, at the same time, it is an instru¬ 
ment for reallocation of resources according 
to national pnonties, re-distnbution, pro¬ 
motion of private savings aod investments, 
and the maintenance of stability" In this 
sense the budget is not just a statement of 
the house-keeping operations of the govern 
ment, but more a pronouncement of the 
manner m which the government proposes 
to steer the entire economy 

From this point of view the 1987-88 
budget assumes significance, again not in 
itself, but as the third in the series of the new 
administration's instruments of communica¬ 
tion about its intentions for the shaping of 
the economy In this piece I shall try to make 
explicit the fiscal strategy that underlies 
the budget which the “Economic Survey 
1986-87” describes as a “sound and respon¬ 
sive macro-economic policy” Such an 
analysis may also enable one to see the direc¬ 
tions being set as we move into the twenty- 
first century 

II 

An appreciation of the pattern of growth 
of the economy in the recent past is neces¬ 
sary to understand the strategy that underlies 
the budget “The Economic Survey 1986-87” 
begins with the sentence “There is strong 
evidence that the Indian economy is now on 
a new growth path" The reference is to the 
increase m aggregate growth “In the 
eighties, the average annual rate of growth 
has been 5 per cent which is much higher 
than the historical trend rate of growth The 
industrial growth tate is increasing and, 


food situation remains comfortable 
These are substantial achievements, made 
possible by a sound and responsive macro¬ 
economic policy environment ” 

The upward shift of the growth trend of 
the economy in the eighties is evident 
arithmetically, particularly because the base 
year, 1979-80 was a period of exceptionally 
low performance when GNP at 1970-71 
prices showed a (-) 4 7 per cent growth 
compared to the previous year and agri¬ 
cultural production a decline of 15 2 per 
cent The growth rate of the eighties is, 
therefore, something in the nature of a 
recovery rate What has made that recovery 
possible is, to a large extent, the steady per¬ 
formance of foodgrams production which 
from the 109 7 million tonnes of 1979-80 
recovered to the previous high level of over 
130 million tonnes by 1981-82, reached the 
record figure of 1524 million tonnes in 
1983-84 and, as the "Economic Survey” 
mentions has not fallen below 145 milkon 
tonnes in spite of adverse weather conditions 

But at least one aspect of this good per¬ 
formance should be pointed out which is 
that there is an element of mal-production 
in it which the “Economic Survey” itself 
points out The impressive performance of 
foodgrams is substantially accounted for by 
increase in the production of wheat (from 
37 5 million tonnes in 1980-81 to 46 9 million 
tonnes in 1985 86) and of rice (from 53 2 
million tonnes to 64 2 million tonnes) but 
of decrease in the production of coarse 
cereals (from 31 1 million tonnes to 26 5 
million tonnes) This pattern has been going 
on for a longer period Thus from 1970-71 
to 1985 86 the share of rice in foodgrams 
production increased from 38 9 per cent to 
42 6 per cent, of wheat shot up from 22 1 
per cent to 31 2 per cent, but of coarse 
cereals came down from 28 2 per cent of 17 6 
per cent A shift in the composition of 
foodgrams production over time is not of 
much significance in itself But two aspects 
of the phenomenon must be noted which 
have a bearing on the rest of the analysis 
The first is that the increased production of 
rice and particularly of wheat is leading to 
the ‘comfortable’ foodgrain surplus which 
is held up as evidence of our self-sufficiency 
in foodgrams production, but which also 


which we shall turn to subsequently The 
second aspect to be noted is that while rice 
and wheat consumed by the more well-to- 
do sections of society are increasing and 
turning out to be surplus, coarse cereals 
which have been rapidly declining are the 
staple diets of the poorer sections, especially 
in the rural areas 

Another aspect of the pattern of growth 
of the recent past is brought out in liable 1 
In the table, rows 1 and 2 (the primary and 
secondary sectors, respectively) together con¬ 
stitute the physical goods producing sector 
of the economy whereas rows 4 and 5 are 
service sectors with row 3 being a mixture 
of the two The first thing that the table 
shows is that the fastest growing sectors are 
the service sectors, especially public admini¬ 
stration, defence and other services It is seen 
also that the share of the physical goods 
sector in GDP came down from 65 4 per cent 
in 1976-77 to 58 8 per cent m 1985-86 while 
that of the service sector (taking only row* 
4 and 5) increased from 16 5 per cent to 212 
per cent during the same period (liking into 
account the service component in row 3 also, 
the total contribution of services in GDP is 
about 33 per cent) In other words, the 
declining share of the primary sector has not 
been compensated for by increase in the 
share of the secondary sector as would be 
expected, but by the increase in the service 
sector Those who are familiar with the 
national income statistics of advanced coun¬ 
tries like the United States and those of 
Europe where the growth of the service or 
tertiary sector is considered to be a sign of 
progress and modernisation may feel elated 
by the fact that the Indian economy is on 
the ‘correct’ growth path But m a country 
where the vast majority of the people do not 
have the basic physical goods required 
for tolerable levels of living, one must 
ponder whether this again is a case of maJ 
production, rather than of healthy growth 

There is a further point that table 1 brings 
out the government has the power to m 
fluence directly the growth of GDP—the 
statistics relating to the growth of GDP, to 
be more accurate Expand public administra¬ 
tion and defence and GDP gets on to a 'new 
growth path’* And this power of the govern¬ 
ment to make a direct contribution to the 
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growth of GDP has been liberally used m 
the reLent past In constant prices the con¬ 
tribution ot public administration, defence 
and other services increased from Rs 4,304 
crore in 1976-77 to Rs 9110 crore, in 1985-86, 
an increase of 112 per cent in a decade. The 
direct conti ibution ot the government to the 
growth ol GDP has been increasing at a 
more rapid rate since 1980-81 From 1976-77 
to 1979-80 the contribution of public 
administration defence and other services 
increased from Rs 4 304 crore to Rs 5,339 
crore, it moved upto Rs 5,759 crore in 
1980 81 and has been soaring since then, at 
a little less than 9 per utnt initially and 
merrily over 10 per cent since then So, the 
claim that the budget is ‘for growth is literal 
ly true but more about this later 
Tht bulging of the service sector seen in 
table l finds expiession in another part of 
the national ineome statistics featured by the 
report of the Reserve Bank’s Committee to 
Rev iew the Working of the Monetary System 
(the Cliukravarthv Committee's Rtport) 
Since the main aiguinents and findings of 
the report ire widely known bv this time 
onlv those aspects relevant to the theme of 
this paper will be touched upon here The 
report did not h ive much explanation about 
the phenomenal increase m the level of gross 
domestic savings ol the economy, (rom 10 2 
per lent ol OOP in 1950 51 to the peak ot 
24 7 pci cult in 1978 79 though it has come 
down i little suite then Hut the rtport ex 
pressed some surpust thu in spite of this 
insreast in the level of savings the sectoral 
composition ot savings had not changed 
much, 11111 that in paitieulai the househeitd 
scctoi which accounted toi 73 7 per cent ol 
gioss domestic savings in 1950 51 slightly in 
uca\et1 its shm to "’4 3 pci cent in 1983 84 
and that the public sector s share of savings 
had onlv matginally gone up from 17 2 per 
ant to 18 0 per cent during the same ptriod 
While these aspects remained as something 
of a puzzle theie was one feature that the 
report found to be as was expected, the fact 
that physical assets which constituted 63 6 
pti cent ot the savings of the household 
sector during tht hirst Plan period had come 
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down to 45 9 per cent in 1983-84 with the 
share of financial assets going up to 541 per 
cent consequently In order to highlight this 
fact, the report also showed that net finan¬ 
cial savings of the household sector which 
averaged Rs 179 crore per year in 1951-56, 
had gone upto Rs 656 crore per year during 
1961-66 and to Rs 4,766 crore per year dur¬ 
ing 1974 79, the period of the Fifth Plan 
since then it has moved even more impres¬ 
sively, to Rs 9,483 crore in 1981-82 and to 
Rs 13,692 crore in 1983-84 Also, there was 
a significant shift in the composition of the 
financial assets of the households with the 
banking sector registering a very striking 
increase 

These changes in the growth and composi¬ 
tion of financial assets were seen by the 
Chakravarthy Committee as indications ot 
the overall financial development of the 
economy as well as of the development and 
sophistication of the financial system The 
report of the committee listed the salient 
features of this development as follows 
—The financial structure has grown more 
rapidlv than national income 
—The ratio ol financial claims to net 
capital formation increased over the 
years in the process of development 
—The increase in the relative size of the 
financial structure to the real structure 
(physical assets) must be taken as an 
indication ot the greater degree of 
separation of the functions of saving 
and investment among different units 
—rhere has been a marked rise in the 
institutionalisation of saving as evtden 
eed by increasing ownership of finan 
eial assets in the economy This has led 
to greater diversity in the financial 
instruments in the economy 
There is a crucial question relating to the 
savings of the economy that the C hakra 
varthy Committee did not examine If the 
residual household sector accounts for 
almost three-fourths of gross domestic 
savings, what proportion of the households 
in the economy account for these savings 9 
In fact this question has not so far leceivcd 
Rmis 1976 77 11)1985 86 

(fti etw) 
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1976 77 
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4 0 

22 2 
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the attention it degerm and there are no 
official estimates for the economy as a 
whole 

But some indirect inferences are possible 
It is admitted that even according to official 
calculations around 40 per cent of the 
population comes below the poverty line 
and it may be reasonable to assume that 
another 20 or even 30 per cent of the popula¬ 
tion can only be marginally above the 
poverty line On this basis it may not be 
wrong to infer that some 70 or 75 per cent 
of the population—-and hence of households 
too—may not be savers at all, or at least do 
not make any major contribution to what 
is represented as/he savings of the house¬ 
hold sector The evidence from the NCAER's 
all India sample survey lends support to 
these speculations According to the findings 
of the survey conducted in 1975-76, the share 
of the bottom 70 per cent of the households 
was only a little over 6 per cent, while that 
of the top 10 per cent was about 68 per cent 
and of the top 5 per cent 50 per cent of the 
savings of the household sector 

Admittedly, these numerical calculations 
cannot be claimed to be very precise But 
they point to an important aspect of the 
pattern of growth of the past, viz, that it has 
generated a tiny island of affluence in the 
economy of those whose incomes, accumu¬ 
lations and assets have been increasing out 
ot proportion to all that average figures in 
these respects would indicate If this can be 
accepted as a fact, it raises some major ques 
tions which must be carefully probed What 
is the relationship between this island of 
affluence and the generation of national in¬ 
come via the boosting of the service sector 
by government expenditure 9 What is the link 
between this sector and the increase in 
'domestic savings' on tht one hand and the 
growing financial compontni ot the savings 9 
And, more specific to tht topic under discus 
sion, what is the connection between this 
group—its emergence and firm establish 
ment and the powerful manner in which its 
members can articulate and defend their 
interests—on the one hand and some of the 
recent manifestations of the fiscal policies 
and procedures on the other 9 

Before turning to a probing into these 
issues, however it is necessary to gain some 
idea of the ocean in which the little island 
ol affluence exists—some features of the 
other segments of the economy, to drop the 
metaphor of the ocean and the island 

Cultivators still constitute the mam 
segment of the labour force in the economy 
accounting for 41 5 per cent among the 
‘main workers' as shown in the 1981 Census 
Report Changes in definitions of basic con¬ 
cepts make it difficult to make precise inter¬ 
temporal comparisons, and yet it may be 
noted that in the two decades between 1961 
and 1981 the share of cultivators came down 
from 52 3 per cent to 41 5 per cent while 
during the same period the share of agri- 
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cultural labourers increased from 17 2 per 
cent to 25 2 per cent of the total labour force. 
During the two decades the proportion of 
farmers operating less than 1 hectare 
increased from 40 per cent to 55 per cent of 
the total The increase in the proportion (and 
certainly numbers) of agricultural labourers 
has gone along with a general increase in 
wage labourers in the rural economy Infor 
mation made available by the National 
Sample Survey Organisation indicates that 
rural labour households as a percentage of 
rural households increased from about 25 
per cent in 1964 65 to 37 per tent in 1977 78 
Within the class of wage labourers, the pro¬ 
portion repotting casual labour as distinct 
from regular wage or salaried employment 
has also risen Among males, casual wage 
labourers accounted for 65 per cent of wage 
labourers in 1972-73 which went up to 72 7 
per cent in 1983 84 whilt among females the 
proportion increased lrom 88 5 to 91 6 per 
cent during the same period The picture 
that emerges is lairly clear as against some 
10 per cent ol the households (and so of the 
total population) that has been emerging as 
the jffluent section in the economy the day 
to day living of at least 50 pu cent of the 
population is very very uncertain and 
insecure We need not enter into the rather 
sterile argument as to whether all of them 
are below the so called poverty line’ 

What is bung attempted hert is not to 
eonvty the impiession that the Indian 
economy consists ol two (and only two) 
segments Obviously lrom several points of 
view the segment identified as affluent is 
not a homogeneous gioup its members 
dillei in their occupations incomes assets 
and economic intcicsis 1 he others relerred 
to those art also not all alike some are 
independent piodiiccis otheis art wage 
workers some hist interest is land, others 
do not, and so on 1 best differences must 
be taken seriously and incorpotated into the 
analysis wheitvti necessary and possible 
But the kind ol cl issilication suggests one 
crucial laet in many instances attempts to 
aggregate tht Indian economy into a single 
entity can turn out to be terribly misleading 
and can lead to wrong perceptions of 
problems and faultv analysis ol the same 
It is my contention that discussions relating 
to the budget are almost always charac 
tensed by this fundamental error My 
attempt m what follows will be to show that 


an approach to the Indian economy tn terms 
of its (variety of) segments will lead to a 
better appreciation of the nature and work¬ 
ing of the economy itself and to a more 
critical evaluation of the fiscal operations 
of the government 

III 

in this section 1 shall attempt a quick 
review of the Fiscal pattern of the recent past, 
once again selecting issues which I feel are 
basic to an understanding of the relation¬ 
ship between the fiscal operations of the 
government and of the economy at large In 
other words I am viewing the budgets not 
as documents to understand the financing 
operations ot the government's activities or 
its relationships with bodies such as the 
Reserve Bank of India or the Planning Com 
mission, but as documents that enable an 
observer to undcrsfind the strategy of the 
government in duling with the economy 
Now the strategy ol the government is not 
often clearlv stated in the budget documents, 
and because the budget is essentially a 
political document' in many instances what 
is stated cannot be and should not be taken 
at Idee value To put it colloquially to 
understand the thrust of the budget one 
must read hitmen the lines and this is what 
I pioposc to do It must be stated also that 
to understand the relationship between the 
tisc il operations ot the government and of 
the economy one has to take the central and 
stale govei nine ills together which 1 am not 
in a position to do now Hence my argu 
mints should be considered as indicative, 
which m iv have to be modified if a lotal 
view of the governmental system in theioun 
tiy is taken into account 
One of the most striking aspects of the 
fiscal operations ot the government in recent 
stars is the rapid increase in expenditure 
Dibit 2 shows the palletn of this increase 
lrom 1979 80 onwrrds fht increase tn the 
absolute lignite - liom Rs 17 787 crore m 
1979 80 lo Rs 60 328 crore in 1986 87-is 
quilt imprtssivt and so is the rate of increase 
year by ycai well over 10 per cent always, 
abovt 20 ptr cent frequently The absolute 
figures can sometimes be misleading and 
hence row 3 m the table expresses total 
expenses of the central government as a 
percentage of Gross National Product in 
current prices which shows an increase from 


18 6 per cent in 1979-80 to 23 2 per cent tn 
1985-86 with fluctuations in between But 
the upward movement is quite clearly seen, 
and has been widely noted at least since the 
publication of the “Long Tfcrm Fiscal Policy" 
(LTFP) document in December 1985 The 
LTFP drew attention to the fact that the total 
expenditure of the central and state govern¬ 
ments together had increased almost seven¬ 
fold from 1970 71 to 1983-84 with its share 
in GDP increasing from 22 I per cent to 311 
per cent An important question to consider 
is why this has been happening Usually it 
is pointed out that this is the result of 
increase in development expenditure, in 
defence expenditure, in subsidies and in 
interest payments But that is a kind of 
accounting statement without offering much 
of an explanation And, at least in the case 
of interest payments, it can be argued that 
the increase in expenditure is the result of 
the policy decision to rely on borrowing 
rather than on taxation to finance public 
expenditure 

Hence there is need to search, at a deeper 
level, for the rationale of growing public 
expenditure per se, treating it as a major 
policy decision of the government, rather 
than as a sign of the helplessness of the 
government which is being confronted by 
growing demands for funds This is also 
closely related to the question of the role of 
borrowing by the government and of deficits 
m the government's budget and the impact 
that they can have on the economy as a 
whole The issue is particularly relevant 
because one of the major questions that has 
come up since the presentation of the 
1987 88 budget relates to the huge deficits 
that finally emerged in 1986 87 and another 
big dose proposed tor 1987-88 Why the 
1986-87 deficit ol ovtt Rs 8,000 crore (far 
in excess of the onginally projected Rs 3,650 
crore which itself was considered to be ‘too 
high') has not led to uny major increase in 
prices and whether another Rs 5,700 crore 
to be added to it this year is 'safe' have 
become widely discussed questions 

An examination of the manner in which 
the government has been financing its expen¬ 
diture in recent years will take us a step 
further in seeking answers lo these questions 
Table 3 gives a resume of the sources of 
financing of the expenditure of the union 
government grouping them under three 


T xbi r 2 iRfcMDS in Toivi £m LNOiruRt of Cintrai Govcrnmfnt 

(/?s irore) 



1979 80 

1980 81 

1981 82 

1982 83 

1983 84 

1984 85 

1985 86 

1986 87 

1987 88 

(1) Total expenditure 

17 787 

22 056 

24 383 

27 687 

34 0<5 

41 678 

49 619 

60 328 

62 942 

(2) Percentage increase over the previous year 

(3) Total expenditure as per cent of GNP at 


24 0 

10 5 

21 8 

14 7 

22 4 

19 1 

21 6 

4 3 

ti^rem puces 

186 

19 4 

23 4 

20 4 

19 8 

22 0 

23 2 




Note 1979 80 to 1985 86 actuals 1986 87 revised estimate 1987 88 Budget estimate 
Sources Row 1—Ministry of Finance Budget Division, ‘(expenditure Budget 1987 88 Vol I 
Row 3 -calculated taking GNP at current prices from Economic Survev 1986 87” 


641 



£p- 




I 


Vv \ • 

V'h ■ A >, I 


M 


HS 




Ki« 



M*/ 


’! ' 


KV 


* 0 » 




For societies 
in the making, 
HDFC has eased 
the way for housing 
finance activity. 

~r\~] ooaety Homes in harmony 
I Of people coming together 
/y~U 1 helping each other growing 
together F rom these linkages 
evolve needs unique to the society The 
most immediate of which is housing its 
new entrants its new generations Of 
rn sing resoi ire es and channeling them 


info the building of homes Of an 
institution capable of this mobilisation 

In the creation of such an institution 
developing countries look to 
established successful structures Like 
HDFC In a short span of 8 years HDFC 
has provided over Rs 600 crores in 
housing loans Set up over I V> lakh 
homes And become one of the rare 
institutions in Asia that has grappled 
with the enormous housing finance 
problems of developing cour itnes 
Successfully And with it has come 
recognition Several countries have 
called upon HDFC to help them 
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set up housing finance institutions 
to meet their sociely s housing need 

Yet in perspective only a fraction of 
Asia s housing need has been met 

HDFC has made a small beginning 
Yet there is so much more to do India 
staggers with people yet to be housed 
A harnessing of every possible resource 
is needed to increase India s housing 
stock Urgently India s future has to be 
built brick by brick House by individual 
house 

HDFC Shaping India's housing finance 
industry 
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major heads, Revenue, Borrowing and 
Deficit A major difference between the first 
period upto 1979-80 and the postJ980 
period seen in table 3 is the fall in the pro 
portion of revenue from 68 3 per cent to bet 
ween 55 8 |>er cent and 58 2 per cent and the 
corresponding increase in the combined 
totals of borrowing and deficit The emerg¬ 
ing pattern, therefore, is greater reliance on 
the latter 

Why may this be so 9 The standard answer 
given in the public documents—five-year 
plans, budgets and so on—is that the 
economy has reached its tax celling In the 
LTFP this argument was projected as a 
matter of fact rather than of opinion 
"Bible 2 of LTFP showed that current revenue 
of the central government (tax and non-tax) 
had stagnated around 10 5 per cent of GDP 
since the mid-1970s with tax revenue show 
mg only an increase from 7 2 per cent of 
GDP in the early seventies to 8 2 per cent 
of GDP in the mid eighties and non tax 
revenue moving up from 2 2 per cent of 
GDP to 3 0 per cent during the same period 
On the other hand, it was shown that the 
size of the central plan had shot up from 4 
j>er cent of GDP in the first halt ot the 
seventies to 8 per cent by the end of the Sixth 
Plan and that non-plan expenditures had 
also been moving up steadily, though not by 
the same magnitude Earlier official docu 
ments had also made similar indications 
Thus, the Sixth Five-Year Plan document had 
stated in the early eighties "The traditional 
mechanism for mobilising additional resour 
ces has been to rely on additional taxation 
As a result of progressive increase in the tax 
rates in the past, the ratio of tax revenues 
[of the centre and state governments 
together] to the country’s national income 
has now reached the level of 20 per cent The 
scope for raising additional revenues through 
mere changes in the tax rates is rather 
limited” The Seventh Plan document had to 
reckon with the fact that what the Sixth Plan 
document had estimated to be 20 per cent 
was in fact much less “The ratio of tax to 
gross domestic product which was 15 56 per 
cent in 1980-81 increased to 16 65 per cent 
in 1982-83 but came down to 16 25 per cent 


in 1983-84 The automatic growth in 
revenues was less than proportionate to 
the growth in national income, and thus the 
yield of additional measures undertaken 
during the Sixth Plan was partly neutralised 
by the fall in the automatic growth in 
revenues While no doubt it is necessary to 
take measures both at the centre and the 
states to prevent the deterioration in bud 
getary savings, the reversal of the existing 
trend cannot be immediately ensured This 
serious limitation cannot be lost sight of in 
evolving any scheme of development finan 
cing for the immediate feature” Such obser 
vations are accompanied by homilies about 
the need to streamline tax administration 
to improve the performance of public sector 
enterprises and to make better efforts at 
raising tax revenues at the state level 

This last one is of special significance 
because taxes at the state level are mainly 
indirect taxes and the hesitation shown m 
regard to raising taxes seems to be con 
siderably subdued when it comes to indirect 
taxes Thus, when the total revenue of the 
central government from direct taxes in 
creased from Rs 2,348 crore m 1976 77 to 
Rs 5,141 crore in 1985-86 its revenue from 
indirect taxes increased from Rs 5 923 crore 
to Rs 20,373 crore The LTFP has shown 
that direct taxes that accounted for 27 2 per 
cent of the total tax revenue of the central 
government in the early seventies had come 
down to 22 6 per cent in the early eighties 
and that the share ol income tax during the 
decade had come down from 14 2 per cent 
to 9 I per cent 

These tads show that the government 
appears to have some interest in showing 
that direct taxes cannot be muensed much 
The direct tax pavers in the countiy belong 
to what we identilicd in Part 11 as the island 
of affluence Henve let us hypothesise that 
in its fiscal policv the government is excr 
using a preferential option in favour ol this 
sector 

But this goes contrary to the professed 
claim that the budget is for the poor' In 
the budget speech this year the finance 
minister said ‘Our principal objectives arc 
the elimination ol poverty and the building 


of a strong, modern, self reliant, indepen¬ 
dent economy* Last year’s finance minister 
was even more eloquent ‘‘My principal 
priorities in this budget were to strengthen 
the public sector, to provide a fuither thrust 
to the anti poverty programmes to promote 
self reliance, and to provide relief to the 
common man 1 have increased outlays 
for major anti poverty programmes bv 
nearly 65 per cent m keeping with out 
socialist goals New schemes are being 
introduced for this benefit of rickshaw 
pullers cobblers, sweepers, porters and 
others among the urban disadvantaged 
groups' 

But this is the sort of identification with 
the poor which no government in a political 
system based on adult franchise where the 
poor constitute the vast majority can afford 
to ignore. It is a kind of political dedication 
which expresses the appropriate sentiments, 
but has little to do with the text that follows 
The text is hard core economics that docs 
not provide much scope for sentiment Thus 
after the 65 per cent increase in outlay for 
anti-poverty programmes last year, these 
programmes claimed less than 3 per cent of 
the total expenditure—3 paise in the rupee 
directly for the toiling millions' In this year’s 
budget 'for the poor' they have moved up 
to a little more than 3 paise. This is not to 
imply that the poor will benefit only by the 
allocations for the anu-poverty programmes, 
or that all the needs of the poor arc expected 
to be met through budget allocations But 
it brings out the hollowness of the political 
trumpetting of the allocation on the one 
hand and the unienability of the claim— 
or the insinuation as the case may be—that 
public expenditure has been increasing 
because of the growing allocations to 
eradicate poveity 

A little deeper enquiry is needed to 
establish firmly—although for many people 
u may be self-evident—the links between the 
government and the island of affluence and 
the reasons for the government’s preferential 
option in favour ol it 

Tirst, let us note that through ns fiscal 
measures—particularly through increase in 
public expenditure—the government makes 
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2480 

17 3 

5392 
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6846 

12 9 
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16 0 
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3448 

24 0 

10946 
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a direct contribution to the numerical 
strength of this sector The implication here 
is not that those in the service sector that 
the government creates and augments are all 
‘affluent’ Even the top ones among those 
in public services and defence may not be 
rolling in wealth and affluence. And yet, 
’affluence’ like its opposite ‘poverty’ is a 
relative term and in our country a part of 
those who pay direct taxes, and are in a 
position to accumulate comes from those 
directly employed by the government The 
“Economic Survey” shows that the per 
capita emoluments of employees in public 
sector enterprises in 1983-86 was a little over 
Rs 26,000 

But the impact of government expenditure 
is not confined to the creation of a service 
sector It stimulates economic activity in 
other sectors of the economy which has 
something of a spread effect providing 
employment and generating incomes in the 
private sector also But more significant than 
this spread effect of government's expen¬ 
diture is what may be described as its con¬ 
centration effect A good part of the direct 
and indirect effect of government expen¬ 
diture accrues as incomes to the already 
affluent Contractors are the best examples, 
but there are others as well It is reasonable 
to assume that in that part of the private 
sector which is directly and closely related 
to the activities of the government, addi 
tional incomes generated by such activities 
are more likely to be m favour of those who 
are better off This principle has a wider 
application too There are incentives and 
subsidies offered by the government to en¬ 
courage certain activities such as exports 
which may be considered as available to 
anyone who is engaged m such activities 
without reference to theiryeconomic stand¬ 
ing But it is well known that in effect only 
the larger and more affluent export traders 
are in a position to lake advantage of export 
subsidies and even in agriculture, the larger 
fanners are in a better position to gain access 
to the fertiliser and such other input sub¬ 
sidies In this connection it may be noted 
that a large share of what is described as 
‘food subsidy’ goes for procurement of gram 
from the larger farmers, and hence is not 
merely a consumer subsidy as is often 
assumed to be 

There is, thus, a dose economic link 
between the government and the island of 
affluence in the economy a part of it is 
directly generated by the activities of the 
government, and overall, it is substantially 
augmented by the activities of the govern¬ 
ment In view of this link it is also reasonable 
to assume that there is some congruence of 
economic interests between the island of 
affluence and the government 

What is the economic interest of the island 
of affluence 7 It has already been indicated, 
but is worth repeating, that what is described 
as the island of affluence is not a homo¬ 


geneous group It consists of industrialists, 
agriculturists, traders, contractors, self- 
employed professionals, some in the service 
sector, etc; and it will be naive to suggest that 
their interests are the same; But fortunately, 
there is one thing that is common to all of 
them As noted already, they are the 
accumulators in the system and continuing 
accumulation is an interest that they all have 
lb understand the dynamics of this section 
and the government’s relationship with it, 
the specific interests and modus opermdi of 
each of its components have to be taken into 
account, but there is a lot that can be 
understood and explained m terms of their 
common interests, and we shall concentrate 
on those aspects 

Let us consider first the major fiscal 
measures taken in recent years to enable and 
encourage accumulation by this group We 
must turn back to the 1983-86 budget which 
announced a major package of measures for 
this purpose. The exemption limit for 
income tax was raised, the rates of income 
tax were substantially reduced, significantly 
reducing the progressivity of the tax, the sur 
charge on income tax was abolished, the 
compulspry-deposit scheme was withdrawn, 
the exemption limit for wealth tax was 
raised, the estate duty was abolished, and the 
general rate of company taxation was 
brought down Apart from these tax reduc¬ 
tions there were also the many 'incentive 
schemes’ to encourage ‘savings’ exemption 
ot upto Rs 40,000 from taxable income if 
deposited m Public Provident Funds or used 
for the purchase of National Savings Certi¬ 
ficates increase in the interest rate on these 
deposits and certificates It is difficult to 
recall another instance when so much was 
done for so few Rightly did a commentator 
describe it as aiming at “the greatest good 
of the smallest number" It is not necessary 
to go into the details of the proposals in the 
1986-87 budget except to recall that the same 
thrust was followed, but with the famous 63 
per cent increase for anti-poverty program¬ 
mes The package made availabe to the tiny 
segment of the economy to cater to the desire 
for continuing accumulation is to make it 
possible for past accumulations to be 
transferred to the government for which 
interest and tax concessions are offered 
currently with the two together increasing 
accumulation m the future which will not 
attract as much tax as in previous years 
because of the enhancement of the exemp¬ 
tion limit of wealth tax and the reduction 
in its rates There can be little doubt that the 
recent budgets have shown special favours 
to the affluent section in the economy 

IV 

Against this background 1 shall try to spell 
out in some detail the meaning and implica¬ 
tions of the “sound and responsive macro- 
economic policy” 

There is an element of truth in the con¬ 


tention that the strategy is a ‘growth 1 
oriented one. But the discussion m section 11 
has shown that aggregate growth expressed 
as a number is not a particularly meaningful 
measure; % evaluate the number it is impor¬ 
tant to know its contents The contents can 
be figured out through appropriate measures 
of disaggregation (into sectors, and even into 
constituents of sectors) From such an 
examination it is seen that the ‘growth’ of 
the recent past has not been a healthy one 
in any case, the government has the power 
to make a direct contribution to the ‘growth’ 
of COP simply by increasing public expen¬ 
diture and where the numerical value of 
growth becomes an indicator of perfor¬ 
mance it is not surprising that the govern¬ 
ment comes to have a vested interest in 
increasing public expenditure The steady 
increase in public expenditure that tabte 2 
documents, therefore, cannot be accepted as 
altogether without some design This is one 
aspect of the 'growth oriented' fiscal policy 
which is frequently lost sight of From this 
perspective all recommendations to the 
government to reduce public expenditure are 
practically futile. And it seems hard to 
believe that the increase in expenditure in 
1987 88 will be just 4 per cent compared 
with the nearly 20 per cent annual increase 
of the past years 

The question of deficits is closely related 
It is the consequence of the decision not to 
increase direct taxes and to keep public 
expenditure increasing And if increase m 
public expenditure is thought to be desirable 
(or at least not undesirable) the same view 
will be taken about deficits also In other 
words, deficits too make a contribution to 
ODP by enabling increase in public expen 
diture As a contributor to the growth of 
GDP it will be seen to be a useful fiscal 
weapon The famous sentence, “the deficit 
is large, and I don’t like it", therefore, could 
not have been meant to be taken seriously 
The truth will be known when the revised 
estimates for 1987-88 become available 

But the role of the deficit is not only as 
an aid to increase public expenditure. It is 
also part of an attempt to stimulate activity 
in the rest of the economy From the time 
of the so-called Keynesian revolution it was 
known that if there was excess capacity and 
deficiency of demand in the system, deficit 
spending could become instrumental in trig¬ 
gering a recovery process Development 
economists have extended the argument to 
suggest that where idle labour power is 
available deficit financing could be utilised 
to put people to work to produce labour- 
intensive infrastructural items such as roads 
and irrigation canals and so on FOr such 
a strategy to be effective at least enough 
foodgnuns and some equipment (such as 
pick axes and shovels) must also be available 
and something along these lines are being 
attempted in our country through the food 
for work programme 
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This, however, is not the major intention 
behind the growing deficits in the budgets 
in recent years The aim has been to stimu¬ 
late the production of certain kinds of 
industrial goods for which the demand could 
be simultaneously generated by the type of 
additional incomes created through increa 
sed public expenditure. It is this procedure 
that provides a close link between recent 
budget operations and the island of afflu¬ 
ence The concentration effect of govern 
ment spending referred to above becomes 
particularly significant for this purpose If 
increase in government expenditure directly 
produces a high income group and indirectly 
accrues as additional income to those who 
are already in high income brackets, then it 
is easy to anticipate the type of goods that 
will come to be demanded out of incomes 
thus generated These are likely to be 
consumer durables primarily—a wide 
variety of them because of the heterogeneity 
of the island of affluence—all the way from 
bicycles and sewing machines to two- 
wheelers, kitchen gadgets and automobiles 
of different kinds A major component of 
the new fiscal policy is to contribute to 
‘growth’ by the production of these goods 
and by the generation of demand to sustain 
them, both achieved through appropriate 
fiscal measures 

The circular flow implied by this link up 
can be given a wider application In the 
above instance, 'f all additional incomes 
generated through increased public expen 
diture financed by a deficit arc spent on the 
type of goods indicated (and the supply of 
such goods becomes available smoothly) 
then the deficit spending could be thought 
ol as having stimulated production and 
growth in the economy and thus considered 
as having contributed to a ‘real’ increase in 
CiDP Suppose, for instance, the goods will 
become available only two years hence, but 
all orders are placed now with full payments 
made Then there is no increase in ‘real’ 
income lor the time being, but there is no 
problem of excess liquidity in the system 
either because all additional incomes 
generated have been ‘impounded’ This 
means that there are different ways in which 
a segment of the economy can be made to 
be substantially if not tully, self servicing 
The essence of the new fist at strategy is to 
make the island of affluence, or the upper 
crust of the economy, a largely self-serving 
segment How this is tried to be achieved, 
and what its implications are, must now be 
considered 

In order to make the strategy successful, 
the following conditions must be satisfied 
( 1 ) A close watch must be kept on where 
the additional incomes are generated If the 
circular flow is to be achieved, the additional 
income and purchasing power cannot be 
allowed to seep through the entire economy 
because energising the whole economy (for 
instance, ensuring that everyone has work 
and a minimum level of consumption) is 


considered to be not on the agenda tn view 
of the many radical institutional changes, 
especially those relating to the ownership of 
and control over resources, which it will 
necessitate and which are believed to be 
beyond the capabilities of the system Hence, 
the more limited the spread effect of addi¬ 
tional incomes (i e, the more concentrated 
it is) the easier it will be to ensure that the 
strategy becomes ‘sound’ Further conditions 
arc necessary to make the strategy ‘respon 
sive—responsive, that is, to those for whom 
it is designed 

(ii) One of these has already been indi 
cated, viz, that the goods that the high-level 
target group wants are made available, either 
immediately, or at the end of the appropriate 
waiting time during which period the addi 
tional incomes generated will remain im 
pounded, as short term deposits with the 
banking system, for instance 
(in) Some of the additional incomes 
generated may spill over into the inter 
national economy in search of foreign 
goods Arrangements must be made to pro 
vide these, through direct imports, or 
through permuting foreign concerns to 
locate their production units in the country, 
or through a variety of collaboration 
arrangements To make such imports and 
repatriation of profits and other payments 
possible, expoi ts must also increase and the 
external transactions of the economy will 
have to be carefully handled 

(iv) Another pan of the additional in 
comes generated w ill become ‘surplus to or 
‘savings' of the recipients for the holding of 
which financial assets will have to be pro 
vided A large portfolio must be made 
available to suit the needs and situations ot 
a variety of clientele Among the clientele 
will be a section who may be primarily con¬ 
cerned with the security of the funds and 
mav thus show a high preference for 
depositing the funds with the government 
The government must become a borrower 
in response to this pronounced public 
eagerness to lend to it The borrowing 
activities ol the government must, con 
scquently be substantially stepped up and 
diversified 

(v) These financial operations—between 
the government and the public between the 
government and the financial institutions, 
between the public and the financial insti 
tutions—will tend to increase liquidity in the 
economy and hence the management of 
credit and the monetary system must be 
carefully handled 

These are the five prime conditions of 
response to make the strategy sound But a 
government that is sensitive to the realities 
of the world of affairs will know that the 
response along these lines is not adequate 
some more pragmatic conditions will, 
therefore, become necessary 
(vi) Of these one of the most important 
is provision for indexing of incomes of the 
salaried group in the island of affluence, 


especially those employed by the govern 
ment This is a recognition of the reality that 
the fiscal operations will generate some in¬ 
crease in prices Indexing of incomes will be 
attempted through provision of dearness 
allowances and periodic revision of scales 
(vn) T he food situation must be made to 
appear to be ‘‘comfortable’ The aim certain¬ 
ly will not be to ensure that everyone is com¬ 
fortable m terms of a minimum intake (this 
is not considered feasible “for the time 
being", but may be sometime in the twenty- 
first century which is not too far off, after 
all), but the nation must be comfortable, 
meaning that import of food grams must not 
become necessary, and there must be a 
“surplus stock” of some 20 to 2* million 
tonnes of food grain, partly to ensure that 
the minimal public distribution system that 
exists in the urban areas is continued, but 
mainly to prevent the scare about food 
shortage, and speculative trade and to assure 
the hungry people that there is enough food 
in the country 

(vm) last but certainly not least, the 
government knows that “if a free society 
cannot help tht manv who aic poor it can¬ 
not save the few who art rich ’ and the 
government believes that since ours is a free 
socittv, the poor must be helped But their 
needs are limited although they do not seem 
to know how to limit their numbers This 
must be accepted as part of the reality we 
live with and hence the availability of 
toodgrains must increase more or less to 
keep pace with the growth of population 
Also the poor arc gieat believers in the 
future They must be assuicd that some day 
they too will have afflutnce and this must 
be demonstrated as a possibility So, some 
of them must be helped -some employment 
to a few a milch animal to one ol the poorest 
in the village, a bank loan to a widow to set 
up a vegetable shop—and Ihesc must 
become quite visible The fiscal strategy and 
the political strategv must be responsive in 
this sphere too 

This is the sum and substance of the new 
fiscal strategy It was put forward in the caily 
eighties in subdued tones as liberalisation’ 
(the fust five conditions) on the one hand 
and widely publicised as the ‘target gtoup 
approach’ (condition vm) W ith the budget 
of 1985 it became evident that the attention 
really is on the target gtoup at the top and 
the strategy has been putsued vigorously 
since then though ntver laid bare in the 
manntr in which it has betn done here and 
for obvious reasons 

But the exposition ol the strategy tn this 
manner makts it easitr to undustand u I et 
us see what light it throws on the fiscal 
measures themselves In the first place the 
fiscal ptoeedurcs arising Irom the strategy 
cannot be evaluated in terms of the convcn 
tional canons of public finance which are 
premised on limits to public expenditure as 
the first axiom In the new strategy there is 
no set limit to public expenditure (for txam 
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pie, as a defined percentage of GDP) and 
public expenditure becomes functional, 
governed largely by the ability to fulfil the 
five prime conditions mentioned above. As 
a corollary, there need not also be set limits 
on expenditure on individual heads either 
Some people may become alarmed when 
defence expenditure moves up from a four 
digit crore figure to a five digit crore figure, 
but a 35 per cent stepping up of defence ex¬ 
penditure is of no consequence in itself In 
fact it can be shown to be ‘useful’ from the 
point of view of the many economic oppor 
tunnies it will present and the incomes and 
growth it will generate And those who are 
willing to accept growth as a number should 
not hesitate to accept defence expenditure 
as a number—larger, certainly, but a number 
all the same, similarly interest payment, 
another major item of public expenditure is 
to be of no special concern because it arises 
from increased borrowing, and can be met 
with still more borrowingl Deficit spending 
is nothing to be ashamed of if only one gets 
rid of certain conventional ideas and pre 
judices If an increase of the deficit in one 
year from a projected figure of 8s 3,650 
crore to Rs 8,285 crore did not create any 
ripples in the economy—did not lead to a 
two digit rate of inflation, for instance— 
why must it be thought to be dangerous* 7 
And the government borrows not because 
it is ‘forced to*, but because it is ‘invited to 1 — 
because millions of people whose surpluses 
have increased and who wish to hold these 
as financial assets are eager that the govern 
ment should borrow from them, and so on 
The new strategy has some distinct advan¬ 
tages from a development point of view also 
First, a new pattern of growth will become 
very visible—more and different kinds of 
two wheelers and newer and newer models 
of cars along the roads, televisions in 
creasingly in glorious colours not only m the 
metropolitan cities, but even in remote 
villages, goods Indian and foreign crowding 
the shops all over the country, progress and 
modernisation for all to see And although 
the additional advantages of the strategy 
accrues to a target group at the top in terms 
of increased incomes, diversified consump¬ 
tion and growing accumulation, it can be 
, projected as the nation’s achievement, as 
growth in national income and national 
savings Secondly it will have some trickle 
down effect More than two centuries ago 
a wise man had anticipated it “The houses, 
the furniture, the clothing of the rich m a 
little time, become useful to the inferior and 
middling ranks of people They are able to 
^’purchase them when their superiors grow 
wary of them, and the general accommoda 
tion of the whole people is thus gradually 
[improved, when this mode of expenses 
becomes universal among men of fortune” 
That is how Adam Smith described the 
trickle-down effect in his “Wealth of 
Nations” How then can it be said that our 


policies are not based on sound economic 
principles, and how can our leaden be 
accused of not having a sense of history? 

The fiscal and developmental strategy 
bang pursued now thus appears to be based 
on *sound’ doctrines and shrewd perceptions. 
It has also had a measure of success m the 
sense that it has certainly helped the few who 
arc nch without wiping out the many who 
are poor Even at the level of the economy 
as a whole, there have not been any major 
calamities or crises so far, especially tn the 
two most vulnerable areas, prices and 
balance of payments 

And yet, its weak spots are not difficult 
to locate. The first is in the sphere of 
management itself The managers have been 
successful in conferring some common 
benefits to the members of the island of 
affluence, especially tax reliefs and incentives 
to accumulate. But that is only the first stage 
and, in our circumstances, fairly easy But 
soon the island of affluence will come to 
have conflicts of interest within itself 
because it is a heterogeneous group, and this 
will make the art of management more com 
plex Thus a regime of tight money and high 
rates of interest may be of advantage to one 
of the constituents of the little island, but 
may be very detrimental to others Libera 
hsation and foreign collaborations may be 
desired by one section, but vehemently 
resisted by others The internal public debt 
may increase so much that its management 
may become not too easy Foreign collabora¬ 
tions and external borrowings may increase, 
but if exports do not keep pace, the balance 
of payments may turn out to be worrying 
The management regime can, under these 
circumstances, turn out to be a regime of 
regulations Even a regime of regulations 
may not find it easy to reconcile and hold 
together the conflicting objectives and 
claims Those who hope that increasingly the 
market will take over the management are 
likely to be disillusioned and in any case 
should know that the market has only 
one principle of management—ruthless 
elimination 

The second weak spot of the strategy is 
that once the island begins to get disintegra¬ 
ted, the protection it now seems to enjoy 
from the waters that surrounds it cannot be 
guaranteed There are many ways in which 
the erosion can rake place, and we shall 
touch upon only one. Sustained increase m 
public expenditure and the increase in 
liquidity related to it has an inflationary 
potential, and although there has been no 
runaway inflation so far, there has been a 
creeping inflation of 6 to 7 per cent per 
annum which implies a doubling of prices 
every 10 years A creeping inflation of this 
kind and magnitude is to the advantage of 
some constituents of the island of affluence 
such as manufacturers, traders and contrac¬ 
tors whose earnings, unhfce those of the 
salaried class, are not fixed In fact a creep¬ 


ing inflation is a classical prescription to im¬ 
prove the position of those whose earnings 
are largely in the form of windfalls and 
profits. But to the salaried group, even those 
among them who may be considered 
‘affluent’ inflation u an enemy Upto a point 
their real earnings will be protected through 
different measures of indexation (condi¬ 
tion vi above) But even if these measures 
are successful, they will have little protec¬ 
tion against the erosion in the real value of 
their accumulations The desire to protect 
themselves from this trap will lead them to 
search for physical assets, typically real 
estate, whose price will keep on rising This 
will mean that some members of the island 
of affluence will soon realise that even when 
their incomes ate going up, the income/asset 
ratio is turning against them This is the 
squeeze that they will begin to feel Once this 
squeeze becomes evident, there will be more 
and more talk about inflation even if the 
usual wholesale and consumer price indices 
do not move into double digits 

The vocal expressions of higher income 
salaried groups about the ill effects of 
inflation will also encourage the silent 
majority of those whose earnings are not 
and cannot be indexed—small farmers, petty 
traders, and many others who are self 
employed and the rural labourers and the 
urban workers in the so-called unorganised 
sector, for instance—may also realise the 
iniquities of the system that they have so far 
patiently, and sometimes not so patiently 
borne 

We have it on the authority of Adam 
Smith himself that this is not the wishful 
thinking of someone who is eager to see the 
system blown up He wrote "Whenever 
there is great property there is great in¬ 
equality For one rich man there must be at 
least five hundred poor and the affluence of 
the few supposes the indigence of the many 
The affluence of the nch excites the indigna 
tion of the poor, who are often both driven 
by want, and prompted by envy to invade 
his possessions” Who can say when and how 
the indignation of the poor m our land will 
find expression 17 

[1 am grateful to my colleagues, V B Athreya, 
S Ouhan, S Subramaman and A Vaidyanathan 
for their comments on an earlier version of this 
piece} 
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When all is said and done, the facts about the 1987-88 budget that stand out are the feeble efforts to increase 
revenues, the failure to control expenditures and the continuance of large inflation-potent deficits Since there 
seems to be little prospect of successful control of expenditure, revenues have to be increased And if revenues 
have to be increased, there have to be more taxes and increases in the administered prices in the coming months 
The present budget then becomes only the first phase of budgeting for the year, subsequent phases coming later 
through supplementary tax bills and price-increases through executive orders 
But such steps cannot go very far, unless the basic fiscal malaise of sharply rising non-plan non-developmental 
expenditure can be controlled, along with measures to increase the production and equitable supply of essential 
consumer goods The budget alone cannot increase employment, incomes, demand and essential outputs, but every 
proposal included in it should be shaped by a full awareness oj the development needs It is sad to find that 
even now there is a complacent attitude towards prices, the balance of payments and income distribution This 
complacence is bound to be shaken by the emerging pressures 


I 

The Background 

THE Central budget for 1987-88, as 
presented at the end of February, 1987, has 
accentuated the growing confusions about 
both the so-called New Economic Policy 
(NEP) and the Long Tkrm Fiscal Policy 
(LTFP) No one in authority had ever clearly 
formulated what the Indian NEP actually 
was Statements were made here and there 
by persons in authority, but they did not all 
go in the same direction The Seventh Five- 
Year Plan discussed the objectives, methods 
and institutional structures almost exactly 
in the same manrer in which the earlier 
plans had presented their approach The 
Economic Surveys, generally more honest 
than other official documents, did not 
enlighten anyone about any sharp change 
from the accepted strategies And it was 
repeatedly emphasised that the Industrial 
Policy Statement of I9S6 remained the 
anchor-sheet of the official line of action 

But yet, changes came—particularly in the 
field of international trade where liberalisa¬ 
tion was carried to a stage which seriously 
hurt the domestic producers of capital and 
Intermediate goods, producers who had been 
over the years led along the garden path as 
great benefactors of the Indian economy 
‘Competition’ became a sacred word, 
without realising that there was a difference 
between competition with foreign producers 
and competition within the country and also 
without realising the almost certain effects 
of competition within the country among 
unequals, i e, among dominant producers, 
less dominant ones and absolutely weak 
ones 

In the absence of any clear official state¬ 
ment on the Indian NEP, one can only bnng 
together what appeared to be the basic 
postulates of the new logic These comprised 
a belief in the efficacy of market forces, a 
disbelief in the public sector, confidence in 
private enterprise, an expectation that tax- 
reduction would increase outputs, a second 
expectation that tax-reduction would im¬ 
prove compliance and thus raise the revenue 
receipts, a faith m the “trickling down" of 


benefits from the rich to the poor, combined 
with the belief that social justice could be 
separated from production, a hope that the 
already pressurised economy could absorb 
further inflationary pressures and that the 
balance of payments is literally a border and 
therefore, a marginal problem It is not 
necessary to argue here about the fallacies 
in all these postulates What is more im¬ 
mediately important is that the government 
has reluctantly realised that the NEP would 
not provide a rosy path to rapid economic 
progress There are, besides, some grave 
political compulsions which keep the 
market force enthusiasts within the govern¬ 
ment sufficiently restrained 
As a result, the steps taken up till now 
have been vacillating Imports were sub 
stantially liberalised in 198S and then there 
was a halt No public sector unit has been 
‘privatised’, though chiefs for these units 
have m some cases been drafted from the 
private sector In fact, selected public sector 
units have been allowed to expand by raising 
long-term funds from the capital markets on 
very attractive terms And the prime minister 
has declared in his budget speech that 
‘‘the public sector is the core of our indus¬ 
trial economy" 1 The worshippers of the 
“invisible hand” have not certainly liked 
another part of the budget speech in which 
the prime minister states, “I am committed 
to planning for socialism in India, socialism 
which fits in with our genius, but neverthe¬ 
less socialism in its basic meaning of remov¬ 
ing disparities and providing equality of 
opportunity” 3 Perhaps the industrial 
power-brokers have taken all this as poll 
tically necessary verbiage—meant for public 
consumption—and there is also the fact that 
Part B of the budget containing the operauve 
scheme does not fulfil the expectations 
raised in Part A But, it is perhaps better to 
accept the fact that the NEP has lost its 
lustre than to accuse the prime minister of 
double-speak 

In contrast against the NEP, the LTFP is 
a clear-cut document in which there are open 
year-by-year fiscal projections for the entire 
Seventh Plan period Such an exercise could 
have been taken up by the Planning Com 


mission, but the Seventh Plan was finalised 
in October, 1985 and the LTFP came two 
months later in December The LTFP gave 
one clear undertaking and also declared a 
clear objective. The undertaking was to 
freeze the rates of direct taxes over the entire 
Seventh Plan period, i e, up till 1989-90 The 
objective was that despite this freezing, “an 
important objective of fiscal policy must be 
to reverse the decline m the share of direct 
taxes over the long term” 1 The tern 
“share” could mean both the share in the 
total tax revenues and the share in the gross 
domestic product (ODP) In regard to the 
latter, the LTFP laid down that the share of 
the direct taxes (net of transfers to the states) 
in the GDP would rise gradually Bom 15 
per cent in 1985-86 to 1 8 per cent in 1987-88, 
and then on to 2 0 per cent and 21 per cent 
in the two following years 4 

II 

The Inflationary Deficit 

The promise about the direct tax rates has 
been kept, but the objective of increasing the 
proportion of direct tax receipts to the GDP 
has not been realised In the 1987-88 budget, 
it appears that, on a rough estimate of the 
GDP, the share of the direct tax receipts of 
the Central government will not be more 
than 14 per cent One also notes that 
according to the LTFP, the share of the 
centre’s net market borrowings in the GDP 
should have been I 5 per cent in 1987-88, but 
it is now expected to be around 2 5 per cent 
The share of deficit financing (in the con¬ 
ventional sense) in the DGP was expected 
to fall from 1 3 per cent in 1985-86 to 11 
per cent in 1987 88 As the budget stands 
now, this share will be about 2 25 per cent 
and at the end of the year may be found to 
have become higher still The budget for 
1987-88 indicates a signal failure in the 
attainment of the fiscal framework that the 
LTFP had laid down 

The increase in deficit financing has been 
atrociously large The budget for 1986-87 
had originally estimated a treasury bill- 
financed deficit of Rs 3,650 crore, which 
increased to Rs 3,703 crore during the budget 
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debates on account of the government 
yielding to certain pressures for reduction of 
indirect taxes The revised estimates now 
show a deficit of Rs 8,285 crore, which is 
about 2 24 times higher than the budgeted 
figure. This deficit figure however includes 
the conversion of Rs 1,200 crore of bank 
finance to the Food Corporation of India 
into government loans, which will certainly 
reduce the corporation’s interest charges, but 
will ultimately prove a zero sum game for 
the public sector as a whole If this Rs 1 200 
crore is left out, the revised estimate of the 
overall deficit in 1986 87 comes down to 
Rs 7,085 crore which is still 91 3 per cent 
above the original estimate. Alternatively, it 
appears that the budgeted overall deficit of 
Rs 3,703 crore was 7 per cent of the total 
budgeted expenditure (revenue plus capital) 
of Rs 60,328 crore This percentage increased 
to 13 7 in the revised estimates (or to 11 7 
if the Food Corporation loan is left out) 
Compared to this the final deficit in the 
1987 88 budget is smaller both absolutely 
and relatively This deficit ot Rs 5,688 crore 
(assuming that the figure will not change 
even before the budget is passed) is lower 
than the 1986-87 deficit and its share in the 
total budgeted expenditure of Rs 62,942 
crore is 9 04 per cent—much higher than 
what it should have been under the LTFP 
and substantially higher than the budget 
estimate for the previous year, but also 
markedly lower than the revised estimates 
No one should suspect that the revised 
estimates were manipulated to show a high 
deficit, so as to provide a favourable 
background for the 1987 88 estimate, but 
one can suspect that the final deficit at the 
end of 1987 88 may be much larger than 
what the budget shows—despite the prime 
minister's heroic pronouncement 7 have 
decided that the deficit in the Budget 
Estimates for 1987-88 ihall not be exceeded" 
(emphasis added)' One only hopes that the 
well known under the board methods of 
showing a small deficit will not be adopted 
For 1986 87 the budget estimated a 
capital account surplus of Rs 3,552 crore 
which went far m reducing the estimated 
revenue account deficit of Rs 7 155 crore Bv 
the end of the year, the capital account 
surplus was converted into a deficit of 
Rs 1,052 crore It the Food Corporation loan 
of Rs 1,200 crore is taken out, the deficit 
becomes a surplus, but it is very small at 
Rs 148 crore. In 1987-88, the expected capital 
account surplus is Rs 1,054 crore which 
reduces the revenue deficit of Rs 6,742 crore 
to Rs 5,688 crore Alternatively, one can say 
that 84 37 per cent of the revenue deficit 
turns up as overall deficit 
An innovation this year is the offer of 
information on the "Net increase m the RBI 
credit” to the government There is no expla 
nation of the method of computation except 
for a cryptic footnote saying “including 
other variations in Reserve Bank of India’s 


credit to Central government" The figure of 
the revised estimates foe 1987-88 is Rs 7,250 
crore, which is lower than the conventional 
deficit of Rs 8,285 crore, but is slightly 
higher than the above figure minus the Food 
Corporation loan It is not clear whether the 
computation procedure adopted would 
satisfy the Chakravarty Committee's recom 
mendation and it is not also clear where the 
receipts from the new six-month treasury 
bills are being shown These receipts are 
from banks mainly and they continue to be 
held by them for they are not rediscountable 
at the Reserve Bank The amounts involved 
are however very small The Reserve Bank 
in its latest Bend and Progress report has 
only stated that banks have been “advised 
to eschew from volatile movements in their 
cash balances with the Reserve Bank and in 
their holdings of treasury bills, as these 
movements generate instability in the net 
Reserve Bank credit to government 6 It is 
noteworthy that the overall deficit as shown 
in the fiscal accounts and the "net increase 
in RBI credit ’ are identical at Rs 5,688 crore 
in the 1987 88 estimates One could ask for 
more light 

III 

Government Borrowing 

The full picture of the deficit is not 
however given by these figures For that it 
is necessary to take into account the full 
borrowing requirement of the Central 
government, comprising net market borrdw 
mg, net borrowing from abroad and net 
treasury bill finance. The figure for “external 
assistance” given m the summary tables in 
eludes cash grants and commodity grant 
assistance received from abroad In (he 
1986-87 revised estimates for example, the 
total external assistance is shown as Rs 2,436 
crore, but it included Rs 437 crore of cash 
grants, Rs 23 crore of food assistance and 
Rs 41 crore ol other commodity assistance 
And then there arc repayments to be taken 
care of (table 1) 

The total borrowings of the Central 
government will bt Rs 14,676 crore in 
1987 88, which is only just above the figure 
of Rs 14,485 crore in the revis'd estimates 
for 1986-87 These borrowings met 2408 per 
cent of the total expenditure of Rs 60,328 
ciore m 1986-87 and will meet 23 32 per cent 
of the expenditure of Rs 62,942 crore in 
1987 88 7 he percentage of domestic bor 
rowing to expenditure also expected to fall 
from 20 80 per cent to 19 03 per cent The 
decline in the proportion of total borrowing 
requirement is a little surprising, but 
obviously it would have been larger if a part 
of the borrowing liability of the government 
had not been transferred to the public sector 
undertakings like the Mahanagar Telephone 
Nigam, National Thermal Power Corpora¬ 
tion, Indian Telephone Industries, or the 
newly formed Indian Railway Finance 


Corporation According to the tnfomuuior 
presently available, these undertakings maj 
borrow in 1987-88 term funds from thi 
capital market to the atent of Rs 1,500 crore 
The total public sector borrowing require- 
ment (in its wide sense) will thus be Rs 16,176 
crore And there is the probability that the 
net RBI credit to government will turn out 
to be much higher than is now indicated 

The net credit granted by the Reserve 
Bank to the Central government will be 
directly inflationary Market borrowing from 
the commercial banks will be inflationary 
to the extent that there is a net increase in 
domestic credit expansion A disturbing 
feature is that, allured by the 10 per cent 
interest with unlimited tax exemption offered 
on a part of the public sector undertakings 
bonds (the other part yields 14 per cent), 
banks have purchased these bonds to cam 
ihc equivalent of 20 per cent (or more) of 
taxable income Their maximum lending rate 
tor the commercial borrowers is 17 5 per 
tent In this situation, banks can simply buy 
the 10 per cent tax-tree bonds and sit back 
These bonds do not qualify as approved 
securities under the statutory liquidity ratio 
requirement, but the holdings will increase 
the net bank credit to the government sector 
It appears that the 14 per cent bonds may 
not be tncouraged and that all new issues 
will be of the 10 per cent tax-free type The 
monetary implication of the bank holdings 
ot these bonds have not been publicly 
recognised but somt restrictions will 
probably be put 

A related question arises with regard to 
the Indira Vikas f\itras wh,ch will double 
the investments in five years, i e, yield a com 

I Mil I I (IMKII CrlftlkSMIM sIllIRkUUIV 


KlOl IKI Ml SI 

(l(\ crore) 


19X6 8 1 

1987 88 

(1) Ntl 111 ilkct 

(Rci I SI) 

(Budge) 

boi rowing 

s 300 

6 300 

(2) 1 vicinal loans 

2 946 

3 823 

(i) /ess icpavmcnls 

lb) Net cvlirn ll 

i Oil 

1 135 

loans 

(3) Nu iiurc isc in RBI 

1 93s 

2 688 

credit of gounimuil 
(4) final borrowing of 
ctntial govcinmenl 

7 2 SO 

5 688 

(1 i 2(b) + 3) 

(5) Total ccntial 
government 

14 485 

14 676 

expenditure 
(6) Borrowing as per 

60 728 

62,942 

cent of expenditure 
(7) Domestic borrowing 
(I + 3) as per cent 

24 01 

27 72 

ot expenditure 

20 80 

19 07 


Source for External I oans Receipts Budget 
1987 88, p 35 lsternal loans do not 
include cash and commodity grants, which 
are included in ‘external assistance’ 
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pound interest rate ot 14 88 per cent Invest¬ 
ment is doubled m the case of the National 
Savings Certificates (6th and 7th senes) in 
six years and in banks’ fixed deposits in 
about 6 years and a half But the mam 
advantage of the Indira bonds to the buyer 
is that these are bearer bonds with no records 
about the purchase The question can 
naturally arise why should not the Indira 
Vikas funds be regarded as “money”, when 
five year deposits with commercial banks arc 
included in M,’ In effect, the Indira bonds 
are post-dated currency notes and the easy 
transferability will surely mean the develop 
mem of a secondary market A price bet 
ween the value of a bond at commercial 
banks’ term interest rate applicable and its 
discounted value (derived backwards from 
the 14 88 per cent interest rate) will be pro 
fitablc both lor the buyer and for the seller 
If, as reported now the sale of the Indira 
bonds is around Rs 200 crore per month the 
total sold in 1987 88 will be about Rs 2 500 
crore, which will mean an immediate receipt 
lor the government ot Rs 1 250 crore and 
an increase in money stock (in ihe same 
manner as lived deposits) to the same extent 
As a component of small savings, the Indira 
bonds will ol course enter M 4 but they arc 
closer to liquid money or M, than the fixed 
deposits of banks 

Whether the Indiia bonds will attract 
black money (the attiauion being much 
greater than tor ,ie Venkataiaman bonds of 
1980 81) is a different question But one ol 
the purposes stated will be defeated That 
purpose was to offer high yielding assets to 
rural savers I he rural savtrs are exactly the 
people who stand to lose everything it the 
bonds tre damaged lost or washed awav by 
floods The buyers will rnostlv be the urban 
investors who tan have safes and sift 
deposit lockets The recent decision to olfer 
higher denomination bonds ol Rs 5 (XX) (to 
be sold lor Rs 2,500) is a pointer in that 
direction From the standpoint ol the 
budget the direct!v important point is that 
as these bonds will lorm part ol 'small 
savings about 40 per cent will accrue to the 
central government but this does not seem 
to be fully reflected in the leecipts figures 
tor snnll savings 

IV 

Rereiptu and Expenditures 

li is ai this stage that one should turn to 
the sources of the budget deficits Against 
the total expenditure ol Rs 62,942 crore til 
1987 88, the total tax and non tax receipts 
are expected to amount to Rs 56,932 crore, 
thus leaving a deficit of Rs 6,010 crore to be 
partially reduced by the receipts from the 
new tav proposals A noteworthy fact about 
the tax receipts is that they belie the expecta 
lions that were held out It was being stated 
frequently that better tax administration, 
raids—actual and potential—amnesty 
schemes and all that were bringing in large 


revenues Now with the figures available, n 
appears that between the budget and the 
revised estimates for 1986-87, the receipts 
from the corporation tax increased by only 
6 63 per cent, the income tax receipts by 6 80 
per cent, the customs receipts by 10 5 per 
cent and the excise revenue (before distribu¬ 
tion of the states’ shares) by only 2 per cent 
fcxeept for the customs receipts, the rise in 
tax revtnue is disappointing It is possible 
however that the lax demands have not been 
fully worked out and that there are court 
injunctions in some cases 

For 1987 88 an adjustment has to be 
made for comparing the receipts with those 
for the previous year With effect from the 
new year the funds emerging from the dif 
fereuct between import or domestic costs of 
mineral oil on the one side and the sale 
prices on the olher, which were bang entered 
into the Oil Pool Account and thus coming 
to the government as non tax revenue, will 
be included in the tax revenues as customs 
or excise as the case may be The total 
receipts will not be affected merely because 
of this, bui it is necessary to deduct Rs 800 
crore from the estimate of customs receipts 
and Rs 900 crort from the excise receipts in 
order to make a relevant comparison When 
these deductions have been made and the 
expected net receipts from the new tax pro 
posals have bten added the rate of growth 
of lax revenue is from Rs 24,207 crore in ihe 
revised estimates tor 1986 87 lo Rs 26,011 
crore (Rs 27 711 ctore minus the transfer of 
Rs I 700 crore from the oil pool), i e, by 7 45 
per cent which can only be regarded as 
modest 

1 he total non lax receipts (after Rs 1 700 
crore has been taken out) will inercast in 
1987 88 to Ks 29 543 crore from the revised 
estimate of Rs 27,836 crore in 1986 87 11 , 
bv only Rs 6 13 crore I he non tav receipts 
include revenut items like interest and 
dividends and profits, the borrowings 
discussed cat Iter small savings, provident 
funds special dtposits (under which provi¬ 
dent and other superannuation funds are 
permitted to deposit upto 85 per cent of their 
net accretions to earn 12 per cent interest), 
and miscellaneous receipts There is a charge 
that the deficit in 1987-88 has shown to be 
smaller than it actually is by over estimating 
the receipts I hat charge does not appear to 
be substantiated but the baste fact is that 
the much vaunted improvement in lax 
collet lions is not yet in sight 

On the expenditure side, the total non 
plan expenditure in 1987-88, estimated at 
Rs 39 266 crotc ts onlv 5 per cent higher than 
Rs 37 396 ciotc shown in the revised esti 
mates lor 1986 87 but it is as much as 23 14 
per ccm above the budget figure of Rs 31 888 
crort It appears that there was a major 
quantum jump in non-plan expenditure in 
1986 87, when every one was talking about 
cutting such expenditure dow n The major 
increases, both during 1986 87 and in 


the estimates for 1987-88 are in defence 
(Rs 12,512 crore in 1987 88) and in the 
“general services” (organs of state, tax- 
collection, pensions, police, etc) Interest 
charges have also increased from Rs 9,550 
crore in the revised estimate for 1986 87 to 
Rs 10,650 crore in the budget for 1987 88, 
but against that must be set the increase in 
interest receipts from Rs 5,505 crore to 
Rs 6,202 crore Too much must not be made 
of the interest charges, first because only 
Rs 737 crore of interest is paid on foreign 
loans and is real 'exhaustive' expenditure, 7 
the rest being domestic transfers and, 
secondly, because an interest charge of 
Rs 10,650 crore when placed against the total 
estimated public debt of Rs 1,21,150 crore 
ai the end of 1987-88 works out at 8 8 per 
cent on average, a rate not particularly low, 
but not particularly high either when one 
remembers that new long term loans are 
being taken at 11 50 per cent 

The really worrying elements are the 
reductions m the non plan developmental 
outlays between the revised estimates for 

1986 87 and the budget provisions for 

1987 88, from Rs 1,094 crore to Rs 1,029 
crort in the case of education, health, broad¬ 
casting etc and from Rs 1,657 crore to 
Rs 1,510 crore in the case of economic 
services Non plan capital outlays are also 
falling—from Rs 650 crore to Rs 527 crore, 
while non plan loans to public enterprises 
will decline from Rs I 942 crore (Rs 3,142 
crore if the Food Corporation loan is 
included) to only Rs 465 crort The explana¬ 
tion for the last figure ts evident the public 
sector enterprises have been asked to go to 
the market and raise as much as they can 

It is on the whole clear that the govern¬ 
ment has been unablt to control the growth 
of non plan non developmental expenditure. 
It is in this context that one can quote that 
part of the pnme minister’s budget speech 
wlitre he spokt about expenditure control 
Some had choices havt to be made to keep 
oui expenditure within out means Govern 
rnent is determined to make them The situa 
lion requires a thoroughgoing review of our 
expenditure policy Mere scratching the 
surface will not help Ad hot and across the 
board cuts of the past, while providing 
temporary relief, have not yielded enduring 
results There is no room for waste ostenta¬ 
tion or unpraduaisi expenditure’* (cm 
phasis added) No critic could have made a 
stronger plea for expenditure control, but it 
is a pirv that the major wasteful ostentatious 
and unproductive expenditures are incurred 
on government account, directly or in 
dircals The government spent (through dtf 
ferent agencies) several hundred crores of 
rupees on the Asian Games Mott recently 
there has been the travelling circus called the 
Festival cf India and the apna utsav within 
the country Foreign travel by very important 
personages absorb crores ot rupees If the 
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.fipwpMBr fa aaribuk aboutetpenditure 
doiftrol, it has to begin at home 

V 

Plan Outlay 

The tragic result of the failure to control 
non-plan non-development expenditure has 
been not only a reduction of non-plan 
development expenditure, but also a thwar¬ 
ted growth of plan outlay An increase in the 
non-plan development expenditure is only 
to be expected as the commitments ensuring 
from the earlier plans increase, but it is 
exactly here that there has been a cut And 
new plan outlay has been increased fot 
1987-88 only by a small percentage fable 2 
will show the position, taking note of the 
fact that the budgetary plan provision for 
the central plan includes the assistance to the 
states and union territories, but does not 
incUide the internal departmental or extra- 
budgetary resources. The central plan outlay 
is the sum of the budgetary provision for it 
and the extra-budgetary funds The states’ 
plan outlay is the sum of the central 
assistance and their own resources 
The percentage increases seen in table 2 

Tabi 1 2 Plan Ouii a 


appear af first sigfet tb be impressive, but 
against the 13 08 per cent Increase hi the toad 
plan outlay of the centre, states and union 
territories m 1987-88 over the budget 
estimate for 1986-87, there is the fact that 
the prices have risen during the year by about 
6 per cent and may rise by the same percen¬ 
tage in the new year Besides, the increase 
over the 1986-87 revised estimate of the 
central plan outlay is only a little over 4 per 
cent, i e, less than the probable rate of price 
rise. The revised estimates of the state and 
umon plan territories for 1986-87 are not yet 
available, making comparison difficult In 
any case, one would have expected a much 
higher rate of growth of plan outlay in the 
third year of the quinquennium, when acti 
vity is expected to reach its peak momentum 

VI 

Tax Proposals 

We come finally to the tax proposals—a 
subject which attracts most of the immediate 
reactions to the budget The remarkable fact 
in the new budget is that there are extensive 
proposals for increasing the indirect taxes, 
but there are almost equally extensive 

1986 87 and 1987 88 

(Rs iron) 


ptopo«dsforredoctibni(table3). In the care 
of customs particularly, there are tax pro¬ 
posals for raising Rs 332 crone, but the 
reductions announced come to Rs 463 ctore 
leaving net receipts of only Rs 67 crore 
Import trade therefore stands on the whole 
as liberalised as before and the balance-of- 
payments effects of the tariff will not be felt 
The most important question in a combina¬ 
tion of wide tax proposals and large 
reliefs—hurting some and benefiting 
others—is that of the final net economic 
effect on production and incomes When, 
for example one proposal makes it easier 
to import the raw materials for making 
polythene bags and another proposal seeks 
to create a fund for increasing the demand 
for jute bags, it becomes difficult to be con¬ 
fident about the necessary home-work 
having been done 

It is of course noteworthy that there are 
no new taxes on essential consumer goods 
and that for the first time in many yean 
there has been no pre-budget increases in the 
prices of government sector outputs and 
services, except a small increase in die postal 
rates m January The average citizen felt 
relieved when he read the budget proposals 
and he had also been happy that the railway 
budget also did not increase fares and, 
freights Memories are short and most 




A 

B 

C 

Per Cent 

Per Cent 



1986 87 

1986 87 

1987 88 

Increase 

Increase 



BL 

RE 

Bt 

of ( 

of C 






over A 

ovtr B 

(1) 

Central Plan 

(a) Plan expenditure in the budget 

(b) Less assistance io stale and 

20 995 

22 912 

27 677 

12 77 

7 25 


UT plans 

(c) Budgei support lor central 

7 378 

8 140 

8 754 

18 81 

7 54 


plan (a - b) 

13 617 

14 7 92 

14 923 

9 59 

0 89 


(d) Add extra budgetary resources 

8 687 

8 837 

9 699 

II 70 

9 80 


(e) Total central plan (c + d) 

22 700 

23 625 

24,622 

10 41 

4 22 

(II) 

State and Union I« rrilories Plano 
(0 Assistance from central budget 

7 778 

8 140 

8,754 

18 81 

7 54 


(g) Own resources (h- f) 

9 384 

na 

10 787 

14 91 

na 


(h) Total slate and UT plans 

16 762 

lit 

19 577 

16 62 

na 

(III) Total plan outlay—centre slates 







and union territories 

39 052 

na 

44 159 

13 08 

na 


Source Budgets and Budgei Speeches, 1986 87 and I98 7 S8 


Tabu 1 Tix Phokisus, 1987 88 

(Re i rare) 



Gross New 
Receipts 

Reliefs 

Net 

Receipts 

Stales 

Share 

Centres 

Share 

(1) Basie Excise 

(2) Additional excise in lieu of 

321 

126 

196 

88 

108 

sales lax 

107 

— 

107 

104 

7 

(3) Additional excise (textiles) 

3 

4 

1 

— 

1 

(4) Total excise 

431 

130 

702 

192 

110 

(5) Customs 

532 

465 

67 

— 

67 

(6) Total indirect taxes (4 + 5) 

963 

595 

769 

192 

177 

(7) Other taxes 

145 

— 

145 

— 

145 

(8) Toial—all taxes (6+ 7) 

1109 

595 

514 

192 

722 


Notes ‘Other taxes’ include the 'Minimum Corporate Tax (Rs 78 crore) the 15 per cent tax 
on foreign exchange released for travel (Rs 60 cron.) and the 10 per sent tax on 
‘expenditure in expensive hotels’ 


Small discrepancies are due to rounding 
Sources Explanatory Memorandum to the Finance Bill, 1987 pp 16 28 
Budget Speech 1987-88, Part B 


people did not remember the increase in 
railway rates in November 1986—and in¬ 
crease that should bring about Rs 1,100 crore 
in 1987-88 And most people are not yet con¬ 
scious of the probability of raised prices and 
new taxes a few months later when the 
political compulsions for a soft budget have 
eased 

Some of the proposals regarding the direct 
taxes have raised strong protests from the 
business classes Perhaps the most com¬ 
mendable proposals of the new budget are 
that enforcing a corporate tax on a mini¬ 
mum of 30 per cent of the book profits (as 
specially defined) and that for including the 
unfunded provident fund contributions of 
the employees m the taxable income of the 
corporations The retention of the provident 
fund contributions gives the companies a 
substantial ways and means advantage A 
well known lawyer has described the pro¬ 
posal for a minimum corporate tax as un¬ 
constitutional, illegal, unethical and un¬ 
economic There seems to be nothing in the 
constitution that stands against the pro¬ 
posal It will become legal when the neces¬ 
sary changes are made in the law The com¬ 
panies are the least qualified to speak about 
ethics, when they adopt all varieties of 
unethical practices to boost up the ‘book 
profits’ (drawing on reserves, overstatement 
of receipts, understatement of expenditure- 
all with a view to raising dividends and 
stimulating speculation) and then do exactly 
the opposite to show low or negative assess 
able profits And, if there is no economic 
argument for taxing profits there is no 
economic argument for taxing anything else: 
The argument that the ‘zero-tax’ companies 
pay large amounts as excise and import 
duties ignores the basic fact that these 
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burdens are passed on (o the consumers If 
companies point out the difficulties in 
deducting tax at source at specified rates on 
payments above specified limits, there is 
some logic in that There is also an obvious 
discrepancy between the Finance Bill and the 
Explanatory Memorandum regarding the 
inclusion of ‘companies’ It is true that the 
income tax department will be overburdened 
with refund applications from the recipients 
of the tax-deducted payments It will not be 
unreasonable to suggest that the limits 
prescribed should be raised 

The 15 per cent tax on foreign exchange 
released in India for foreign navel, if fully 
implemented, will be paid mostly by the 
governments’ own departments -unless 
there is a catch in the expression "released 
in India ’ Travelling government personnel 
may be allowed to draw foreign exchange 
from the embassy or consular accounts 
abroad on arrival The 10 per cent tax on 
bills of “expensive” hotels will be paid 
mostly from expense accounts The business 
world stands positively to gain from the 
changes in the depreciation rates and in the 
coverage of capital gams for tax purposes 
The extension of “Modvat” to all but 
three groups of commodities will also be 
welcomed it is not impossible that the pro¬ 
posals regarding deduction at source and the 
minimum corporate tax will be modified 
under pressure, before the budget is finally 
passed 

The new saving scheme under which half 
of the deposits upto Rs 20,000 in a special 
account will be tax-free while half of later 
dis saving will be regarded as taxable income 
does not carry the tax system very far 
towards an effective expenditure tax thiough 
saving stimulation The main beneficiaries 
will be the persons near the age of retirement 
who will save high rates of taxation and pay 
later (when their incomes have fallen) at 
lower rates But tax-slabs are now very wide 
A more important tact is that the additional 
benefit upto Rs 20,000 will be profitable only 
to those who have already saved Rs 40,000 
and taken the full benefits offered by section 
80-C of the Income Tax Act How many 
Indians save annually more than Rs 40.000 7 
The government has not yet realised the in 
efficacy of selective tax exemptions for parti 
cular kinds of financial assets, resulting only 
in a change in the composition of the savers’ 
portfolio If exemption of net saving is 
desired as a means for bringing the income 
tax close to an expenditure tax, the measures 
have to cover a wide range of financial 
assets 

When all is said and done, the facts that 
remain are the feeble efforts to increase 
revenues (stymied by the LTFP), failure to 
copupl expenditures and the continuance of 
laiie Inflation-potent deficits It is strange 
that there are still primeval Keynesians who 
do not remember that Keynes’ prescription 
of reflationary financing was meant for an 


idle-capital, idle labour, tow-demand, 
cyclically depressed economy and not for 
long term development financing where 
inflationary pressures have been distorting 
not only income distribution, but also all cal 
culations They do not also remember Keynes’ 
prescription of 'deferred pay’ at the begin¬ 
ning of the Second World War The same 
Keynesian logic which had recommended 
expansionary expenditure in 1936 proposed 
disinflationary measures when the situation 
was reversed The argument that inflation 
aflects only the ‘seven-star’ set is, if reported 
correctly, an incredible howler The prime 
minister’s undertaking not to allow the 
estimated deficit to increase can be realised 
if revenues increase and if expenditure is 
seriously controlled There seems to be little 
prospect of successtul control of expenditure 
and defence alone may call for larger alloca 
tions And therefore revenues have to be 
increased 

VII 

Only the First Phase' 

If revenues have to be increased, there have 
to be more taxes and increases in the admmi 
stered prices in the coming months, taking 
into account the tact that the tax-demands 
arising from raids, etc, will be contested 1 he 
present budget then becomes only the first 
phase of budgeting for the year, subsequent 
phases coming in later through supplemen 
(ary tax bills -nd price-increases through 
executive ordei s Monetary remedies may be 
tried For example raising the statutory 
liquidity ratio by one percentage point will 
force the banks to buy more than Rs 1,000 
crore of government securities But such 


steps cannot go very far, unless the basic 
fiscal malaise of sharply rising non-plan 
non-developmental expenditure can be con¬ 
trolled, along with measures to mcreae the 
production and equitable supply of essential 
consumer goods The poverty alleviation 
programmes are often an eye-wash and the 
reports never tell the full story of what has 
happened to the total picture of income 
distribution The budget alone cannot 
increase employment, incomes, demand and 
essential outputs, but every proposal inclu 
ded in it should be shaped by a full aware 
ness of the development needs It is sad to 
find that even jpow there is a complacent 
attitude towards prices, the balance of 
payments and income distribution This 
complacence will be disturbed by the emerg¬ 
ing pressures The full budget for 1987 88 
is still to come, but, from the present mdica 
tions, it is difficult to expect confidently that 
the fundamental lessons have been learnt 
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Budget 1987-88: Continuing Crisis of Growth 

and Growing Surplus 

Arun Kumar 

The Lionomic Survey, 1986 87' and the Union Budget for 1987-88c laim that the growth of the industrial set tor 
hay accelerated The real growth, however, has been in the services sector which todav has become the lead sector 
It is in this sector that the under reporting of income is also substantial and therefore the growth /ate officially 
given is less than the actual 

The rapid growth in the services sector is not linked to the new economic policy package but to the growth 
oj the black economy Ihese two, the sen ices sec tor and the black economy, are in turn crucially linked to the 
rising share of the surplus in the economy in the form of rent, profits, dividends and interest payments 
It is in using share oj the surplus in the econonn and the genernment's inability to mobilise it for investment 
that the major dilemma of the ec onomy lies The budge t and the government policies have contributed in a substan¬ 
tial wav both to the growth of the surplus in the economy and Us not being mopped up foi investment 


IH£ Union Budget for 1987 88 presented 
in pirliamcnt by (he prime minister (in his 
capacity as finance minister) has disappointed 
mos' of the voeal seetions of out society 
This is partis the result of expectations of 
further concessions generated bs the PM s 
own pionournecmints (like before the Inter 
national C hamber ol ( ommcrcc in Jamurv) 
and partis because the budget seems to set 
no bold directions for I he economy This is 
not to dene that the budget contains a large 
number of changes in v irious artas of 
economic actisits 

T heie tie the announcements of extension 
ol MODVAl to s ssider categors of nidus 
trial goods piosisions for liousinu taxeson 
a (css luxury consumption Hems reduction 
in duties on cerium items ol mass consump 
non t tx on the zero tax companies prosi 
sion for tax deducted at souice for certain 
categories ol incomes piotcction lot the in 
digetious capital goods industry regulation 
ol the share market announcement ol the 
intention to bring out t white paper on 
public sector introduction of a new savings 
instrument etc These are the important 
■tuns and there are nnnv mote Howeser the 
significance of the budget really lies in what 
the PM has not done rather than in what 
he has done 

In the last lew years the government Ins 
bten attempting to launch a new regime of 
economic policies The p ice of these changes 
was accelerated by the present PM when he 
came to power Controls have been removed 
or their rigour reduced tax cuts implc 
mented in the hope ol both raising greater 
revenue to overcome the developing fiscal 
ciisis and to provide incentives Tariff bar 
riers were lowered to make the indigenous 
industry face the winds of international 
competition, liberal imports were permitted 
to allow for the upgradation of technology 
Internal liberalisation of licensing and 
MRTP provisions were supposed to provide 
greater internal competition to make in 
dustry more efficient etc It was expected 
that the government would continue these 
moves and take them further T he PM who 
is a votary of these policies and is seen to 
be impatient with those who seem to have 


itsisttd these policies could have acted 
unhindered in respect of this budget since 
he was ilso the finance minister 

In 1985 when many of these policies were 
announced in the foim of a package it was 
not clear whether a new political coalition 
had eonit into pi ice which was trying to 
asset! it sell or the moves merely represented 
inexperience (kumar 1985) With the budget 
foi 1986 87 it wis dear that the policy 
package suggested had lost some ot its 
steam Hesitancy and confusion had replaced 
the boldness ol the previous year (kumar, 
1986a) The present budget further under 
lines this contusion Lven though one budget 
by itself cannot be expected to make drama 
tic changes hut when its provisions are 
analvsed in the context ot a sequence of 
budgets, it reveals tiends in polio and think 
ing of the police makers 

( nsis of !New I’tilit it s 

Some ot the difficulties resulting from the 
new policy package are all too obvious Tht 
new engine of growth was supposed to be 
the growing private sector investments 
boosted bv the higher demand for durable 
tnd luxurv goods In turn this was supposed 
to resuli born the higher disposable incomes 
in ihe hands ol the well off in society (eon 
sequent to the tax cuts), the shifting of de 
mand from smuggled foreign goods and the 
repressed demand loi these goods It was 
argued that the middle class in India is larger 
th m most I uropcan countries (a figure of 
100 million is mentioned) The policy 
package did lead to a spurt in the demand 
lot automobiles two wheelers consumer 
electronics synihttie textiles, etc Ihesein 
dustries have shown large growth rates 
However todav while on the one hand 
these industries are suffering from over 
production on the other hand, due to the 
high import intensity ot these goods, 
domestic production of ancillarics for these 
items have suffered and the import bill has 
shot up I his year s lower growth of imports 
is simply a result of decline in crude oil 
prices and the reduction in edible oils im 
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pons Ihe former is a result ot fortuitous 
circumstances and the latter has led to price 
increases lor edible oils in the country Fven 
then the import hill has gone up The trade 
dtlieit remains alarming There is conse 
quuitly talk ol borrowing more abroad 
Toteign collaborations arc shooting up 
(I conomis Survey, 1986 87 37) The import 
ol capital goods has made many industries 
in this area nearly sick foreign collabora 
tions arc taking place tor processed foods, 
last foods footwear razor blades, autos, two 
wheelers, watches etc Multinational com 
panics are tying up with various small and 
big businesses to enter the Indian market or 
to establish i lirmer foothold tn the Indian 
market While the consumer goods Indus 
tries arc expanding, it is precisely in the 
capital goods and the intermediate goods 
that the adverse impact seems to have been 
the maximum These were the basis of the 
country s relative self sufficiency and that is 
what is now being affected 
The adverse impact of ihe new policies has 
also deepened the fiscal crisis Expenditures 
of the government have been rising but tax 
revenues have not kept pace (see graph 
1 & 2) Deficit financing has sharply risen 
and the borrowing from the market has gone 
up (ste graph 2) Boi rowings may show a 
smaller rise in the future but that would be 
a result of shifting the burden onto the 
public sector and departmental undertakings 
which are now expected to go directly to (he 
market But that would raise the cost ol 
borrowing for these companies and lead to 
a loss ol revenue for the government because 
ot ihe lax concessions This move would, 
Ihtrelore have implications for the cost of 
production m the public sector and conse 
quently for administered prices The interest 
burden on the government would be substi 
tuted lor by the loss in revenue and the net 
effect may well be adverse 

Deficit financing mav not immediately 
lead to an inflationary burst But through 
the expansion of liquidity in the economy 
there will be a potential for inflation and 
speculation in commodities where temporary 
problems may arise (for instance edible oils 
ot pulses) The trade deficit certainly 
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cushions the increase in liquidity hut only 
transfer! the problem to the declining value 
of the rupee which in a situation of rapidly 
rising import intensity of production would 
add a cost push factor and build up the in 
flationary pressures In recent yean, the 
rupee has slipped substantially against all 
major world currencies 

II 

Onto a Higher Growth Path v 

The above-mentioned costs may have been 
acceptable to the country if the growth of 
the economy had accelerated and the poor 
had benefited from it The government 
claims that this has indeed occurred The 
Economic Survey 1986-87 and the budget for 
1987 88 make the claim that the growth of 
the industrial sector has accelerated In the 
budget speech, the PM has stated, "industry 
is forging ahead”, “our ihdustnal base has 
widened”, "in the three years beginning 
1984 85 the growth rate in industry is ex 
pected to exceed 8 per cent per annum on 
average—this has not happened in the last 
twenty years” Evidence has been presented 
that the industrial sector had been growing 
at an average of 6 4 per cent m the period 
1981-82 to 1983-84 and from then to 1985-86, 
the growth rate has stepped up to 8 6 per 
cent This is on the basis of a new index of 
industrial production (IIP) computed with 
greater weightage to new and rapidlv growing 
industries which were supposed to be under 
represented m the earlier index This evi¬ 
dence of success may be read as the justifica 
lion for the new policies 

It is pointed out in the Economic Survey 
1986-87 that “industrial structure in India 
has undergone major changes since 1970 
Many of the present critical growth areas like 
chemicals, petro-chemicals, garments, gem¬ 
cutting and electronics do not have a com 
mensurate weight in the current index base 
1970=-100 ” In support it is also pointed 

out that the annua] survey of industries has 
consistently shown a higher rate of growth 
than the more limited IIP For the seventies, 
the figures show the former giving an 
average growth rate of 7 9 per cent and the 
latter giving 4 4 per cent (p 33) 

The difficulty with these growth rates is 
that they reflect growth in the value ol out 
put and not the value added in the industrial 
sector The growth rate reallv relevant is the 
growth in value added since that determines 
the contribution ot this sector to the growth 
of the economy and the improvement in the 
welfare of the society The value of output 
and the value added may change at different 
rates II the prices of inputs rise faster than 
the prices of the output, and the deflator 
used is the value of the output then with 
a given mark up, the value added would 
decline if the output remains unchanged (see 
Appendix i) Indeed, lor calculating the 
value of output at constant prices the 
deflator used is the price of the output and 
not the separate deflator for input and out 
put prices (see, India, 1980 26) Similar 
results would be obtained if the capital in¬ 
tensity or the import intensity or the energy 


intensity ot the output rises If their prices 
also go up faster than other prices then the 
result would be further accentuated 

lb give an example, in the electronics and 
the auto sectors, the recent spurt in the value 
Of output is largely a result of the import 
of kits and sub assemblies Thus these sec 
tors would show a substantial rise in the 
value of output but not in the value added 
In fact, the value added may actually decline 
if indigenous production actually gets dis¬ 
placed What all this suggests is that the rates 
of growth of value of output and of value 
added may differ depending on how the 
input factors and the technical factors 
behave. The data in table 2 indeed shows this 
for the registered manufacturing sector in the 
Indian case 

Further, if the intensity of use of factors 
from within a sector also goes up then the 
element of double counting in the value of 


output of the sector also goes up and the 
rate of growth would seem to accelerate (see 
Appendix) For instance, if the energy inten¬ 
sity of the industrial sector goes up, and the 
output of energy goes up then the increased 
production of energy is counted twice in the 
value of output of the aggregated sector, 
first in the higher growth of the energy sec 
tor and then in the value of the products 
Even going by the value of output, the 
changes m the weights proposed by the nqw 
IIP are inexplicable and one would have to 
wait for greater details As table I indicates, 
m thfllP substantial group weight changes 
have occurred in the groups, food, beverages, 
tobacco (20.21,22), textiles (23,25,26). and 
rubber, chemicals, and non metallic in¬ 
dustries (30, 31, 32)>and basic metals (33) 
These sectors also show substantial changes 
in the relative value of output between 
1970-'7J and 1980-81 and in the direction of 
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However, the weight changes in the IIP art 
not in proportion to the changes m the 
relative importance of these groups of com¬ 
modities in the value df output as indicated 
by the NAS The weights in IIP are supposed 
to be fixed on the basis of importance in the 
value added Neither the new nor the old 
weights appear commensurate with the 
relative importance of the groups in the 
value added of the industrial sector (table 1) 
Food, beverages, tabacco and textiles have 
been grossly under-represented Rubber, 
chemicals and non-metalhc group was as it 
is over represented In the new IIP, some of 
the faster growing components like, paper, 
metal products, electrical machinery are 
over represented or their previous under 
representation is corrected and this boosts 
the average growth rates 
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baskets in the groups in the new HP have 
been altered It is suggested that the electrical 
machinery sector now gives greater weight 
to the rapidly growing electronics sector The 
miscellaneous sector has been substantially 
altered Those goods which did not appear 
in any well defined category must have been 
in this group This would imply that if the 
faster growing components were being under 
represented in the old IIP due to their ex 
elusion, the miscellaneous group ought to 
have been rapidly growing The data in 
table 1 shows that this has not been the case. 
This sector has actually been declining in im 
portance between 1970 71 and 1980-81 since 
its growth rate has been smaller than the rest 
The point of using an index is to obtain 
an assessment of the true growth of a sec 
lor lor quick reference until the detailed 
results become available. Hence it should be 




growth of the value added and the Hp wai 
supposed to represent this At least at the 
2 digit level studied here, the new weights are 
still not commensurate with the relative im¬ 
portance of the commodity groups in the 
value added either of the registered manufac¬ 
turing or of registered and unregistered 
manufacturing together (tables 1 and 2) for 
1980-81 The over and under-representation 
mentioned earlier continues but is smaller 
in some cases and higher in others when 
compared with 1970-71 based IIP It is 
unclear how a more detailed 3 digit classifi¬ 
cation should have thrown up such differ¬ 
ences m weights at the 2 digit level 
The National Account Statistics indicate 
that value added in registered manufactur¬ 
ing rose from Rs 2,874 crore in 1970-71 to 
Rs 4,424 crore in 1980 81, i e. by 54 oer cent 
This would lead to a compound growth of 


Table 1 Wfich is Usru in Indi x c» Industrial Prolku iion (UP) and Growth Raus k>r uil Vsriois Industry Groups 


SI Industry Group ami Code 


Weights 

in IIP 


Growth Rales 

Value Added in Reg and Unreg Manuf 

No Used in IIP of 1980 81 

1970 71 

Base 

1980 81 

B ist 

84 85/ 

85 86 ' 

In 

1970 71 

In 1980 81 






81 84 

84 85 






Abs 

Pei C tnt 

Abs 

Per ( cm 

Ptr ( cm 

Per C enl 

Abs 

Per Cem 

Abs 

Per Cent 

( 1 ) hood beverages and tobacco 

10 64 

11 1 

6 90 

89 

0 0 

4 5 

655 

14 2 

2305 

13 3 

(20 21 22 ) 











(2) lextiles (23, 25 26) 

17 41 

21 5 

1 5 |1 

19 6 

5 0 

7 () 

1043 

22 6 

3922 

22 6 

(3) Wood (27) 

0 49 

0 6 

0 45 

06 

29 1 

3 1 

251 

5 4 

661 

38 

(4) Paper (28) 

2 24 

2 8 

1 21 

42 

20 7 

12 6 

201 

44 

724 

42 

(5) lealhcr(29) 

0 12 

0 4 

0 49 

0 6 

20 1 

21 1 

92 

20 

371 

2 1 

( 6 ) Rubber, ehem ind non metallic 

18 07 

22 1 

19 5| 

25 1 

12 8 

9 2 

’80 

16 9 

3230 

186 

(30 31 32)* 











(7) Basic metals (33) 

8 84 

10 9 

9 80 

12 7 

12 8 

9 0 

290 

6 3 

1248 

72 

( 8 ) Metal prod (34) 

2 77 

1 4 

2 29 

1 0 

19 2 

9 2 

213 

46 

757 

43 

(tf) Mach and mach lools (15) 

5 SS 

68 

6 24 

8 1 

67 

2 0 

258 

5 6 

1164 

67 

( 10 ) f-lcc mach (16) 

5 K) 

6 5 

5 ■’S 

- 5 

4 0 

14 8 

218 

4 7 

977 

56 

(11) Tpl equip (17) 

7 19 

9 1 

6 19 

8 1 

6 6 

1 2 

297 

64 

1061 

6 1 

(12) Misc (18) 

1 70 

2 1 

0 90 

1 ’ 

IM 

24 1 

320 

6 9 

871 

5 0 

Total 

81 08 

100 

77 11 

UK) 

8 " 

9 7 

4620 

100 

17160 

100 


Note * lor 1970 71 the group consists o( TO 31 12 md IT 

5owu's (I) " Economic Survey 1186 87 pp TT 16 mid S 26 
(2) Table 2 
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SI Industry Group and C ode Net \ tine Added n ( urrtM Prices \alik ol Output ((.jjiienl Prices) 

No Used in IIP ol 1980 81 RcgMinul Unrig \! null RcgMinul 

1970 71 1980 81 19-70 71 1980 81 197(1 7| 1980 81 



* bs 

hr Cent 

Abs 

Per ( cut 

Abs 

Per ( tnl 

Alls 

Per C cm 

Abs 

Pel ( enl 

Abs 

Ptr Cent 

( 1 ) food beverages and tobicco 

167 

12 8 

1282 

11 X 

288 

16 s 

1021 

15 8 

1041 

22 6 

11921 

19 1 

(20 21 22 ) 

(2) Textiles (23 25 26) 

597 

20 8 

225(1 

2(1 7 

446 

25 6 

1672 

2 s 9 

2511 

IS 8 

9461 

15 1 

(3) Wood (27) 

31 

1 1 

6 S 

0 6 

220 

126 

596 

9 2 

125 

1)9 

129 

05 

(4) Paper (28) 

150 

s 2 

451 

4 1 

si 

2 9 

271 

4 2 

451 

1 4 

1761 

2 9 

(5) Leather (29) 

23 

08 

69 

0 6 

69 

40 

302 

4 7 

141 

I 1 

528 

09 

( 6 ) Rubber chem and non 

610 

21 2 

2196 

22 0 

170 

9 7 

834 

12 9 

2567 

19 1 

16097 

26 1 

metallic t30 H 12 )* 

(7) Basic metals (13) 

285 

99 

1230 

11 3 

5 

0 3 

18 

0 3 

1114 

99 

7252 

II 8 

( 8 ) Metal prod (14) 

95 

3 3 

31S 

3 1 

118 

68 

417 

64 

394 

29 

1410 

2 3 

(9) Mach and mach tools (35) 

194 

68 

895 

8 2 

64 

1 7 

269 

4 1 

718 

5 1 

3612 

5 9 

(10) Flee mach (36) 

182 

63 

845 

7 S 

36 

2 1 

132 

2 0 

694 

5 2 

3669 

59 

(11) Tpt equip (37) 

244 

8 5 

861 

79 

51 

30 

202 

3 1 

875 

65 

3390 

55 

(12) Mice (38) 

187 

6 5 

420 

1 S 

133 

76 

453 

7 0 

584 

4 3 

1531 

25 

Total 

2875 

100 

10894 

UK) 

1745 

100 

6466 

100 

13455 

100 

61685 

100 


Notes * F° r 1970 71 the group consists of 30, 31, 32 and 33 
C61 sum of per cent do not add upto 100 

Sourvt Governmeni of India CSO National Account Statistics 1970 71-1981 82 pp 120 125 
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^ the ASI (7 9 per 
cent! The old IIP showing a 4 4 per cent 
growth was more representative. Hence in 
spite of problems of weights, the old IIP 
reflected die correct growth in the value added 
In fact, as already argued, if the relative con 
tnbutions to the value added from the regis 
tered and unregistered manufacturing from 
the various sub-groups are studied, they do 
not change as substantially (see table I) as 
the new weights in the IIP da This is specially 
true for the groups like food, beverage and 
tobacco and textiles, chemicals, rubber and 
non-metallic industries Thus it is unclear 
how the new IIP is more representative The 
changes introduced simply make it ineom 
parable to the old one 

The so called rapidly growing small scale 
sector is also supposed to have been given 
a higher weight Without detailed analysis, 
the evidence is hard to accept since in the 
NAS, the growth of the unregistered manu 
facturing has been slower than that of 
registered manufacturing (sec graph 1) As 
a percentage of registered manufacturing, 
unregistered manufacturing has declined 
from 60 7 per cent to 59 4 per cent m the 
period 1970 71 to 1980-81 As such, by giving 
more weight to a slower growing component 
one cannot increase the growth rate Further, 
as table 1 suggests, the new weights in the 
UP are not commensurate even with the 
value added m registered and unregistered 
manufacturing taken together Finally the 
Economic Survcv 1986 87 suggests a subs 
tantial and growing sickness m this sector 
rather than a healthy contribution to rapid 
growth (p 40) 

Even if it could be accepted that the 
econbmy has gone to a higher growth path, 
can two years’ evidence be sufficient to 
establish a trend 7 Further, the real growth 
has been in the services sector which today 
has become the lead sector To this the 
government is a major contributor It is in 
this sector that the under-reporting of in 
come is also substantial and therefore the 
growth rate officially given is less than the 
actual The rapid growth in this sector is not 
linked to the new economic policy package 
but to the growth of the black economy 
These two, the services sector and the black 
economy, are in turn crucially linked to the 
rising share of the surplus in the economy 

III 

Ruing Surplus and Growing Crisis 

It is in this, the rising share of the surplus 
in the economy (graph 2) and the govern 
ment’s inability to mobilise it for investment, 
that the major dilemma of the economy lies 
The budget and the government policies 
have contributed in a substantial way both 
to the growth of the surplus in the economy 
and us not being mopped up for investment 
It is immaterial that the tax rates for the rich 
were not reduced further m this year’s 
budget, they are being allowed to retain the 
gains they make through other budgetary 
provisions and the functioning of the 
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Using the national income identity bet- *Iso explains why a high figure for the sue 
ween expenditures and incomes, it can be of the black economy is consistent with a 
argued that post-tax profits of the capitalists not-too-large figure for evasion in the 
are made up of investments in the private commodities producing sector 
sector, capitalists’ consumption, deficit The NAS data which basically reflects the 
financing, and export surplus (Kalecki, white incomes shows the surplus to be nsuig 

1971) Payments of rents and interest are (see graph 2) The figures would rise even 

made out of this surplus faster if the relevant component of the self- 

Theory suggests that surplus in the employed incomes is included in the surplus, 

economy can go up for two reasons, the out- Further if black incomes are also added, the 

put in the economy goes up and/or at a given figure would shoot up According to the 

level of output, the share of the surplus goes NCAER survey and the recalculation by the 

up The surplus itself may be paid out as study on black incomes, the ratio of incomes 

rent, profits, dividends and interest pay- in the highest to the lowest income categories 

menu This is how it appears in the National changes from 100-1 to 1.200-1 with the inchi- 

Account Statistics (NAS) However, there is sion of black incomes (see Kumar, 1986 b) 

also another component of the surplus arts- Clearly the addition of black incomes to the 

ing as a result of surplus being distributed surplus would raise its magnitude very 

as managerial salaries and perquisites This substantially 

in the NAS appears as part of salaries Fur For the eighties, the trend must have con- 
ther, in the NAS there is also the mixed in- unued The level of defiat financing, interest 
come category w hich contains an element payments, and the sue of the black economy 
of surplus The sell employed may not report have risen substantially since the late seven- 
incomes separately as profits, wages and ues All these factors must have contributed 

rents but these components are nonetheless t0 a further rise of the surplus in the 

'here economy 

If the government borrows to make in In contrast, the tax collected from this 
teres! payments and only the capitalists save, burgeoning surplus has not kept pace In 
clearly, the surplus is being recycled The other words, the gains from the increasing 

question is whether in tht process it is also surplus have been allowed to be retained in 

increased In an accounting sense, it definitely pnv ate hands Not only have the tax rates 

increases since there is double counting {a n en , concessions have been granted in the 

First, incomes are generated by the capita form of savings instruments which arc free 

lists, then lent lo the government and then ot taxes or allow tax concessions (see Kumar, 

received back as interest payments on the 1984 and 1985) Thus even though the 

past debts to the government In real terms, surplus (white only) has risen substantially 

this additional income would make them feel m absolute amounts between 1970-71 and 

richer and their consumption would go Bp 1983-84 the collection of direct taxes has 
This in turn would raise the surplus Thus hardly risen With the Inclusion of the black 
the surplus in the economy would rive as a economy, the percentage of the surplus paid 
result of the rise in the public debt Furthci out as taxes would be even more dismal 
as the debt rises and the government in Tax rales have been changed at least ten 

creases ihc interest rates to raise a given net times since 1970 71 but revenue has risen by 

amount the interest burden rises rapidly and more than the rate of inflation only during 

may even outstrip the entire surplus In such the emergency and during ihe period of the 

circumstances, the surplus would actually previous two years when raids and other 

rise by the amount of the additional interest measures foi inducing compliance were 
burden strictly followed It is a moot point as to 

The rise in the surplus, the growth of the what would have been the result of strict en 
services sector and the black economy arc forcemeat with the old rates of taxes >lt is 

closely interlinked As the incomes of the possible, the debt burden would have been 

rich rise and the surplus goes up, the de- lower and the rise of the surplus smaller 
mand for luxury goods and services rises The government's lack of will to mobilise 
Trade, travel restaurants, hotels, real estate, the surplus from where it exists has led to 

professional services dealing with health, a crisis both in the balance of payments and 

money matters including banking legal ad the budgetary position The growing fiscal 
vice, etc, prolilcratc Since these incomes are crisis is evident from graph I and many peo 
highly personalised and belong to ihc pie have commented on it (see also Kumar, 

category of mixed incomes there are no 1986 a) The growth ol the black economy 

norms and, therefore, are easy to evade It and the services sector has made the demand 
is suggested that because of this and because for luxury goods shoot up These were being 
these incomes are rising rapidly, the growth smuggled in Now these are assembled out 
of the black economy in these sectors of the of imported kits and constitute a dram on 
economy is the fastest The growth of black the foreign exchange reserves The import in 
incomes in these activities generates further tensity is high not only because of the first 
demand for these services In a sense not round import of kits but also subsequent im 
only the demand for services from the sur pon of Ihe parts and fuel and related inputs 
plus earners is high, it is also high from the Maruti cars need spares and more petrol 
services sector Thus a vicious circle is set Computers need spares and software The 

up between ihe growth of the Mack economy, list can be expanded To overcome this 

the growth of ihe services sector and the deteriorating situation the government gives 



additional concessions to the NRls, export 
incentives to exporters and thinks of borrow¬ 
ing more and more in the international 
markets Thus the internal and the evternal 
debt traps are interlinked 

The above trends are also displayed in the 
rapidly rising technical collaborations tor all 
kinds ol luxury items and processed loods 
All this over the stars would constitute t 
growing and massive drain on foreign 
reservts Farhtr tht famous case ol Coci 
Cola was quoted since they brought in little 
capital and repatriated more dividend in the 
first two stats of opention ihan the c ipit tl 
brought in 1 his has been also true of mans 
multinationals like l ever Bioihers t olg He 
Palmolive, IBM tadbuiv I is tie 
More concessions would then have to be 
granted to foreign mitrtsis I he snll 
manageable interest burden as 11 mo ol es 
poit earnings mav i ipiells gel out ol hand 
The piesent high credit rating ol the 
etonomv m iv not I ist I he const ini dcvalu 
anon through the downwaid lloat has not 
made anv substantial dent on capons but 
has certainly made the debt burden heavier 
reduced exchange tarmngs through capons 
and made imports expensive adding to the 
cost push etlect in iht economy 

IV 

Inti rest Kate ( tit 

II the analysis that the growing crisis both 
internal and evierml are linked to the rapidly 
increasing share of ihe surplus in tht 
economy is correct then noi only is it 
necessary to mobilise il for investment but 
also to curb its growth Use ot fiscal policy 
alont to raist more taxes from the surplus 
owner in tht form ot income tax would not 
be enough As kaltcki has argued it is the 
post tax profits that are determined by 
capitalist consumption private investment 
and deficit financing (Isaleeki 1971) Thus 
taxes would raise the surplus However he 
argues, even though politically unpalatable 
to a capitalist government a tax on all forms 
of capital would be a way out This would 
not lower the incentive to invest or divert 
investments to unproductive channels 
With regard to the fiscal crisis it may be 
argued that the interest burden ol the public 
exchequer is actually a burden on the bank 
mg institutions and other goscrnmcntal 
agencies and not directly on the public The 
reason is that the substantial subscribers to 
government loans are these institutions 
These subscriptions are a part ol the 
statutory liquidity ratio The banks are 
obliged to subscribe 
Thus it could be argued that this interest 
burden ought not to be viewed as a conets 
ston to the surplus owners Vet the banks 
liquidity in turn is made up of the deposits 
placed with them bv the saving public The 
banks have been receiving higher and higher 
interest rates on these loans and paying the 
investing public more and more Now 
through the public sector bonds, the banks 
would receive even higher returns Thus the 
interest burden of the government through 


the Bonks gets translated into incomes'for 
the surplus owners 

Can the banks not lower the rates of in¬ 
terest payable to the public? If there are ex 
cess savings in the economy then somewhere 
the rates ought to decline The interest rate 
structure is pegged to the bank rate which 
is not free but fixed by the government It 
acts as a floor But then the banks ought 
always to be Hush with funds, the credit 
deposit ratio ought to be lower than the 
theoretical maximum This is most likely the 
ease in India 

Howevei, in the black economy where the 
rates are not pegged why arc the rates of 
return high' Demand in the black economy 
could be substantially met out of credit taken 
from the banks and diverted This is true 
but the official rates act as a peg in the black 
economy as well The reverse ttow from the 
black to the white is also feasible and this 
would receive at least the ruling bank rate 
Fuithcr the risk in the black economy is 
higher so an investor expects a higher rate 
ot return for 11 to equal the white rate 

What would the effect ot lowering the in 
lerest rate structure be’ Would savings dry 
up 7 Would they be diverted to consumption' 
The answer most likely is no In the Indian 
economy a large amount of the savings are 
for bulky investments in housing lor old age 
security and marriage These will be there 
at even lower interest rates These are eon 
stantly searching for the highest rates of 
return C onsumption could additionally be 
curbed lo raise the savings rate by taxing the 
luxury goods at high rates 

lowering the interest rates on bank 
deposits would also lower the lending tales 
and hence the cost of production Further 
it would make other forms of investment 
more attiactive including the share markets 
This would certainly step up growth in the 
economy both through an increased demand 
lor commodities and through larger in 
vestments The crucial question would hinge 
on whether unproductive investments would 
somehow attract more of the funds It would 
also depend on whether industry would pass 
on the benefit of lower cost of production 
to the consumers It has been often obsci vtd 
in India that the tuts in excise duty are not 
passed on to the consumers The recent in 
iroduetion ol MODVAT was supposed to 
lower (he interest burden and it was expected 
by the government that the prices of a whole 
range of commodities would decline This 
did not materialise 

Thus a small decrease in the interest rate 
by itself would change little It may however 
reduce the interest burden of the government 
and effect the increasing share of the surplus 
in the economy It would indicate a will to 
break out ot the trap of giving more and 
more concessions to the surplus owners to 
raise a given net amount of revenue. If it also 
spurs the government to raise more revenue 
lor investment through a tax on capital, the 
economy may yet go to a higher growth path 
without requiring statistical jugglery 


Appendix 

Value of Output and Value Added. 
Differential Growth Rates 

Assume value of output is mark up on prime 
costs, wages and raw materials Let the wage 
bill be W input costs I, mark up m, output F 
and value added A 

Then, F=m(W+l), and A = mW+(m-l)I 
For a given W and m, let changes In I, F and 
A be i, f and a 

(1) If increase in I is entirely due to its price 
increase there is no change m the real value of 
ihe input or output Let A and F be deflated 
by the final price of the output relative to its 
initial price 

Then real change in F = 0 
A decreases by Wi/(W+I + i) > 0 
i e while the real value of output remains un 
changed the vafue added at constant prices 
declines The two rates of growth diverge 

(2) If the intensity of input use goes up i e, 
i/f '> I/F aijd the mark up m remains un 
changed f-mi 

The growth rate in value of output of a sector 
consisting of I and F would be 
(f+i)/(F + I) 

(a) If I is entirely purchased from outside the 

sector growth in the value added of the sector 
would be (f ~i)/(F - I) , 

Growth in ihe value ol output less the growth in 
value added - 2 f I( - It- iF/fI)/(F2 -12) >0 

(b) If 1 is produced entirely in the sector, growth 
rate in value added ot the sector would be f/F 
Growlh in the value of output less the growth 
in value added - i[l-(ll/il )J/(Fvl) ~>0 

In the three cases considered above, 1 2a 2b 
the value of output shows a higher growth rate 
than dye value added In the first ease the dtf 
ference is entirely due to the wav the pnct 
deflator is used and in the other two cases due 
to the double counting 

In the Indian ease, due to the sharp increases 
in many inpul prices (specially energy) and the 
double counting involved the UP based on the 
value of output would overestimate the growth 
in the value added of the industrial sec lor The 
overeslimation is likely to have gone up as a 
result of ihe above mentioned factors 
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Budget 1987-88: Focus on Expenditure 

Sheila Bhalla 

The prime minister in his budget speech said that in the 1987-88 budget, he had "given the highest priority 
to maintaining the tempo of the plan” but, judging by the structure of budgetary expenditures, this statement 
simply cannot be'accepted If you assume that the current underlying rate of u\flation persists—and this rate 
is now 7 2 per cent according to the latest Economic Survey—then central plan outlay in this budget has been 
reduced compared with last year’s by 3 per cent in real terms in the aggregate When you look at the breakdown 
of this aggregate, u turns out that the cuts in the productive sectors of the economy are much more serious than 
the aggregate figures suggest Together with the choice made among possible instruments for raising revenue, 
the expenditure profile of the 1987-88 budget is likely to retard the real rate of economic growth and to redistribute 
incomes in favour of the rich 


NOTWITHSTANDINO the fine phrases of 
part A of the budget speech, the 1987 88 
budget does not maintain the pace of plan 
outlay nor does it provide the means to 
realise equality ot opportunity On any 
reasonable assumption about inflation, 
expenditure m real terms on key development 
items for 1987 88 is down to levels below last 
years revised estimates and the centre’s 
balance from current revenues (BCR) con 
tinues to deteriorate with obvious reper 
cussions on market borrowings and the 
budgetary deficit 

Domestic borrowing instead ot declining 
in importance as visualised in the long term 

1 iscal policy is up—how much up is a mat 
ter for debate Its most spectacular eompo 
nui! in this budget isot course the deficit 
at Rs 5 688 ciore But with the consumer 
price index alread' indicating inflation at 
rates approaching ten pet cent nobody 
bclieyes that the cstim ited deficit is the one 
which will be reported at the end ol the fiscal 
ycai 

Since in these circumstances non plan 
revenue expenditure will almeist certainly rise 
fastci than revenue receipts the 1987 88 
budget Ins built into it the dynamic 
mechanism which ciisuics that the balance 
from euiient revenues will go further into 
the red Cnven i rise in non pi in revenue 
cxpendituic the alleinatives are to raise 
taxes to enhance administered prices, to bor 
row more from abroad or to reduce plan 
expenditure below even its present dimi 
lushed levels The first of these is the only 
appropriate w iv to maintain productive 
expenditure in real nuns at even curreni 
levels 

Pt an F xpi Mint Rt Down 

Unfortunatelv no matter how you look at 
it expenditure in 1987 88 will be down in 
real terms At the current underlying rate of 
inflation (7 2 per cent on a w holesalc prices 
basis) total expenditure is budgeted to tall 
by 2 9 per cent plan expenditure goes down 
bv 4 per cent central plan outlay by 3 pen 
cent and even non plan expenditure sags by 

2 2 per cent—if the figures given in current 
prices in the budget are adhered to But if 
prices rise we know from long experience 
that non plan expenditure will rise too, taster 
in fact than either prices as measured bv the 
wholesale price indeed or current revenues 
and of course faster than plan outlay 


In current prices, however, the aggregate 
budget figures for plan outlay given in table 
1 come out rather well But as soon as you 
look at the breakdown what emerges is that 
even in current prices and assuming a zero 
i ate of inflation plan outlay on most of the 
key productive sectors is actually budgeted 
to go down These include agriculture, for 
tiliscrs, industrial development petroleum 
and natural gas mines, textiles and surface 
transport On the slightly more realistic 
assumption that wc just escape double digit 
inflation in the coming year, a spectacular 
set of additional core sectors join the list of 
those whose plan outlay is cut in real terms 
Among them incredible as it may seem, are 
coal, power, steel and water resources What 
goes up are the soft expenditures, on educa 
tion, on women and child development, 
information and broadcasting, environment 
and forests Now it may be argued that the 
weak immediate impact ot such expenditures 
on growth may be offset by their larger 
positive long run contribution But this can 
happen only if tht hard investments are 
made now in things like irrigation, transport 
power and steel And in this budget, it is the 
‘hard’ investments which are being cut back 
In brief, this budget is one which reduces 
the key items of central plan outlay, and 
hen«.e the role of plan outlay in the develop 
ment of the economy Not only this Unless 
you have a theory which tells you that a 
reduction in plan outlay is likely to stimulate 
a more than compensatory increase in say, 


private investment expenditure, this budget 
is virtually designed to slow down the rate 
of economic growth In fact, the evidence 
m India indicates that a reduction m govern¬ 
ment expenditure, especially investment 
expenditure, is strongly associated with 
deceleration in rates of growth in the private 
sector 

However, the magnitudes of the shift away 
from growth accelerating expenditures on 
the producing sectors cannot be appreciated 
from an examination of plan outlay figures 
alone Plan and non plan expenditures have 
to be looked at together This is important 
for two reasons first, because a lot of highly 
productive expenditure takes place on 
ongoing programmes which have not been 
included in the current plan, and secondly, 
because it is only when non plan expen 
diturcs arc included that you can get any sort 
ot overview of the government’s priorities 

txi’iNonukt on Economic Services 

St ASHED 

When the total plan and non plan expen¬ 
diture is added together it turns out that it 
is ‘general services’ most ot which are 
accounted for by interest payments and 
defence which have grown at the expense of 
economic services which are those most 
likely to promote healthy growth The share 
of everything else remains very close to what 
it was in the 1986 87 revised estimates 

let us examine one of the positive figures 
in table 3 first namely education The prime 


I mu i 1 Tin Ism mims iii 1 xrt isom m 

(flv irare) 


Held 

|9Xft 87 

1987 88 

Increase ( + ) or 

Increase ( + ) or 


Revised 

Uudgci 

Decrtase ( ) as 

Decrease ( ) as 


1 slim lies 

F slim lies 

I'll C enl of 

Per Cent of 




t ol 1 Assuming C ol 1 Assuming 




Zero 

ihe Current Rate 




Infl ilion 

ot Inflation 





(7 2 Per Cent' 


in 

(2) 

(1) 

(4) 

lot if tspendiluie 

60 128 

62 942 

4 1 ( t ) 

2 9 (-) 

(1) Non pi in 





cvpendiliHc 

17 396 

19 266 

50(1) 

2 2 (-) 

(2) 1*1 in expend mrc 

22 912 

21 676 

32(0 

40 (-) 

(2a) C inti if pi in 





out IIV* 

21625 

24 622 

42 ( + ) 

3 0 (-) 


Son * Ihc reason lhal plan outlay figures aie bigger than those for plan expenditure is that 
ihcfoimcrare gross figures which do nottake mtc account l he‘recoveries which reduce 
the net expenditure figure which is what is shown as plan expenditure 
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Table 2 Changes in Centtral Plan Outlay 
by Selected Major Ministries/Defaximents 


Head Assuming Assuming 


Zero In 

9 9 Per 

flation 

Cent Infl 

Change 

ation 

as Per 

Change 

Cent of 

as Per 

1986 87 

Cent of 

Revised 

1986 87 

Estimates 

Revised 


Estimates 


(1) Mines 

52 9 

62 8 

(2) Textiles 

47 9 

57 8 

(3) Food 

21 3 

31 2 

(4) Non conventional 

energ> sources 

19 4 

29 3 

(3) Industrial develop 

ment 

P8 

27 7 

(6) Petroleum and 

natural gas 

II 7 

216 

(7) Surface transport 

10 7 

-206 

(8) Agriculture 

-3 1 

- 13 0 

(9) Fertilisers 

09 

10 8 

(10) Water resources 

I 2 

8 7 

(11) Power 

4 2 

X 7 

(12) Coal 

S 0 

-49 

(13) Atomic energy 

6 3 

36 

(14) ( ivil aviation 

6 3 

3 6 

(IS) Steel 

86 

I 3 

(16) Rural development 

93 

06 

(17) Railwavs 

II 4 

1 x 

(18) Telccommuni 

cations 

13 4 

3 X 

(19) Space 

14 3 

44 

(20) Flcclromcs 

24 S 

14 6 

(21) Chemicals and 

petro chemicals 

26 6 

16 7 

(22) Environment and 

forests 

39 2 

29 3 

(23) Information md 

broadcasting 

47 3 

37 4 

(24) Women and child 

development 

SO 3 

40 4 

(25) Education 

1X4 0 

144 1 

(26) Total Ml ccnml 

plan outlav 

4 2 

X 7 


minister spoke a lot m his budget speech 
about the large percentage increase in the 
plan outlay tor education However when 
you look at tht detailed figures you discover 
that the non plan expenditure on tducanon 
has actually been cut by more than 21 per 
cent (One wonders what ongoing program 
mes have been slashed) That is why the tola' 
expenditure increase shown in table 3 
amounts to only 26 S per cent Secondly, it 
needs to be recognised that tht importance 
of education in the total scheme of expen 
diture is marginal Its share is less than 2 per 
cent 

That is interesting because, notwithstan 
ding education's marginal share, in his 
budget speech the prime minister actually 
argued that the increased expenditure on 
education (from 1 3 per cent to I 6 per cent 
of the budget) would tend to accelerate the 
rate of India's economic growth and improve 
the distribution of the gains of growth But 
we know that the changes in budgetary 
expenditures which can really affect the pace 
o< economic development and the distnbu- 


tion of its gains are not tbotfroh edocittoi. > 
For better or worn; the changes that rtaily 
count are the big ones luted under ‘General 
Services' and under ‘Economic Services’, 
especially those on agriculture, on industry, 
and on infrastructure. 

lb find out what exactly is happening to 
expenditures on these crucial sectors, the 
detailed figures given towards the end of the 
'Expenditure Budget’ have to be examined 
The format of the budget does not make the 
task easy Six expenditure entries have to be 
aggregated to derive a single total figure for 
the change in plan plus non-plan expen 
ditures The results of the exercise are 
presented in table 4 

The budget cuts for some items are ab¬ 
solutely shocking The total reduction in 
expenditure under some heads m fact far 
exceeds the magnitudes reported under plan 
outlay alone even on the assumption of zero 
rates of inflation The outstanding examples 
of this are agriculture (down by 30 per cent), 
petroleum (down by 48 per cent) and non- 
ferrous mining and metallurgy (down by 31 
per cent) On the other hand some effort has 
been made to increase outlays on major 
irrigation and flood control But, m the end, 
it is only expenditures on science, technology 
and environment which are likely to record 
increases in real terms Everything else of im¬ 
portance under the broad head of ‘Economic- 
Survey’ is scheduled to go down 

Expendiiure on General Services 

Finally a word about the expenditure on 
interest payments and on defence is in order 


increase ip expenditure on ‘interest’ Is 
of special concern This increase reflects 
directly the failure to mobilise sufficient 
revenue receipts to meet even revenue expen¬ 
ditures The result is that the Indian govern¬ 
ment is now borrowing more and at higher 
interest rates, partly to finance non-plan 
revenue expenditures The Seventh Five-Yfear 
Plan (Vol I, chapter 6) described this situa¬ 
tion as “indicating the existence of a long¬ 
term disequilibrium in the budget’’ What 
has been happening m recent years is a bit 
like a private household which takes a big¬ 
ger and bigger consumption loan in each 
successive year, until It reaches the point 
where it has to borrow money simply to pay 
mounting interest dues In this budget the 
additional borrowing scheduled for 1987 88 
is going to be used in effect mainly to cover 
interest payments' In short this budget takes 
India neatly to the threshold of an ‘internal 
debt trap’ 

It is worth noting also that the Long Term 
F iscal Policy (LTFP) predicted, at the end 
of 1985, that the 1987 88 budget would show 
a negligible but positive balance from 
current revenues and forecast further im 
provements in the last two years of the plan 
Given that this target set by the 1TFP could 
not be reached at anticipated levels of 
revenue receipts, say because of the exigen 
cies of defence requirements the proper 
thing to do would have been to raise taxes 
which account for more than 70 per cent ot 
the centre’s net revenue receipts There is no 
sense in making one of the articles ot the 


Tsmt 3 { hsnciIsin Totm Ext rNDiTiiRF(Pt anPiusNon Pian)bv Broad Hi ads oi Acioi m 


Head of Account in 
1 xpenditure Buditct 


Share in Total 

_Expenditure (Per Cent) 

1986 87 1987 88 

Rev E»i Budget 


Per Cent Increase ( +) or Deere isc ( ) 
which is as Per C cm of 1986 87 
Non Plan Rested Estimates 

(1987 88) Assuming Assuming 9 9 
7cro Pei ( enl 

Inflation Inflation (and 
No Change in 
Nominal 
Expenditure) 


(A) Cieneral services 
of»hnh 
(1) lntciesl 

pavments and 
servicing ot 

39 1 

43 8 

997 

+16 8 

+ 69 

debt 

15 8 

16 9 

too 

+ 11 5 

+ 1 6 

(2) Defence 

16 9 

19 9 

100 

+ 22 7 

+ 128 

(B) Social Services 
oj tthuh 

Lducation 
including 
sports art 

3 4 

3 X 

48 8 

+ 8 1 

-1 8 

and culture 

(C) Economic services 
(details in 

1 3 

16 

42 1 

+ 26 5 

+ 16 6 

table 4) 

(D) Grants in aid and 
contributions (in 
eluding expcndi 
ture of union 
tern tones 
without 

34 5 

28 8 

42 1 

12 8 

-22 7 

legislatures) 

23 3 

240 

19 9 

+ 67 

-32 

Total expenditure 

100 

100 

62 4 

+4 3 

-36 
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namely stability in the tax 


mte structure. if it means violating the much 
mote fundamental tenet of at least a small 


surplus on revenue account, whichwas the 
rule in India until 197940 
An odd asoect of this negative balance 


Table 4 Changes in Total Expenditure (Plan Plus Non Plan) on Economic Services 


Head of Account 

1986-87 
Revised 
Estimates 
(Rs Crore) 

1987-88 
Budget 
Estimates 
(Rs Crore) 

Increase (+) or 
Decrease (-) as Per Cent 
of 198647 

Revised Estimates 
Assuming Assuming 9 9 
Zero Per Cent 

Inflation Inflation 

(and No 
Change in 
Nominal 
Expenditure) 

(1) Agriculture and allied activities 

(2) Rural development and special 

4273 

3010 

300 

-39 9 

areas programmes 

387 

417 

+ 78 

-21 

(3) Irrigation and flood control 
of which 

(i) Major and medium 

83 

82 

+ 10 

-89 

irrigation 

29 

32 

+ 10 8 

+ 09 

(il) Minor irrigation 
(iu) Command areas develop 

32 

26 

19 1 

-29 0 

ment 

5 

5 

_ 

_ 

(iv) Flood control 

18 

20 

+ 11 8 

+ 19 

(4) Energy 
of which 

4092 

3677 

10 2 

-20 1 

(i) Power 

1923 

1991 

-137 

-62 

(ii) Petroleum 

843 

440 

47 8 

-56 8 

(tit) Coal and lignite 

1259 

1181 

-62 

-16 1 

(iv) Non-conventional source 

68 

62 

-79 

-178 

(S) Industry and minerals 
of which 

6448 

5785 

-10 3 

20 2 

(i) Village and small industries 

444 

370 

16 7 

-26 6 

(u) Industries 

(m) Non-ferrous mining and 

4980 

4801 

-3 6 

13 5 

metallurgical industries 
(iv) Other industries and other 
outlays on industries and 

750 

370 

50 7 

606 

minerals 

274 

278 

+ 1 1 

86 

(6) Transport 
of which 

(i) Ports lighthouses and 

2447 

2544 

+ 4 0 

-59 

shipping 

322 

174 

+ 16 0 

+ 6 1 

(u) Railways 

1268 

1282 

+ 10 

- 89 

(in) Civil aviation 

(iv) Roads and bridges and 

112 

27 

76 2 

-86 1 

road transport 
(v) Inland water and other 

5<0 

630 

4 14 6 

+ 47 

transport 

189 

222 

+ 17 4 

+ 7 5 

(7) Communications 
of which 

750 

311 

55 9 

65 8 

(i) Postal services 
(n) Overseas communications 
satellite systems and other 

168 

166 

54 9 

-648 

communications services 
(m) Telecommunications 

88 

72 

186 

28 5 

services (Nec)* 

(8) Science, technology and 

294 

91 

68 5 

78 4 

environment 
of which 

777 

928 

4 19 5 

+ 96 

(i) Atomic energy research 

171 

197 

+ 140 

+ 4 1 

(n) Space research 

239 

289 

+ 20 9 

+ 11 0 

(in) Oceanographic research 
(iv) Other scientific research 
and ecology and 

22 

26 

+ 20 0 

+ 10 1 

environment 

343 

416 

+ 21 2 

+ 11 1 

(9) General economic services 

1265 

1299 

+ 27 

-72 


Note * Since telecommunications made a substantial contribution to tevcnucs in the lorm 
of dividends and appropriations from their surplus., amounting to Rs 284 crore in 1986 87 
and to Rs S44 crore in the 1987 88 budget estimates these net expenditure figures mav 
be mis'eading The same is true for several other heads of accpunt to a lesser degree 


- -r— n;-n- ..-.r--—. . .F'F. I- 

ftortt current revenues fe that the latest 
economic survey seems to blame the Seventh 
Finance Commission for turning the former 
surplus into a chronic deficit from the year 
1979-80 (From that year onwards, on the 
recommendation of the commission, the 
states' share tn union excise duties was reused 
from 20 to 40 per cent) But budget data 
shows that this charge is not exactly fair It 
reveals that even if the states’ share had 
remained the same, the centre would still 
have run a revenue deficit in every one of 
the last five years And even if the states’ 
share in union excise duties had been 
reduced to zero in 1986-87 and 198748, the 
centre’s revenue account would still have 
been in deficit That is, today the problem 
lies not in the centre’s share of taxes, but in 
the pre-sharing, overall, level of tax receipts 
Given the increases in the defence budget, 
something constructive probably could have 
been done about tax receipts, without major 
political repercussions If anything is morfc 
sacrosanct than a stable tax structure, in the 
perceptions of many tax payers, it is the 
defence budget This being the case, the 23 
per cent increase in defence expenditures 
could well have been linked with enhanced 
rates ot taxation It has long been observed 
that people are prepared to accept tax 
increases in times when national security is 
seen to be endangered which they may not 
be prepared to tolerate in normal times It 
seems that in this year’s budget a golden 
opportunity was missed 

This is not to imply that a defence budget 
which consumes a 20 per cent share of total 
expenditure should be accepted without 
question The increase in defence expen 
diture has pre empted funds which could 
have been used to increase the productive 
capacity of the country The aim of foreign 
policy should be to obviate the need for such 
increases 

In conclusion, it needs to be said that this 
assessment of budgeted expenditure changes 
may not be entirely fair, for several reasons 
It may be argued, for example, that most of 
the budget cuts arc to be made in inessen¬ 
tial consumption expenditure This is quite 
possible, and might be anticipated as the 
outcome of exercises in zero base budgeting 
It may also be pointed out, correctly, that 
some of ihcst expenditure functions such as 
on agriculture are mamly carried out by state 
governments and that under the head of 
account ‘grants and loans to states’ the cen 
tre may have transferied large sums for pro 
duettve purposes Unfortunately, until the 
economic cum functional classification of 
the budget is released these possibilities can 
not be verified 

On the evidence available now, however, 
this is not a growth accelerating budget On 
the contrary, the shift in favour of defence, 
interest payments and the servicing of debt, 
and the decline in expenditure on economic 
services together with the inflationary con¬ 
sequences of the deficit, arc likely to retard 
the real rate of economic growth, and to re 
distribute incomes in favour of the relatively 
rich 
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The 1987-88 Budget 

A Bird’s-Eye View of Central Expenditures 

A run Ghosh 

This paper discusses the expenditure pattern of the centra / budget and the priorities reflected in this pattern 
and finds that the picture that emerges is not one that is likely to enthuse any but the rentier class 


GOVERNMENT budgets aftect the national 
economy in diverse ways, and since it is not 
possible to examine all aspects of a budget 
in any one article, it is necessary to indicate 
at the outset what one is attempting to 
analyse. 

Insofar as the central budget is concern¬ 
ed, there are many issues which are of 
interest There is, first, the whole area of 
revenues and of the manner of raising 
revenues for public expenditures Then there 
is the problem of transfers first, transfers 
to state governments for plan (or develop¬ 
ment) etpenditures—and in this context one 
is interested in the net transfer of resources 
from the centre to the states, rather than 
merely the gross transfer (without repay 
ments) which is the figure commonly cm 
phasised by government spokesmen—and, 
secondly, transfers to different sections of 
the population by way of subsidies and other 
transfer payments There is the subject of 
public expenditures generally, which affect 
not only the entire economy but also dif 
ferent sections of the population differently 
Then there are problems associated with the 
impact of the government budget on the 
balance of payments, on agricultural and 
industrial production, on the status of 
aggregate demand m the country (and the 
inflationary impact thereof), on the distribu 
tion of income, on the environment for 
orderly growth m the economy Next, the size 
of the budgetary deficit, and the manner of 
meeting the budgetary deficit, have impor¬ 
tant implications for the monetary system, 
and therefore for the economy Finally, since 
the Indian economy is supposed to move tor 
ward within the framework of a plan, there 
is the issue of the budgetary support for the 
plan, and the consistency between the plan 
programme and the direction given to the 
economy through the budget 

It is easy to sec that no single short study 
can possibty do justice to the subject In 
what follows, an attempt would be made to 
deal with a limited area, that of government 
expenditures, and the sort of priorities 
reflected in the expenditure pattern of the 
central budget 

But, before going into the substantive pro¬ 
blem, it is necessary to comment on a new 
development in this year's budget This per 
tains to thejnanner of presentation of the 
budget papers, and one must say that the 
new format of presentation of the budget 
is more rational and meaningful For in 
stance^ the delineation, under different heads 
of account, of the revenue and capital ex¬ 
penditures, as also of plan and non plan ex¬ 
penditures, together with data on the finan¬ 


cing of the public enterprises’ plan outlay 
through the budget and through internal 
(extra-budgetary) resources, is a vast im¬ 
provement on the earlier format But, at the 
same time, the earlier (separate) volume con¬ 
taining the Explanatory Memorandum on 
the Budget has now been dispensed with, 
and is sought to be replaced by “Explanatory 
Notes” (in Vol 11 of the Expenditure 
Budget) these notes being neither as detailed 
as earlier nor half as meaningful This is a 
lacuna, and analysts of the budget would 
hereafter certainly miss the detailed Ex¬ 
planatory Memorandum of old 

There is yet another new development, 
and that is in keeping with the latest style 
of functioning of government m the coun¬ 
try lYansfers to state governments which are 
part either of statute or of convention should 
not obviously be treated as part of the cen 
tral transfers to the states, these transfers are 
not based on the centre’s munificence and 
arc of the nature of a ‘right’ as far as the 
states are concerned Indeed, insofar as the 
share of the states in taxts is concerned, even 
the cost of collection is deducted pro rata 
from the share of the slates, though not 
separately show , as such Of course, there 
is justification for showing the amounts in¬ 
volved, and one would like to know the gross 
collections the gross transfers and the net 
transfers But then, some of these transfers 
are now shown as central ‘grants to states' 
But the entire issue of central transfers to 
states has now become an area of darkness, 
as a resuli ot the withdrawal of the Explana¬ 
tory Memorandum of the budget Until last 
ytar, these transactions were spelt out in 
some detail in the Explanatory Mcmoran 
dum both the transfers to states—by way 
of loans and grants—as well as the repay 
ment of principal and of interest by the 
states to the centre, were clearly indicated, 
as also the cost of collection of each 
category of tax Now, one has to thumb 
through several separate volumes, and even 
so, some of the required details are missing 

Let us quickly examine some of the broad 
trends of expenditure—insofar as some of 
the more important categories of expen¬ 
diture as concerned—before attempting a 
somewhat more detailed analysis of the pat¬ 
tern of expenditure Diking the summary 
figures given in Vol 1 of the Expenditure 
Budget, one gets a broad trend of outlays 
by the centre under some important heads 
(table 1) (Again, one must acknowledge 
with gratitude the fact of such figures being 
put out for the first time in any one year’s 
budget documents) 

The above long-term trends, happily given 


m the budget papers for the first tune this 
year, are quite revealing The growth in plan 
outlay is much slower than the growth of 
non-plan expenditure^ reflected m outlay on 
defence, on interest payments, on subsidies, 
indeed, these have been increasing at a rate 
significantly higher than the plan outlay 
This is a significant point because many 
spokesmen of the government have been say¬ 
ing that non-plan expenditure under socially 
useful heads like education, health, et al, 
ought to be treated as plan outlay, and the 
growth of ‘other’ non plan outlay has been 
at around the same rate as that of plan 
outlay, except that the estimate for 1987 88 
is misleading Indeed, a significant point 
that emerges from the above table is that the 
total of all residual non plan expenditures 
(i e, other than defence, interest payments 
and subsidies) is budgeted to go down m 
1987 88 to Rs 105 1 billion, even from the 
‘adjusted’ figure of Rs 108 8 billion in 
1986-87 (after deducting the payment of 
Rs 12 billion to the Food Corporation of 
India) 1 his is a wholly unrealistic assump 
tion, and the rationale for this decline has 
not been explained It is obvious that expen¬ 
diture under this head cannot be kept down 
In fact, how unrealistic this assumption is 
would be realised when one takes note 
merely of the increased pay, pension and 
dearness allowance payments arising from 
the Fourth Pay Commission’s recommenda 
tions which have already been substantially 
accepted, with acceptance of other bits com 
ing in driblets And when the prime minister 
asserts that the budgetary deficit (of 
approximately Rs 58 billion) left uncovered 
after diverse tax proposals shall not be 
allowed to go up, he is talking much like 
King Canute telling the tidal waves to roll 
back The only way the prime minister can 
keep his promise is by imposing a draconian 
cut in plan outlay, even from the small step 
up currently envisaged 
This is not the mam theme of the paper, 
but it is being mentioned en passant merely 
because of the absurdity of putting out the 
total of non plan expenditures of all depart 
ments during 1987-88 at a figure less than 
the outlay during the current year The way 
government is constituted, no activity is ever 
curtailed In fact, we have, during 1986-87, 
had a plethora of new ways of spending not 
originally provided for either in the plan or 
in the budgat We would have occasion later 
to see some examples of liberties being taken 
with budget provisions for cultural extra¬ 
vaganzas, even as plan programmes—or 
even programmes of modernisation of m 
dustry projected as a high priority—remain 
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starved of funds 

Of the total outlay of Rs 629 4 billion pro 
posed for 1987-88 (including various trans 
fers, loans to be granted, etc), defence 
accounts for Rs 134 4 billion (Incidentally, 
this figure, taken from Vol II of the Expen 
diture Budget, is different from the figure 
indicated earlier in table 1, as it includes pen 
sion payments to ex defence personnel) 
Adding the outlay on police at Rs 10 6 
billion in 1987 88 we get a little over 23 per 
cent of the total central budget expenditure 
on defence and on ‘internal security’ It is 
necessary to clarify that since law and order 
is a slate subject, the central expenditure on 
police is perhaps synchronous with internal 
security There are ol course, various other 
(hidden) heads of expenditure for internal 
security but wt may let that pass Adding 
the outlay of Rs 106 5 billion on interest 
payment and Rs 56 billion for subsidies we 
get close to another 26 per cent of the central 


budgetary outlays on these two heads 
In other words, between defence, police, 
interest payments and subsidies, we get 49 
per cent of central government expenditures 
pre-empted 

It is essential to analyse the nature of cen 
tral subsidies, because the nature of the other 
expenditures indicated above is patent, and 
one does not need to argue the irrelevance 
of these outlays for either the social or the 
economic well being of the people For, it 
is possible to categorically state that every 
nation ought to endeavour to spend the 
minimal amounts necessary for defence and 
for law and order internally The alternative 
for the former is diplomacv and for (he 
latter economic growth, combined with a 
reduction of centripttal tendencies and of 
the concentration of power and authority at 
the centre 

The three major subsidies, on food, ferti 
Users and exports account for more than 85 
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per cent of all subsidies They may be 
necessaiy for diverse reasons, but they do 
not necessarily help to improve the distribu¬ 
tion of income Certainly, the poorest sec 
tions of the people do not draw any benefit 
from these subsidies Even the subsidy on 
food helps essentially the urban population, 
irrespective of whether the beneficiaries are 
rich or poor Indeed, the poorest among the 
urban population—the migrant construction 
workers, the day labourers, etc—do not even 
possess ration cards and are therefore exclu¬ 
ded from the benefits of the rationing 
system The subsidy on sugar really goes to 
benefit the comparatively better off sections 
It is nor clear as to who are the ultimate 
beneficiaries of the railway subsidy 

Insofar as interest payments are con 
cerned the burden on the budget has been 
increasing steadily The budget figures of 
interest payments amount to as much as 16 7 
per cent of the total central government 
expenditure If we assume the 1985-86 GNP 
of Rs 2,135 billion to increase by 4 5 per cent 
during 1986-87 (as per the Economic Survey) 
and by 5 per cent in 1987 88 (as per the plan 
hopes and expectations), and if we also 
assume the general price level (in terms of 
the national income deflator) to rise by J per 
cent each other, we would obtain an esti 
maitd GNP at current prices of some 
Rs 2 585 billion in 1987-88 This would 
implv that central government interest 
payments would add up to more than 4 pe r 
cent of the GNP during the coming year By 
the same token, defenct expenditure would 
be nearly 5 per cent of the GNP in 1987 88 

Ihe high—and increasing--burden of 
interest payments raises two issues First, the 
burden ol the (high) interest cost on the 
ovenll production costs has betn steadily 
mounting, and has been contributing, 
among other things, to the Indian economy 
becoming a high cost economy, and second- 
Iv the share of the national income accruing 
to the rentier class has been increasing 

This is not ihe place to dilate on the 
lormet problem since the budget is not 
directly concerned with monetary policy, 
though—apart from the competitiveness of 
Indian manufactures - ihe question arises as 
10 who would willingly warn to invest in 
growth oncnted projects when the interest 
on gilt edged securities in fact on govern 
ment bonds—the lndua Vikas Patra — is as 
high a-. 15 per cent Wc may eschew this 
subject How< ver the manner ol raising 
resources to meet public expenditures—and 
the increasing reliance on borrowing in place 
of taxation—is reflected in the steadily 
mounting interest payment as a fixed charge 
on the budget Even over the relatively short 
period between 1979 80 and 1987 88, the 
percentage of interest payment to total cen 
tral government expenditure has risen from 
12 4 per cent to 16 9 per cent, a 4 5 per 
centage point increase The overall expen 
diture pattern reveals the heavy reliance 
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placed by the government on a method of 
resource raising which is the least egalitarian 

There have been numerous references 
alieady to the significant increase in the 
outlay on defence and on internal security 
In a sense, the two go together The sharp 
increase in both, as a percentage of the total 
government expenditure, is an indication of 
the way this country is heading The less of 
development you have, the more you have 
to spend on the armed forces and on the 
police apparatus to keep down a restive 
populace This is the way of military 
dictatorships, of puppet regimes throughout 
the world Even after the Chinese incursions 
into our northern borders in November 1962, 
we did not have this order of increase in 
defence expenditure The increase in outlay 
on 'internal security’ is also unparalleled We 
are unlikely to be able to solve the country’s 
problems, either economic or social or even 
political this way 

But all these arc generalities It is neecs 
sary to get down to specifics, in regard to 
the rest of the expenditure of the central 
government, to see whether the direction of 
the budget is consistent with our avowed 
obiectives with our plan—sanctified by the 
approval of the National Development 
Council -with giowth and social justice 

Let us fust take a look at one of the most 
maligned sectors—the public sector enter 
prises—and to see to what extent their losses 
havt had to be shored up by ‘non-plan loans 
made to them by the central government We 
have to leave out in this connection the 
loans of Rs 1,200 crore to the food Corpora 
non of India to replace part of the com 
merual bank credit availed of by the FC1 
Tht total of non plan loans (after the 
necessary adjustment) amounts to Rs 675 
crore in 1986 87 (revistd estimates) and 
Rs 389crorein 1987 88(budget) excluding 
from these figures the investment loans 
madt to enterprises under the defence 
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ministry Of course the estimate for 1987-88 
may turn out to be overly optimistic, in 
which case, this would be another reason for 
the budgetary deficit to increase 

Let us take a look at loans of Rs 10 crore 
or more by the centre to its undertakings 
The relevant figures are given in table 3 The 
twelve enterprises which figure in the table 
account for 64 per cent of the non-plan 
loans—other than investment loans made to 
defence undertakings—nl 1986-87, and 70 
per cent of such loans in 1987-88 In other 
words, the major loss-making units arc a 
handful, and are easy to identify, and if the 
central government would give concentrated 
attention to (hese dozen (and a few other) 
establishments, there might emerge a 
material change m the overall functioning 
of public enterprises But curiously, many 
of these enterprises arc headless, and some 
have other problems which one must 
recognise. For instance, the Delhi Transport 
Corporation, catering to commuter needs in 
a sprawling metropolis, must by definition 
icmam loss making by the very nature of its 
operations Fhese art among the costs of 
uiban population concentration, and we 
may as well be aware of the same lnciden 
tally, there are other heavily losing units— 
some of them departmental undertakings, 
e g, the Delhi Milk Scheme—but we need 
not spend more space on the issue 

1 his is not the place to discuss the per 
formanct and problems of public sector 
enterprises The above digression merely 
illustrates the fact that heavy losses of public 
enterprises can be easily pinpointed, and a 
serious attempt can be made to address then 
problems provided certain basic discussions 
are taken as to the independence of public 
entcrpnscs and the funding of then moder¬ 
nisation needs 

It is relevant to point out at this juncture 
that budgetary support for plan investments 
by public sector enterprises is going down 
rather than up The figures m table 4 are 
revealing It would be seen that there is 
hardly any step up in the plan outlay by 
public sector enterprises, the increase in 
internal (extra budgetary) resources by close 
to Rs 1 billion is offset by almost an equal 
reduction in budgetary support Even in 
regaid to the basic infrastructure sector of 
energy (coal and power) budgetary support 
has registered only a peripheral increase 
from Rs 2 244 crore in 1986-87 (revised) to 
Rs 2,287 crore in 1987 88 (budget) The 
priorities of the government are quite clear 

Let us examine the pattern of outlay by 
the central government under diverse heads 
of expenditure connected with social and 
economic development, in short with some 
of the ecdhomic ministries as also those con¬ 
nected with the economic environment 

Agriculture, Environment and Forests 

Admittedly, agriculture—as also educa¬ 
tion and health—are state subjects But then, 
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so is industry, and over the years, the centre 
has played a key role in these sectors In 
regard to agriculture, the total outlay by the 
centre for crop husbandry and for co¬ 
operation in 1987 88 is Rs 868 crore That 
is not much, considering, first, the size of 
the rural economy, secondly, the diverse pro¬ 
blems that cry out for solution, and thirdly, 
the number of centrally sponsored schemes 
and projects required to be implemented by 
the states, usually on the basis of matching 
finance being provided by the latter But even 
within the modest total indicated above, the 
priorities are strangely ordered In this con 
text, let us take a look at (he budgetary 
allocations for schemes which may bi stated 
to affect the very guts ot the ruial economy 
(table 5) 

Since soil and water conservation schemes 
are funded by both ministries, and since the 
raising of a fores) cover is important noi 


only for environment but even to prevent soil 
degradation and to help in improved crop 
husbandry, what is the order of total outlay 
on all these vital schemes, as also for the 
development of good quality seeds for crops 
and nurseries for saplings (required for the 
social forestry programme), as also for the 
development of pulses, oilseeds and cotton 1 
The total central outlay on all of the above 
schemes during 1987 88 is budgeted for a 
paltry Rs 196 crore For co operation, the 
allocation of lunds to be used by the 
NCDC —tor giving expanded credit facilities 
to co operative societies—is Rs 91 crore 
Both these figuies show a decline from the 
figures originally budgeted for 1986 87 at 
Rs 215 crore and Rs 103 crore respectively 
Considering the total central government ex 
penditure, budgeted at Rs 630 billion, the 
total outlay on land reclamation, soil con 
scrvation watershed development, afforesta 
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non, nursery development, quality seed 
multiplication, as well as for pulses, oilseeds 
and cotton development—all dry area crops 
—at Rs 196 crore, amounts to 0 31 per cent 
of the total budgeted expenditure This is the 
importance attached to environment protec¬ 
tion, to the upgradation of degraded rural 
areas, to increasing the productivity of pulses 
and oilseeds, despite all the public pro¬ 
nouncements in regard to their importance 

By contrast, broadcasting expenses are 
Rs 271 crore (or 0 43 per cent of the total 
central expenditure) This expenditure has 
of late gone largely for propaganda and 
image building rather than for the objective 
dissemination of national and international 
news Even art and culture have a budgeted 
outlay of Rs 126 crore, or 0 2 per cent of the 
total central expenditure 

The reference to art and culture brings to 
mind how budgeted figures are of little 
relevance, and how additional outlays can 
be freely indulged in if you have access to 
those in power let us take a look at the 
budget and the revised estimates for 1986-87 
for some items, together with the budget 
figures tor 1987 88 (table 6) The figures 
speak for themselves The earlier national 
institutions started by Jawaharlal Nehru— 
the Sangeet Natak Akademi and the Lalit 
kala Akademi, ct al— can stagnate, their 
allocations would not even take care of the 
pay revisions and increased dearness 
allowances of their meagre staff But the 
above figures also indicate how no activity 
under government has ever got an estoppel 
/VII these Akademics must continue even as 
new institutions (like the Indira Gandhi 
National Centre for Arts) are set up Inci¬ 
dentally, the revised estimates for this Centre 
show an outlay of Rs 26 5 crore, though it 
is not clear how, since apart from a few 
prizes awarded for designs of the proposed 
buildings, no expenditure appears to have 
been undertaken so fir unless the money is 
intended to be put in a bank account by the 
concerned authorities Is that our concept 
of government expenditure 1 

Education 

I here are, of course some encouraging 
signs of awareness that maintenance and im¬ 
provement of existing institutions is as 
important as if not more important than, 
the creation of new assets The budgetary 
expenditure under education appears to give 
some indication of the need to refurbish our 
laboratories workshops and similar educa 
tional facilities There is also a new thrust 
on the vocationalisation of education Also, 
while one may quarrel with the concept of 
the Navodaya Vidyalayas, all in all, the 
outlay on education shows a welcome in¬ 
crease The figures in table 7 ate pointers to 
the awareness of the need to upgrade the 
ouality of education 

One would wish that the centre would 
deem it at to make large grants to states for 
making, primary education not only free but 
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compulsory, and ensure the success of the 
programme by funding the school meals pro¬ 
gramme in every primary school through-out 
the country It is indeed a crying shame that 
forty years after independence, we have a 
large population of illiterate people Apart 
from condemning this section of the popula 
lion to a semi moronic lite the very success 
of our population control programme rests 
with the provision of education and housing 
to all, together with a modicum of decent 
life so that people may themselves start 
wanting to limit their famili size in older 
to protect and impiove their living siaudaids 

Houung 

This bungs us to the problem ol housing 
which, in a way holds the key todas to pro¬ 
viding large scale employment to the peoph, 
as also to meeting in essential need by w ly 
of shelter The budget speaks of a new fund 
being set up with the Reserve Bank of India 
with Rs 100 erorc as tile capital base, lor pro 
viding housing This may help to genetate 
employment, but the scheme appears to be 
meant only for the rieh and the upper middle 
classes who have aectss to HDf C and L It 
loans for this purpose answay What is 
required is large se.de cheap pre lab housing 
in the sort of housing estates set up in the 
USSR for instance—large scale complexes 
where the accommodation mav not be 
luxurious but is adequate tor differenl types 
of families The presuit cost of construction 
as well as racketeering in uiban land values 
needs to be curbed and that can onlv be 
done it there is a public housing progi iinnu 
—if necessary to be sold to groups ,o 
persons who arc prepared to tomi ■ 
operatives so organised is to be itspi bh 
for the mamtenartu ol the hoi m _ i te > 
and colonics 

But such tndcasoars c ui u I tud ihlt 
cost money Wheresikn non v goes lor the 
purchase of expulsive sophisticated arma 
meats or foi tile police toicc for ihc 
maintenance of law and order among an in 
ereasingly restive pcoplt cli irly inoncs to 
meet the crying needs ol the common people 
would be hard to come bs bstn the supply 
of drinking water to all the villages had to 
be staggered and lht oulliss inert ised only 
haltingly 

t’ural Development 

There has bttn an outcry among mans 
intellectuals against the misuse ol IRDP 
funds by rich landholders in the past That 
seems to be one reason why even IRDP 
funds are increased haltingly reluctantly as 
also the funds lor rural employment genera 
tion, like the NRbP and the RLECP But 
it is the ruling party at the centre which has 
also, at the state levtl suspended the 
panchayats and avoided regular elections to 
the panchayats In West Bengal where there 
have been regular elections to the panehavats 
since 1977, the use of IRDP or NREP/ 
RLEGP funds through the panchayats has 


proved to have been signally useful in im 
proving the living standards of the poorest, 
as well as of the landless sections of the 
population Karnataka has recently gone one 
better, and after the recent elections to the 
panchayat manddls and the zilla panshads 
decided on the devolution of significant 
funds (to the tune of around Rs 800 crore 
during 1987-88) for integrated rural develop 
ment, through both current as well as capital 
outlays becoming the responsibility of the 
panchayats in a large number of social and 
economic fields This devolution is a bold 
new experiment in keeping with the r eeom 
mendations ot the G V K Rao Committet 
(see Report ot the l ommittee to Review the 
l.xislmg Administrative Ariangements foi 
Rural Development and Poverty Elimination 
Piogiammes Department of Rural Develop 
men' New Delhi Deceinbei 1985) 

But in Delhi, intellectuals and admini¬ 
strators both look questtoningly ai the veiv 
concept ot the panehavats acting in Ihc in 
leasts of the people It is of course possible 
that in some mas the landed gentry mav 
capture the panchiyats and use them to 
tuithci their ow n interests But regular eke 
lions can be a collective, phi some elemtu 
taiy ground rules suth as the names of all 
beneficiaries ol diverse programmes being 
hung up in lht p mchavat offices lor all to 
set These plus lht etlort of disuse groups 
of people to educate the masses can really 
change the situation If the Indian electorate 
i in swing all lndu level elections as it has 
done lepcaicdlv in the past- can it not be 
trusted to do so at the panchayat levtl' 

Bui the swam i in only function it with 
Ihc responsibility to manage the i own 
affaiis tile pantin' tls ue given 111 ' pnuuv 
and ilie Im nice to do vo \s I i t die untie 
is concerned the llloi auons thiougli which 
it tan opente an lht IRDP the NR1 P the 
Rl 1 CiP, the DPAP and similar progi amines 
Meist ol these ire oriented foi lutal tmplov 
mem generation but can and ire bung used 
for the crciiion ol pumautnl rural isscls 
in shori lor t ipital formation toi ruial 
development (tiblt 8) 

W nil some Rs I 100 crort ipproximaltlv 
and with the daily wage rate laid down foi 
these programmes it Rs 11 per das one can 
ucdtc a total ol 1,000 million mandays of 
employment (The rRVSLM— item 1 in 
table 8—cannot bt so used but that is a 
minor point the amount is insignificant) 
But what is the number of landless labourers 
in India today' And in dry areas can they 
get employment for more than a hundred or 
a hundied and twenty days in the year 7 On 
an average, can these funds give employment 
to our landless labour population for even 
10 days a year per head 7 That is the order 
of the problem, and when we feel that these 
funds for rural development aie aally going 


down the drain we have to make mental note 
of the magnitude of the problem, the sue 
of the pittance made available to our land 
less agricultural labourers, and the more 
than Rs 10,000 crore per year paid out as 
rentier income by the central government 
Maybe, some part of this rentier income 
does not accrue to individuals but to institu¬ 
tions But that is not the point 

This m essence, is the picture that emerges 
Irom an analysis of the expenditures of the 
ccntial government It is not a picture that 
is like ly to enthuse any but tht rentier class 

0 

We have noi had occasion to analyse the 
budgetary allocations in relation to the five 
sear plan But then the total plm outlay 
shows only a modest growth which could be 
whotk eioded by inflation The crying needs 
ol rehabilitation and modelmsalion of 
improved infiastiucture and the neglect ot 
some of these vital artas in the budget 
allocations would constitute a large enough 
subject calling toi a sepnaic essay We must 
eschew that tor the prtsent 


\ndhrj I’r.uJe sli I’apt r Mill 

\ x I) 11K \ I'lilinsil P\P1 R Mills 
directors point out lhat the supply of raw 
material to the company during 1985-86 
from the areas alloted for bamboo under 
long term agreement and hardwood on ad 
hue basis bv ihc government of AP has been 
far below the quantity agreed to be supplied 
bv ii I he company had to supplement the 
supplies bs pioeuring substantial quantity 
lioni the open nniket and the neighbouring 
slates it higher cost and by importing eon 
sidwablc quantity ol w isle paper cuttings 
The company has also submitted a proposal 
to ihc slate government to provide land ro 
i ike up pi int ition I he state government has 
set up a high level committee which held a 
number ol meetings but so tai no concrete 
proposals have emerged 

(becompany has produced beltti results 
with inercass in production o' papu and 
paper boards from 77,421 tonnes to 80 294 
tonnes and srlcs from 7 7 497 to 80,2*6 
fin noser has ncrcased from Rs 62 46 crore 
to Rs 68 08 crore and with margins looking 
up gross profit increased Irom Rs 5 80 crore 
to Rs 6 37 ciore Net profit is Rs 2 44 crore 
(Rs 1 69 crore) Equity dividend however 
has been lowered from 20 per cent to 16 per 
cent This is covered 2 71 Hints by earnings 
as against 1 51 units previously 
With satisfactory operation of the waste 
paper pulping and cleaning plant an order 
has been placed for another plant to increase 
the availability of pulp for higher produc 
Hon and to meet the shortage of forest raw 
material Machinery for installation of free 
flow falling film evaporator has been re 
ceivcd and is under erection 



Unhappy Financial Position 

M P fhitale 

The economic activities of production and distribution are increasingly set in motion by bank credit or finance 
secured from the capital market Credit is made available in anticipation that activities so set in motion will be 
validated bv acceptance in the market and realisation of prue which has to include the element of interest on 
funds employed Against this background, the tendency to raise rates of interest runs counter to the objective 
Of maintaining or Ion ering the level of prices Unless c on sc tous steps are taken to reverse this tendency, this factor 
of rise in interest rates will perpetuate inflationary forces F\penditure on interest has already weakened the financial 
structure of government It wit! do likewise in respect oj economic agents other than the government The role 
of monetary and credit policies will therefore remain important in the task of maintaining price stability 


IAMNG occr the portfolio ol tinatke 
mimstiv icons to have lint a touth of >au 
tion and balance to the prime minuter He 
was faced with the mounting expendituie on 
defenec reaching Rs 12,500 erore icmpared 
to last yeat s already high level ol Rs 10 000 
erore and wav left with a hudgitarv defieti 
of Rs 6 010 eiore The prime munstei has 
resisted taking the course of mcieastng 
gencially the nits of income tax excise 
duties etc Rather, realising that a 1 irgc older 
of unproductive expenditure on defence and 
inflationary potential ol the hndgetaiy tie 
licit would li id 10 increase in money supply 
and prices, he has sought to dampen mfla 
liunary tendencies CicniriHv rise in prices 
takes place mimedntcls alter increases in ex 
cist and impoit duties as they dust increases 
in production cost ol manufactutid articles 
A carclul exetcisc in restructuring excise 
duties and import unties has therefou been 
undertaken so is to lower the incidence of 
excise duties tint import duties on prodiu 
lion cost ol non luxury unties 

C hanges in the 1 tie-, ol import duties havt 
been made with two objectives in view Tuslly 
to ttduce the import duties on rw nruternis 
mlumedntts components and ub 
assemblies which would lend to lower the 
cost ol Itntl manulatturc Sciondlv sunul 
uneouslv import duties havi been raised on 
project impoits relating to futiliser power 
electronic and general projects for promo 
ting demand particularly for the domcvtie 
capital goods industry T hut was a general 
dissatisfaction and outciv tgamst the 
liberalised import policy of list ycai that 
hindered the demand markti and growth of 
the domestic capital goods industry Ktep 
mg in vievv the need for modernisation and 
upgrading of industry the duty on spa ified 
imported machinery has betn reduced 
I he scheme ol MODVAI providing fen 
deduction ol excise duty paid on inputs is 
extended to almost all mmufaituied goods 
This has been done without revising upwards 
the duty on final products as was done last 
year The proposed changes in indirect taxes 
are expected to yield a net additional revenue 
of Rs 169 erore Together with the tax on 
foreign travel and lax on luxury hotels and 
income tax on book profits of companies 
making up lor net additional revenue for the 
centre ol Rs 322 < rore (after accounting for 
share of states) the expected budgetary 
deficit ts reduced to Rs 5,680 erore 


1 ins strategy of not allowing the 
budgetary measures to give an immediate 
push to production costs and prices has to 
be viewed against the relevant background 
1 he total ot revenue and capital expenditure 
ol the ventral government for 1987 88 is ex 
pcctcd to rise to Rs T) 680 erore compared 
to Rs 60 496 erore in 1986 87 While this is 
expected to generate additional demand, in 
diictiv tppt irs to be well placed to increase 
its output and meet the additional demand 
Ihtic arc no constraints on increases in 
production capacity and on growth in out 
put under the mw liberalised industrial 
policy There has hitn some improvement 
in infrastructure in powet transport and 
commutm ttions There is genu ally noshor 
t tge of t tw m ik rials I he ttadc policy pro 
vidts sigmfic int imasurcs lor encouraging 
cxpoi's Although the capiui market pro 
vtiling long turn finance h ts lately tinned 
selective an im 1 tsttig niinibci ol investors 
lie coining for 1 h to invtsi in industiy on e 
long term btsis I he Reserve Hank ol Inelii 
lias miti alcd 1 p ick ige of new mooes market 
instiumcnts which would else the availability 
of short term fund lor working capital 
I here arc re isoo iblc prospec is therefore ol 
i sigiuK mt slip up 111 tin giowlh rile ol 
indusm il pr< diMioti 

Tile situ non on the igiuulluril Iron! 
also provides 1 ioo*n for t iking 1 ca'uilaltd 
1 isle Alio 1 continuous [artrod ol three years 
ol below nr mill uinlall conditions il is 
plausible tli it nest year there will he 
nasonabls sitisltctorv lainfall end there tore 
good piospect ol gnnuh in agricultural out 
put In stew ol this piospect ot increase in 
gieiwlh rate eil both inductri il ind agniul 
turd production I legerd Ihc btidgcliry 
sli tlegy of not lelopnng sice te measures of 
indued 11 \ 111011 mil avoiding immedide 
push up e'f cns me) p'icts is sound and 
pi tide n 1 

\lthoiijh I wi Iconic tIns isptcl o[ Ihc 
budgetary smitgv ihe general picture ol the 
government s limncial position as me did 
in tht budget is dcpiessmg Ihe dctnit on 
reviniie iccoiinl iclating to annually recur 
ring normal functions ol government is 
estimated at Rs2M erore in 1987 88 This 
unsound piadicc of financing icmiiiic 
deficits from suiplus in capital account 11 
through borro sing and credit from Resent 
Bank of India, his continued lor over 1 he 
last seven veirs since 1979 80 

kionamir *nd Pulilvrul Vk, < kl> 
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C ajadal expenditure during 1987 88 is 
placed at Rs 24 949 erore which ts hardly 
Rs 78 erore more than the capital expen 
diture in 1986 87 If the rise tn prices con¬ 
tinues next year at about 6 per cent as in the 
current year in real terms the capital expen 
diture which mutates growth in the economy 
would be lower This renders weak Ihe 
government’s capability to undertake a sue 
tuned employment generation programme 
over a long turn 

Genual ion of employment and mainten 
anie ot at least stable prices arc ci ucial for 
iht welfire of the maiority of the Indian 
peojile 1 he govu nment’s weak budgetary 
position makes attainment ot these two vital 
goals difficult The government vhould take 
• 11 nest sups to tevetsc this situation 

As mentioned cailtcr, the pioposed 
mcasutes ot taxation mas not result in tm 
parting an immediate push to costs and 
puces But tht budget itself expects enter 
pnsts in the public sector to generate 
resources ot Rs 9 700 croic ill 1987 88 
Resouices can he generated by improving cf 
ticiencv and performance of public enter¬ 
prises If this is not possible, resources would 
bt generated through affecting increase in 
puces for supplies and services provided by 
the public sector Improvement in produc 
luttv ind ellictency in public sector enter 
prises and avoiding of mere ise m adminis 
tired pnus run tin there lore crucial tn deter 
mination of price stability What the govern 
mem does in respect ol administered prices 
is as import int as changes in indirect taxes 
li is not merely the budget proposals but the 
entire economic policy and Ihe response of 
all individuals and groups m their own 
sphere* ol utivities in impioving work 
ijujlity performance and productivity that 
indue net the price situation 

W 11 tun ihe buelgetary const runts a whole 
some sttp of increasing the outlay on cduca 
turn to Rs SOOcrori from about Rs 300erore 
prtviosulv has been 1 tken Per capita annual 
growth in lndi i is less than 2 per cent tom 
ptrtd to ovci 4 per cent in China and 
Indonesia md over 3 per cent in Burma, 
Pakistan and Sn I anka Improvement tn 
skills training and education should 
thcrclore receive earnest attention A thrust 
in house construction is also being provided 
through various measures 

Inutasingly, economic activities of pro 
duciion and distribution art set in motion 


667 



April II, 1987 


’'VW i'vpTm VPf 

ECONOMIC AND POLITICAL Wl at 


by bank credit or finance secured from the 
capital market Credit is made available in 
anticipation that activities so set in motion 
will be validated by acceptance in the market 
and realisation of price Realisation of price 
has therefore to include an element of in 
terest on funds employed In this context 
the tendency to increase the prevailing rate 
of interest runs counter to the objective of 
maintaining or lowering the level of prices 
Unless conscious steps are taken to reverse 
this tendency, this factor of rise in rates ot 
interest will tend to perpetuate inflationary 
forces Expenditure on interest has already 
weakened the financial structure ot govern 
ment It will do likewise in respect of 
economic agents other than the government 
The role of monetary and credit policies will 
therefore remain important in the task ol 
maintaining price stability 

I would now like to comment on some of 
the proposed changes in provisions relating 
to income tax 

Miniwtm Tax on Book Proi irs 

Tor a long period there existed in India 
a phenomenon of prosperous companies 
becoming zeio tax companies not liable to 
pay any income tax whilt other companies 
were required to pay tax ranging from 55 per 
cent to 65 per cent Taxable income ot a 
manufacturer could bt reduced to zero 
because ot numerous incentives and deduc 
lions tor various purposes tnadt available 
under Income tax Act If ont had access to 
finanuil institutions and banks a tax payer 
could borrow for financing part of the cost 
of plant and machinery and get a deduction 
by way ot Investment Allowance equal to 25 
per cent of the cost of machinery although 
a majoi poition of the cost was piovidcd not 
by the tax payer but financial creditors I his 
deduction could as well be set off against 
profits from other established lines of 
business There was deduction available 
from profits ot new industrial undertakings, 
from undertakings set up in backward areas 
and tor small industrial undertakings in 
rural area Depreciation allowances were also 
liberal The result ot these several incentives 
and deductions was that even prosperous 
profitable companies did not have any tax 
able income and wetc not liable to pay anv 
tax as thev legitimately availed of the con 
cessions available under the Income tax Act 

In order that the total burden of 
corporation tax should be shared equitably 
by all companies and that companies that 
make profits should make a reasonable con 
tnbution bv way ot income tax to govern 
ment revenue, an attempt was made with ef 
feet from April 1 1984 to place an overall 
limit to the aggregate deduction available as 
incentives It was stipulated u/s 80 VVA that 
the aggregate of deduction under specified 
sections shall not exceed 70 per cent of the 
pre-incentive income However, deduction by 
way of depreciation allowance was not 


covered under the specified deductions 
From April 1, 1987 depreciation allowance 
is being significantly enlarged Ail the more, 
therefore there was possibility of prolifera¬ 
tion ot zero tax companies, although the 
companies have declared themselves profit 
making companies and conducted their 
other business affairs accordingly except m 
the matter ol payment of tax 

I suppori therefore the action taken by 
government in introducing the new provision 
for payment of minimum tax by companies 
bv reference to their undisputed book pro 
tits In respect ot several incentives there ex 
ists a period of limitation after which the 
unavaded of deduction which is earned for 
ward for consideration lo the subsequent 
vears gets lost because of expiry of the 
limitation penod I suggest therefore that the 
applicable period of limitation should be 
suitably enhanced 

I here could well be casts where expected 
cash flow would be adversely affected 
btcause of this new provision owing to past 
losses being not taken into account Current 
profits do improve the cash flow but there 
are claims on current profits trom those who 
financed past losses Such cases may have 
to be dealt with sympathetically by banks 
and financial institutions It cannot be gain 
snd however that the principle of placing 
i ceiling on total deductions available par 
ticularlv as incentives is sound and in the 
interest of equity in taxation 

Inudertally I wish to congratulate the 
prime minister for not succumbing lo the 
pleas for reviving the Investment Allowance 
I would suggest strengthening and hbeialis 
ing ihe scheme of Investment Deposit rnther 
than reviving an unsuitable incentive in the 
nature of Investment Allowance 

II is appropriate lhat suitable me isurcs are 
taken to check avoidance in the sphere ot 
capital gains in respcci ol transfer ot good 
will intioducmg personal asset into capital 
ol the firm transfers on retirement and 
dissolution in the case of linns 

Di Dii( t ion oi Tax at Sohrc i 

The Income tax Act alreadv provides 
deduction of lax at souicc from payments 
in iht nature of salants mierest dividends 
and payments lor work contracts I ht scope 
of payments from which tax will be deducted 
at source is now being extended to cover lees 
for professional services such as legal, 
medical, engineering or architectural services 
or the profession of accountancy or technical 
consultancy or interior decoration, etc. Such 
a provision will help government not only 
to recover the tax at an earlier stage than 
assessment ot income but also help to iden 
tifv new asscssecs and check suppression of 
income The provision is also being tightened 
suitably to cover attempts at defeating the 
provision by not crediting the amount ol in¬ 
come payable to the particular party's 
account The rates of deduction appear 


however to be excessive compared to the ef¬ 
fective rate of tax ultimately payable by the 
recipient oi the income. For example, reports 
on financial performance of the companies 
published by ICICI and IDB1 indicate that 
profit before lax forms less than 5 per cent 
of the sales 

Accordingly, the possible burden of 
income-tax by reference to sales in the cases 
ot companies would be 2 ‘A pei cent or less 
The rate of tax deductible at source in 
respect of payments for goods supplied to 
government or semi government institutions 
and companies is prescribed at 5 per cent 
Although there is a provision for making an 
application to t&e income tax officer and 
obiaining a certificate for deducting tax at 
source at a reduced late all this would in 
solve avoidable paper work in applying for 
ind issuing certificates and tssumg eventual 
efunds There is a need to scale down and 
to moderate the prescribed latcs of deduc 
non at source and reduce generally the cn 
suing piper work involved and reduce the 
frequency of payments of tax deducted al 
source 

Houxt OWNIKMIII’ 

Under the existing piovisions of income 
tax weighted deduction in uimputing tax 
able income is made available in respect of 
savings made by way of contribution to life 
insurance premium provident funds and 
puichase of National Savings C ertiheales 
The overall deduction is rcstncted to 
Rs 20 200 in relation to the total amount of 
specified savings upto Rs 40 000 In the cast 
of savings invested in National Savings ( tr 
tificatcs, it enables a tax pavu to get a tax 
free return for six vcirs ranging Irom 1* 68 
ptr cent to 24 I pci cent dcptndmg upon the 
size ot tax pay u s income and wbelher in 
terest from NSC is exempt u s 801 It in 
terest is not so tximpt u \ 801 tht tax paver 
gets a tax Irec return tor six sens ranging 
fiom 12 08 pti cent to 18 16 pci cent The 
ambit of specified savings is now bung 
broadened to cover savings in the nature of 
payments under anv self financing house 
building scheme ot housing boards or other 
development authorities arranging for con 
struction ot residential property on owner 
ship basis The amount ol instalment paid 
to any company or cooperative society 
towards the cost of house property allotted 
to the member as also the repiymcnt ot 
amount borrowed bv the asscssee from 
government, bank, I 1C or any public com 
pany for construction or purchase of rest 
denttal house property is also made eligible 
for weighted deduction The amount of sav 
■ngs qualified for weighted deduction in this 
manner is restricted to Rs 10,000 only within 
the existing'Mverall ceiling of Rs 40,000 in 
respect of specified savings 
Extending the area of saving qualifying 
for tax deduction is of course to be welcomed 
But it is relevant to note that deduction is 
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primary available in respect of savings ap¬ 
plied m non riskful, safe and secure kinds 
of investment Investments made in new 
companies or in sick companies which could 
be declared as new for the purpose ol 
rehabilitation do not become eligible for 
deduction 

There is really a need for promoting 
specific mutual fund schemes covering in 
vestments in riskful ventures new com 
pantes, sick companies etc whereby the in 
vestor could get the bene! it of spreading the 
risk and also the habit of investing in riskful 
new propositions could be inculcated and 
encouraged In a country like India whert 
every farmer undertakes usk in the face of 
uncertain rainfall conditions and the suscep 
tibility of crop to pest and other diseases 
11 is desirable that all peisons having tom 
lortablc incomes and who can at ford to take 
the risk art encouraged to do so 

Nl W SAVIN! S( HI MI 

In addition to the weighted deduction for 
specified savings upto Rs 40000 the govtrn 
merit lias piovidid ? niw avenue of savings 
under the National Savings Scheme I he 
amount deposited undei the new savings 
scheme out ol in mdividutls income 
eh iigidblc to I is will be emitted in computd 
lion ol Ins taxable income lei i deduction ot 
an imoiint tepid to M) per cent ot tht 
imouiu ol deposit However deposits only 
upto Rs 20 000 in scar will quality lor 
deduction ind the unount deposited will rc 
main locked up lor at least three, years 
When mv truount deposited under the Ni 
tional Sivtngs Scheme ind the interest ic 
cructl on tilts deposit is withdiawn so ptr 
cent ol the amount so withdrawn will be 
dtemed to he I lxiblt income in the year ot 
withdrawal In elite! the N rltonal Savings 
Scheme will ptovidc an opportunity lor 
medium tcini savings and then withdrawal 
according to the eireunistinces ot the in 
dividud Under the prevailing ptogressive 
income tas rates succeeding slabs of income 
aliract higher rates ol in The new savings 
scheme will help tcimlibiiaic the mcidenct 
ol t rx applicable ovei the vtars to the income 
ol (lit depositoi Not mere diversion ol tx 
istmg investment but the net savings ol the 
lax paver ate intended to bt tricoungtd 
under lilts sthtrnc 1 he del ills of tht scheme 
are vet to bt published 

When government s expenditure lot 
defence and development or otherwise has 
been last growing and the central budget 
continues to show deficit n levcnue budget 
vear alter vear it is difficult and irnpossi 
blc to launch work programmes for creating 
opportunities lor employment on a large 
scale such as road building and develop 
mtnl rjilwav constitution water schcmts 
health improvement schemes ilforestation 
schemes ind tilt like Unless lundv art rais 
ed in a non inflationary manner, the pto 
sped of rise in price and inflation will ton 
tinuc to remain present The government has 


to mop up resources through taxation or 
borrowings from those having comfortable 
incomes and those who can afford to pay 
After all, the inevitable result of continuing 
with large budgetary deficits is increase in 
money supply through increase in net credit 
to government bv the Reserve Bank and the 
inequitable inflationary rise in prices which 
extracts a kind of tax largely from the poor 
and middle income gioups In this light it 
is really unjustifiable to piovide tax free 
incomes upto Rs 90 000 lor a family of sav 
thtee persons Under the existing income tax 
provisions, a head ol the family, the wife in 
the household and minor child each is en 
titled to exemption from tax in respect of 
general income upto Rs 18 000 and income 
upto Rs 12 000 Irom specified mvestnunt 
u/s 801 This income from investment upto 
Rs 12 000 is eligible for exemption even it 
the income is all spent away and not an iota 
is saved This kind ol exemption therefore 
dots not enlarge the pool ot savings but 
merely diverts savings from one form of in 
veslmtni into another Paradoxieallv, a safe 
and sccuied kind ot investment ottering 
steady income such as putting money in a 
bank tht Unit Dust shares of established 
companies etc is sought to be tneouraged 
bv this kind of exemption In view of the 
geivcrnmcnt s budgetary position and with 
a new to reducing inequities in the tax strut 
lure it is necessary to scale down the exemp 
tion in respect of lamily income from the 
existing level of Rs 90,000 It would be 
equitable instead ot raise the general exemp 
tion limit from Rs 18 000 to Rs 24 000 and 
do awav in the baigain with standard deduc 
non applicable to salary income lb goad 
persons having a comfortable level ol in 
coine to save and invest preferably m riskful 
ventuits irid propositions and enabling 
persons with smaller income to spend in a 
grtatti measure ind enlarge the demand and 
nurket loi industrial and agricultural out 
put would according to me be a suitable 
strange tor the government to adopt 

( (IMI'VM Sharfs 

With a view to encouraging the habit ol 
investing in company shares and developing 
a secondary market through disposing ot old 
holding of slnics i newly introduced pto 
vision specifics tint shares held in a com 
pans lor more ih in 12 months instead ol 36 
months aceoiding to the existing provision 
will he a long term capital asset and conces¬ 
sional rate ol tax ipphcablc to capital gams 
arising Irom transfer ol long term capital 
asset will be available in the ease of sale of 
such shares I Ins is meant to encourage the 
shareholders to sell their shareholding after 
a penod ol 12 months from the date of pur 
chase instead ot holding on to them for a 
period ot three years for availing the advan 
tage ot concessional rate of tax applicable 
to long term capital gains Although the 
highly inflated existing share values may 


eventually decline and it could be advan 
tageous to incur a short term capital loss 
which could be set off against other taxable 
income rather than a long-term capital loss, 
the proposed amendment will over the long- 
run help to develop a secondary market in 
company shares 

Under the existing provisions of section 
80CC there is available a deduction of 30 
per eeni of the amount invested before 
March 31 1987 towards certain new com¬ 
panies’ shares offered to public subscription 
Although the total amount of deduction upto 
Rs 20 000 of investment remains unchanged, 
the period for making such investments and 
getting the benefits of deduction is now ex¬ 
tended for a further period of three years 
Deduction u/s 80CC enables a tax payer to 
obtain m addition to the dividend which may 
or may not be declared by a new company, 
an extra tax free yield for a period of three 
years ranging from 6 24 per cent to 10 41 per 
cent pci annum depending on the sire of the 
tax payers' taxable income It is experienced 
that in the case of oversubscription to new 
issue full allotment shares applied for is not 
available and the bothersome task of selec 
ting the new issues remains It would be con 
venicnt il State financial Corporation or 
other institutions set up a Mutual Fund 
devoted to investment in new companies or 
new projects and investment in such Mutual 
I und is made eligible lor deduction 
u/s 80CC 

While on the subject of investment in 
eompanv shares it is necessary to note that 
particularly lor the new entrepreneur and for 
small and medium companies, the cost of 
risk capital in the form of shares becomes 
far too heavy as the company is icquired to 
fustiy pay income tax on its prolu say, at 
a rate of about 50 per cent and then pay 
reasonable dividend to the shareholders 
which itself may be liable to tax in their 
hands As the investor has in opportunity 
to get a yield of 15 per cent or more by in 
vestment in relatively less rtsklul investments 
by wav ol debentures oi company deposits, 
the cost of raising capital in the form of 
shares exceeds 30 per cent per annum if the 
investing shaieholder is to get a yield ot 15 
per cent In this situation instead of creating 
a strong financial found uion by collecting 
the reasonable amount ol risk capital which 
will remain locked up in business lor a long 
period the company maugement or pro¬ 
moter obtains funds through borrowings in 
lerest on which is deductible in computing 
the eompanv s profits The government must 
approach this issue realistically and 
recognise that a reasonable return by way of 
dividend becomes a cost to the business in 
much the same manner as interest from bor 
rowed funds In order that industries or 
business ventures could be set up on strong 
fit aneial foundations and to prevent sick 
ness it would be useful and prudent to pro 
vide that dividend payment upto Rs 4 lakh 
but not exceeding the rate of 15 per cent per 
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annum will be deductible in computing the 
company’s taxable income I his would help 
small and medium companies to obtain 
funds by way ot equity or preference capital 
upto about Rs 25 lakh The large companies 
who already make decent profits and pay 
reasonable dividend and possess b> and large 
the capacity to pass on the burden of ta\ in 
the shape of price to consumers could be ex 
eluded from this kind of deduction T sen if 
for administrative reasons and simplicity the 
deduction in respect ot dividend paid upto 
Rs 4 lakh is made available to all companies 
it would meet the existing inequity of double 
taxation in aspect ol company incomes 

I have ilways held th it mvcslots lull into 
different categories Thtie arc investors liom 
among small income groups who would like 
to have high yielding investment income on 
tht meagre savings they possess so as to sup 
plement their eurient low liieomi lor Hie 
purpose ol meeting lamily nuds At the 
othet extreme there uc imtstots from 
imong upper income gioups who ate not so 
much in need ol supplementary current in 
come loi meet me' their norm il lairnlv needs 
111 their e isc investment is usu ills m ide with 
m eye on long turn cipitil ippieeiation 
which acts is a goi d hedge (gainst infl ilion 
Hit thud tcnninine category ot investors 
have mixed obiectius ol obt lining supple 
nunltrs cuiiciii income is tlso c ipn il 
appreci ilion ovvi ilongiun Ineciiliscs loi 
encouraging sayings ind insesmiu l need to 
be designed with i view to e deling to the 
dilttrent itquiremenls ot the ditkreiit 
e itcgoties ol investors 

II is possible loi example to citciiurige in 
vcstmtnt in long gest ition projects b\ illow 
ing companies lei issue zero inteiesl elebtn 
lures or zero dividend pieteri nee slnies eon 
vertible oi non eon\ertible but redeem iblc 
at a premium 7 years or 10 venis I u< i I lie 
guidelines lot issue ol dcbcntuics and the 
provisions under the C ompaillis Ael requut 
funds to be created out ot prolits lot reelem 
ptiou ol debtmutes or preference shuts 1 lit 
amount of premium funded by the company 
towards redemption ol debentures ol picftr 
cnee shares should be allowed as business 
expense in computing the compute s tjxable 
income I he pitmiuin on rexlemption is really 
in the nature ot mteiest tht payment ol 
which is postponed Instead ill c irrying i 
right to antm il interest oi dividend it debtn 
tnrts or prelcitnci slutts redeemable t! l 
premium are illowtd to be issued corn 
pames could be sued from sci'iting an in 
teresl burden during tht initial atst mon 
period 1 he company anti the investors will 
both be happy with this situ ition 

WllRlet Rx IN ORliXMXLI) SI ( lOR 

The new industrial pohev is aimed at 
upgiading production technology nioderms 
mg and exploding industries and exposing 
them to domestic and international compcii 
tion The gosernment has done the right 
ihing in ensut mg confidence among workers 


by providing that any sum received by any 
tax payer from his employees as contrtbu 
tion to any fund lor welfare of such em 
ployccs will be included m the tax payer's in 
come It has also provided that deduction 
in respect of sums received as contribution 
from employees towards anv welfare fund 
will be allowtd only if such sum is credited 
to the employees account in the relevant 
lund on or before the due date Similarly, 
as to sums piyable by a taxpayer as 
employer bv w iv ot contribution to piovi 
dcncl lund stipu uinuation fund or giatiniv 
lund will not be eligible lor deduction unless 
such sum has ictually been paid on or bttore 
lilt due dale In tht ease of companies non 
piymeni ol contributions on due date will 
itnaet induce!ly a tax late oi 50 ->ei cent 
or over I his is too harsh a penalty tor 
del lull m payment on due date Under the 
nine mule method ol accounting income is 
liable to tax although it is not reetivtd but 
his only iceriied Default in payment ol 
contiihution on due date may occur beeaust 
custonuis hive not paid for supplies unde 
In ilie compinv in due time which is quilt 
oltcn the c isc wluie supplies uc nndt to 
public seek)) intupusts A pen ilty in the 
n nine of te Ison ible amount ol inkiest will 
He more ippioprntc instead ot llaxhuidcii 
ol M) pu cent 

In leg utl to eiinipi ns mon iiciivtd by 
woi kinen On letrcm hiticnt undu the exisline 
Piovisions tile liuount ot eompensinon 
icceiytel in u urelincc wilh section 251 of 
Iht Industri il Disputes Vt upto Rs NO 000 
is exempt Iron! I t\ 1 he Scope ol i xemption 
is now bum, extended to covet compensi 
non received under the volunt lry retirement 
schemes ol public sector comp lines While 
M is ciicoui igitia k> note that the govci nine til 
is itkmptiiic' lo secure tile meieiscd con 
lidciki ol the wnikers it has not t tkui so 
I n iny steps mw itels encoinavinc incit isc 


of productivity on the par! of workers 
Workers in the organised sector have really 
become a privileged class It takes a capital 
outlay of about Rs 2 lakh to provide one job 
in the organised manufacturing sector All 
finance tor this capital outlay is provided by 
financial institutions banks and 
shareholders There is however no legal 
obligation on the workers to utilise these 
production facilities adequately and produe 
tivily Workers c in with impunity indulge m 
go slow avoid to give work according to 
recognised work norms and generally adopt 
woik practices that ate not compatible wtili 
improving efficiency and productivity It is 
desirable in my opinion lo introduce schemes 
wheieby mere »se in workers emoluments 
gets at Itast partly applied and invested in 
one lorrn or another in the liidustnal oi 
eommeieiil umls with winch almost then 
entile lik ctrcei is linked 

Developing a financial si ike ol employees 
is mils one ispcetol woikeis p uiicipation 
How .soikers who ire ti lined mil ue i» 
peeled to pu lomi isol tied t isks mel t ike m 
stiuctions from theu superiors cm gather 
cmiliduice mel undettlke responsibility is 
not in etsy problem Paitmp ition m 
in m le'uiient mel pariieiption in ownuslnp 
uc twodilkient ihings Sustained mipiovi 
im ii in productivity mil ittiuiniv is dil 
tic tilt lo come by without some kind ol id 
v nice low lids mvolvcniiiit md puiuip Hum 
ot cmpleiyies I his t uses the Issui of sli u 
mg the fruits liom pieiductiv its inue isi s as 
1 1 so shiung the burden ol the comp my s 
sit king lortuncs Rut this is not m issue 
which is discussed md dealt with uihu b\ 
ilk unions oi m the boird rooms It pro 
diictmlv inue ises are to help i ilset mill 
non md t it tit conditions conducive to use 
ol imp ovtd kiliiioloev mw investment md 
job tie mon wc line i lo u. w n io plod 
done 1 
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Budget and Housing Sector 

Vinay D Lall 

The 1987-88 budget has improved the fiscal environment for stimulating housing-linked savings and investments 
It is bound to increase the financial flow from the household sector into housing However, in the process some 
inequities have been introduced in the tax treatment of different components of housing (land and building), 
new and old housing stock, type of housing unit (plotted unit and apartment unit), building agency, etc It is 
necessary to remove these anomalies The inclusion of repayment of housing loans under section 80C should 
be re-examined and instead deduction for housing loans should be provided under a separate section of the Income- 
tax Act, preferably merging the interest and capitaI components Alternatively, a superior method would be to 
grant an investment allowance under which a specified per cent of housing cost should be deductible from the 
tax base over a seven-year period, subject to monetary ceilings on total deduction and annual deduction 


THb 1987-88 budget has provided a package 
of Fiscal support to the housing sector 
Together with the 1986 87 budget, thi< 
budget has implemented trfe government of 
India’s commitment to the housing sector as 
announced in the Seventh Five-Year Plan 
The plan document had, for the first time, 
brought out clearly the important role of 
housing in attaining several of the plan 
objectives such as improving productivity, 
creating employment, stimulating economic 
activity, improving inter-personal and urban 
rural equity and motivating savings A pro 
per habitation also facilitates the attainmeni 
of plan objectives in related areas like 
education, health etc 

The 1987-88 budget support to the hous 
ing sector is through grant of a fiscal incen 
tive for housing investment, extending 
finance to under privileged groups, announ 
ung the rationalisation of the legal system, 
and most importantly, announcing the set 
ting up of the National Housing Bank The 
importance of housing has been clearly spelt 
out by the prime minister in the budget 
speech To quote him (p 6) ‘Housing is high 
on our list ol priorities It is a basic need 
It also generates employment” It is hoped 
that the prime minister will take his com 
mitment to housing development to its 
logical conclusion by declaring it a 'priorits' 
industry 

National Housing Bank 

In the long run the prime minister’s an 
nouncement of the National Housing Bank 
will turn out to be the most important 
contribution to the housing sector The 
economic history of India since indepen 
dence has shown that sectoral development 
programmes have received a major thrust 
after creatton/strengthening of a specialist 
financial infrastructure Indian financial 
history provides examples m the areas of in¬ 
dustrial development, rural development and 
exports where organised public sector in¬ 
stitutional finance made a marked change 
in the sectoral scenario In the case of hous¬ 
ing, the inadequacy of finance has been 
identified as the major constraint The 
Seventh Plan has observed (page 295), “the 
biggest weakness of the housing sector is the 
non-availabihty of long-term finance to in¬ 
dividual house builders on any significant 
scale” The plan, therefore, proposed to 


establish a National Housing Bank and pro 
vided Rs 50 crore as seed capital The prime 
minister has shown his understanding of the 
seriousness of the housing problem and of 
the inhibiting nature of the financial con 
straint by not only announcing the creation 
of the National Housing Bank but also 
doubling the Seventh Plan provision of seed 
capital to Rs 100 crore 
The proposal should be implemented and 
a network of state and regional level mstitu 
lions must be created through active par 
pupation of the public sector, the co¬ 
operative sector, the joint sector and the 
private sector The second-tier institutions 
should be basically grassroots level organisa¬ 
tions that would mobilise household savings 
and provide long-term home loans to in 
dividuaJs The promulgation of the Nauonal 
Housing Bank Act at an early date is now 
an urgent matter 

Housing Investment Rtiiei- 

The most important fiscal intervention of 
the budget to facilitate housing activity is 
tht extension of the scope of section 80C of 
the Income tax Act to include payments 
made towards “purchase of construction of 
a residential house property” The follow¬ 
ing are the major features of the new fiscal 
relief 

(1) Maximum annual deduction from per 
sonal income tax base is Rs 10,000 The 
effective deduction would depend upon 
the total contributions made under sec 
tion 80C as the tax base erosion effect 
ol 80C contributions progressively 
declines with inucasc in the sim of con 
tributions it bung 100 per cent for first 
Rs 6 000 50 per cent for next Rs 6,000 
and 40 per cent for next Rs 28,000 

(2) The asset that is eligible for deduction 
under section 80C(!) is “now residential 
house property completed after 
March 31, 1987 

(3) The relief will be available from assess 
ment year 1988-89 

(4) Holding period for which qualifying 
asset has to be owned (i e, cannot be 
sold) is five years In case of earlier 
transfer, the "aggregate amount of 
deductions allowed in earlier years shall 
be chargeable to tax under the head ‘in¬ 
come from other sources' of the previous 
year in which such transfer takes place” 


(5) The expenditures that will be eligible for 
deduction include 

(a) Instalment or part payment under 
self financing scheme or other 
schemes of development authority, 
housing board or other authority 
engaged in the construction and sale 
of house property on ownership 
basis 

(b) Instalment or part payment due to 
a company or co-operative society 
towards the cost of the house allot¬ 
ted to the assessee who may be its 
shareholder or member 

(c) Repayment of loan from central or 
state government, bank (including 
co-operative bank), LIC, an approved 
housing finance public limited com¬ 
pany and a public limited company 
employer 

(d) Stamp duty, registration fee “and 
other expenses for the purpose of 
transfer of such house property to 
the assessee” 

The Finance Bill 1987 lists specific item* 
of housing expenditure that are excluded 
from the scope of the fiscal relief Thest 
include 

(1) Admission fee, cost of share and initial 
deposit which a shareholder of a com 
pany or a member of a co-operative 
society has to pay to become a 
shareholder or member 

(2) The cost of land, except where the con 
sideration for purchase of the house pro¬ 
perty is a composite amount and the cost 
of the land alone cannot be separately 
ascertained 

(3) The cost of any addition or alteration to, 
or renovation or repair of, the house pro¬ 
perty which is carried out after the issue 
of the completion certificate m respect 
of the house property by the authority 
competent to issue such certificate or 
after the house property or any part 
thereof has either been occupied by the 
assessee or any other person on his 
behalf or has been let out 

(4) Any expenditure in respect of which 
deduction is allowable under the provi¬ 
sion of section 24, namely, interest upto 
Rs 5,000 paid on a home loan 

Interpretations and Implications 
(a) Repair and renovation of old stock A 
study of the Finance Bill 1987 and the ac 
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companying explanatory memorandum sug¬ 
gests that the thrust of government’s fiscal 
strategy is to encourage only creation of new 
housing stock The magnitude of the hous 
mg shortage, the large financial requirements 
for new housing, the vast sums invested m 
old housing stock and socio-economic pro 
btems associated with decaying housing 
stock, especially in the metropolises brings 
out the need and urgency to also support 
repair and maintenance of (he decaying 
housing stock The per unit cost of restruc¬ 
turing an old dwelling unit is lower than 
creating a new unit The draft National 
Housing Policy, brought out by the union 
ministry of urban development (January 
1987) has nghtly stated (p 17) “considering 
that investment in new housing involves large 
capital investments, priority will be given to 
renewals and repair programmes by user 
groups and associations of house owners” 
The policy document further adds, “finance' 
will be made available for improvement and 
upgradation of existing housing stock” It 
is a good principle of economic planning 
that financial and the fiscal strategy should 
work in harmony with the sectoral policy 

The exclusion of repair and renovation 
cost from the fiscal incentive base introduces 
an element of inequity in the tax treatment 
of investments in new and old housing stock 
This inequity should be removed 

It is possible that a repair and renovation 
programme provides an avenue for mis use 
To check this possibility possibly some 
monetary ceiling and guidelines may be 
specified particularly relating to interior 
decorations, lavish renovation, etc 

(b) Land component of housing stock. 
The fiscal incentive will be basically 
restricted to the housing structure and will 
not cover the land component except, where 
cost of house property is a composite 
amount and the cost of land cannot be 
separately ascertained" This restrictive 
clause has some far reaching implications 

(1) It is biased m favour of group hous 
mg, multi storied apartment housing where 
land and construction costs are generally 
merged 

(2) it is biased in favour of public sector 
housing progiamme which is becoming in 
creasingly muth storied housing The fiscal 
policy will go against the government's 
avowed policy of public sector role of 
“facilitator” of housing, leaving construe 
tion to the private sector 

(3) It is biased in favour of large private 
sector builders, who have entered group 
housing activity in a big way 

(4) It is biased against the small privatt 
builder 

(5) It is biased against housing activity in 
small and medium towns where plotted 
housing units are still a prominent feature 
of housing and for which separate land cost 
data are readily available 

(6) It is biased against incremental hous 
mg, phase housing and self-help housing 


programmes, where a plot of land is first ac¬ 
quired and gradually the dwelling unit is 
constructed in stages depending on the 
financial capability of the owner 

(7) It is based on a misconception that for 
group housing programme the house and 
land cost is composite The break-up of land 
and construction costs are available with the 
builder (in public, private, or co-operative 
sectors) and in fact, land costs are appor 
tioned amongst the apartments, either on a 
rule of the thumb basis or a crude 
calculation 

The exclusion of cost of land from the 
fiscal incentive base introduces an element 
of inequity in the fiscal system by differen 
tial tax treatment of different cattgones of 
housing stock namely plotted units and 
apartment units 

(c) C omponents of home loan It is not 
clear whether the new fiscal incentive covers 
only the capital repayment component or 
also the interest component Section 24 pro 
vidcs for deduction of upto Rs 5,000 of in¬ 
terest paid on house loans, from the personal 
income tax base and the Finance Bill 1987 
categorically states that deductions 
“allowable under the provision of section 
24" are excluded We may assume, therefore, 
that the new fiscal incentive applies only to 
the loan component which is a sound pnn 
ciple as a fiscal benefit should not be given 
twice on the same base 

A careful study of clause (a) and (b) of 
item (n) in the finance Bill 1987 (p 19) sug¬ 
gests the inclusion of interest in the incen 
live base An instalment" under a hire 
purchase or instalment housing scheme of 
a development authority or housing boaid 
spread over a long period, always includes 
an interest component (though accounts are 
not presented separately to the allottee) In 
the case of houses sold by private builders 
the inclusion of interest in an instalment 
scheme is evident in the difference in puce 
quoted for a cash down payment and an in 
stalment payment scheme 

The issue therefore is should interest and 
capital repayment be given fiscal reliefs 
under different sections of the Income tax 
Act or under an integrated scheme A 
separate system is biased in favour of 
assessees subject to higher rate of interest 
and in the Indian housing finance system, 
the higher rate of interest is related to the 
siae of the house loan Thus, a separate loan 
and interest relief system becomes biased in 
favour of the high income assessce who has 
access to larger home loans either from a 
single source or multiple sources such as 
employer (government or public limited 
company), provident fund, LIC and hous 
ing finance institution A separate relief 
system will also entail additional paper work 
for the home loan organisations and increase 
bureaucratic tangles In either case, as an 
nual interest calculated on beginning of the 
year balance, the housing finance institution 
‘over charges’ interest and in the process, the 


revenue loss to the exchequer will be higher 

Incidentally, the section 24 relief for in¬ 
terest on home loans is available after con¬ 
struction of the property, but the new relief 
will be available even during the construc¬ 
tion period as for example instalments paid 
to a builder during construction 

The proposed scheme will encourage loan 
finance and discourage own savings through 
two fiscal incentives, under sections 24 and 
80c An anomaly is created that is similar 
to that existing m the industrial finance 
system, where cost of loan capital is deduc¬ 
tible from corporate tax base but the cost 
of equity capital is not Such a system would, 
a prion, led to a deceleration in the rate of 
savings for purposes of housing 

(d) Net saving or dissaving The Finance 
Bill 1987 has proposed to gradually shift 
from a ‘gross saving' to a ’net saving' con¬ 
cept for providing fiscal reliefs, presumably 
based on the interim report of Chelhah 
Committee on Lxpcnditure Thx The new 
housing related fiscal relief is so structured 
that a doubt arises whether the government 
is actually practising what it professes to 
preach 

The payments of ‘instalment or part- 
payment under self financing or other hous 
ing schemes, or of stamp duty, registration 
ftc and “other expenses" may be financed 
from withdrawals of provident fund, CTD, 
NSC , etc, on which section 80C relief was 
claimed earlier Such 80C ‘tnjoyed’ savings 
are given a second round of tax preferential 
treatment In other words, dis-savings’ are 
rewaidcd going against the very concept of 
net savings' Jusi as double taxation of the 
same tax base is unjustifiable, double deduc 
non of the same amount from tax base is 
equally improper 

Furthermore section 80C is supposed to 
lock in’ the savings of the assessee for a 
specified period and then ‘refund the sav¬ 
ings on completion of the ‘lock in’ period 
There arc thus two stages in the scheme The 
inclusion of items like “stamp duty, registra 
non fee and other expenses under a section 
of the Income tax Act, whose purpose is to 
stimulate long-term savings, seems to be go 
mg against the spirit of the law These are 
direct expenditures I here is no question of 
a ‘refund’ later on It would also set an 
unhealthy precedent It the assessee has to 
be given a relief from stamp dutv, registra¬ 
tion fee etc, it should be provided under 
some other ‘edion of the Income-tax Act, 
or rather w hat may be a mere desirable and 
straightforward strategy, by rationalising the 
legal svstun concerning stamp duty, proper 
ty tax, etc Using the fiscal instrument to 
undo the evils of a legal system that requires 
urgent rationalisation is not a prudent, long 
term fiscal policy Also, it denies the ‘im 
phcii subsidy to a home owner who is not 
an income tax assessee 

(e) Efject on savings and tax liability I 
fear that the home loan linked fiscal incen 
tives may have an adverse effect on net sav- 
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ings mobilisation As loan repayment upto 
Rs 10,000 is deductible and a tax base ero¬ 
sion of a maximum of Rs 8,000 is possible, 
the assessee may reduce his investments in 
some of the voluntary savings schemes in 
which he was saving earlier to get 100 per 
cent deduction on the first Rs 6,000 housing 
related expenditure, and 50 per cent deduc 
tion on the next Rs 4,000 The assessee tan 
not reduce his statutory savings in provident 
fund but he van reduce any voluntary con 
tributions made over and above the statutoi v 
minimum He can also foreclose some other 
saving schemes (NSC VI and VII Cl D etc) 
even if that entails some monetary loss 

In case an assessee is already making sav 
ings/invcstment in section 80C assets of 
Rs 12,000 per annum the housing related 
relief ot Rs 10 000 w ill permit him to reduce 
his tax base at best by Rs 4,000, and will 
generate tax swings of Rs 1 000, Rs 1,200, 
Rs 1,600 or Rs 2000 depending on his 
marginal tax rate of 25 per cent, 30 per cem, 
40 per cent or 50 per cent icspeetively Such 
an assessee may find the scheme unattrac 
tive, as complied to section 24 relief, allow 
ing deduction of interest on home loans upto 
Rs 5,000 without aifectmg the relief under 
section 80C' 

It is likely that middle income and high 
income assessees will restructure their in 
vestments in section 80C assets in case they 
arc repaying housing loans (or will repay 
housing loans in the future) and/or incur 
(have to incur) deductible housing related ex 
pendituics Four hypothetical examples of 
the impact ot the home loan deduction relief 
on the net savings efforts and tax liability 
are presented in the table tot assessees hav 
mg a monthly income of Rs 3,000 Rs 4 (XX) 
Rs 5,000 and Rs 6,000 A 20 pu cent sav 
mgs rate is assumed 10 per cent of income 
is saved in statutory provident fund scheme 
and an additional 10 per cent is saved on a 
voluntary basis in 80C eligible schemes The 


tax base diminution effecr(TBDE) of section 
80C deduction is higher at lower income 
levels due toihe larger per cent of total 80C 
savings covered bv TBDE of 100 per cent 
and 50 per cent However, with the introduc 
tioir of housing expenditure under 80C 
deductions and reducing saving rate to 10 
per cent (i e, only the statutory amount in 
provident fund) the trend is similar but the 
TBDE rises substantially Thus at an annual 
income of Rs 36,000, the TBDE of section 
80C rises from 23 6 per cent to 34 4 per cent, 
at income of Rs 48,000, the respective rates 
are 20 5 per cent and 26 6 per cent, at in 
come of Rs 60,000, the respective rates are 
18 0 per cent and 21 2 per cent and at income 
of Rs 72,000, the respective rates are 161 per 
cent and 22 7 per cent In case the saving 
rate is maintained at 20 0 per tent the TBDE 
will be even larger 

Thus while there is dis saving on one hand 
(to the extent that past savings are used to 
make payments toward instalments, stamp 
duty etc) on the other hand, new savings 
are constrained by home loan liabilities and 
housing iclated expenditures Yet TBDF will 
increase 

The financial dis saving has to be kept in 
view in (he context of the new savings 
scheme lhat has been proposed in 1987 88 
budget, under which Rs 10,000 or 50 per cent 
of deposits upto Rs 20,000 can be deducted 
Irom the tax base in addition to Rs 20 200 
deductible on a savings of Rs 40 000 under 
section 80C 

RfNTAL iNCOMt 

The 1987 88 budget provides for tax 
deduction at source (1DS) under section 
I94E ot rental payments exceeding Rs 36 000 
per annum at ihe rate of 10 per cent and ex 
ceeding Rs 48 000 at the rate of 20 per cent 
This innovation will a priori, have the effect 
of reducing lax evasion on rental incomes 
as the government will have information on 


f mu i Ivip\r r or Hoi siM, 1 n< fniivi- on 1 vs. 1 iahii nv 
(Through 10 Per Cent Dis Savings) 

IA mounts in RuptesJ 


(1) Income (less HRA) 

36 000 

48 000 

60,000 

72,000 

(2) Standard deduction 

8 000 

10 000 

10,000 

10 000 

(3) Income before 8(K_ 

28 000 

38 000 

50 000 

62 000 

(4) 80C comribulion 

(a) Provident 1 und (10 per scni) 

3 600 

4 800 

6,000 

7 200 

(b) Others (10 per cem) 

3 600 

4 800 

6,000 

7 200 

(5) 80C deduction* 

6 6(H) 

7 800 

9 000 

9 960 

(6) Saving rate (4 as per ecru ol 1) 

20 

20 

20 

20 

(7) Tax base (1 5) 

21 400 

30 200 

41000 

52 040 

(8) TBDE (7 as per cent ol 3) 

23 6 

20 5 

185 

161 

(9) Thx liability 

850 

3 310 

6,550 

10 066 

(10) Housing expenditure 

10,000 

10 000 

10,000 

10000 

(11) Revised 80C contribution (4a-i 10) 

13,600 

14 800 

16,000 

17,200 

(12) Revised 80 deduciion* 

9 640 

10 120 

10,600 

14,080 

(13) Revised tax base (3-12) 

18 360 

27 880 

39 400 

47,920 

(14) Revised tax habilitv 

270 

2 614 

6,070 

8 626 

(15) Additional tax saving amount (9 14) 

580 

696 

480 

1,440 

(16) Revised TBDE (13 as per cent ol 3) 

34 4 

26 6 

21 2 

22 7 


Notes * First Rs 6 000 100 per cem next Rs 6,000 50 per cem and next Rs 28,000 40 per cent 
TDBE - Tax Base Diminution Effect 


rental payments exceeding Rs 3,000 per 
month and can assess, on a random basis, 
how much rental income is declared by their 
recipients The possibility of evading TDS 
on rental payment by breaking it up into fur¬ 
niture and fixture charges, etc, will not be 
possible as the definition of ‘rent’ for sec¬ 
tion 194E includes all such charges 
However, TDS is not to be made by ‘an in¬ 
dividual or a Hindu undivided family’ l\vo 
possibilities on evasion of tax on rental 
income are possible and the ministry of 
finance will have to consider plugging these 
loop holes 

(1) High rental hopsing units will be given 
in the name of the individual or the HUF 
and not on “company’s lease’’, as is the 
current practice, 

(2) In case of company lease accommoda 
tion, the landlord may take large interest 
free deposits in lieu of the rental com 
ponent exceeding Rs 3,000 per month 
(later written off as bad debt 1 ) or, alter¬ 
natively, ask for cash payments on no 
receipt basis, (he amounts exceeding 
Rs 3 000 or charge them as rcim 
bursemcnis tor damages to the house 
properts The landlord may also ask for 
annual rtnial payments in advance at the 
beginning ot the vear and enjoy the in 
iciest to compensate the loss in rental in 
come The income tax department will 
have to carefully scrutinise rental 
payments on companies accounts The 
admmistraiive cost of the additional 
work would have to be measured with 
reference to the increase in tax receipts 

Ri At and I tr,Ai Owner 

The distinction between the legal and a 
real owner of a houst properly has been a 
bone of contention for a long time, since the 
emergence ot the phenomena of property 
transters on the basis of power ot attorney 
Even though the property ownership was 
transferred, the former owner remained the 
legal owner on the records of the develop 
nnnt authority or the housing board or co 
operative society, which sold the property 
However, the tax authorities recognised both 
the owners (legal and real or ‘beneficial’) for 
purposes of taxation but granted fiscal con- | 
cessions only to the legal owner This distinc > 
tion has now been, very rightly, removed by 
enlarging the meaning of expression ‘owner 
of house property’ in clause (in) of section 
27 by providing that "a person who comes 
to have control over the property by virtue 
of such transactions will also be deem¬ 
ed to be the owner of the property” The 
change will be effective from assessment year 
1988 89 

It would b* desirable to extend the logic 
further by transferring legal ownership status 
to the ‘real’ owner without a long waiting 
period so that the role of power of attorney 
in property transfers can be eliminated The 
government can, in the process, charge a 
high transfer tax, as it is a well known fact 
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that a large amount of money exchanges 
hands under the guise of a power of 
attorney 

The Indira Awaas Yojana was introduced 
m the Finance Act 1986-87 and has now been 
extended in the 1987 88 budget An amount 
of Rs 125 crore will be allocated for this pro 
gramme, which seeks to construct one 
million houses in the Seventh Plan period 
for scheduled castes and scheduled tribes 
The more important aspect of this scheme 
is that the state governments will be free to 
allocate the amounts in the programme as 
seed capital for 'aunching Indira Awaas 
Yojana societies to provide home loans for 
scheduled castes and scheduled tribes This 
has important implications for the proposed 
second tier state and regional level housing 
finance institutions to be created and 
strengthened through the National Housing 
Bank In fact, similar home loan institutions 
lor economically under privileged segments 
ot the society should be cieiicd all over the 
country through seed capital support from 
the central and state governments and also 
some support and refinance facility from the 
National Housing Bank 

RXDONM ISAIION Of lit M 
hNVIKOVMl Nl 

The 1987 88 budget has innounccd the ra 
tionahsation of son; of the legal constraints 
like the rent contiol act and the urban laud 
ceiling act largely on the basis ol theiccom 
mend mons of the N monal C ommission on 
Urbanisation which submitted ns interim 
report in Janu nv 1987 

It would be desirable to have a public 
debate on the proposed changes in the lee il 
environment before incorpoiating them into 
the legal statutes It is equall\ meessarv to 
rationalise some other housing related Itws 
concerning apertment ownership lore 
closurt stamp duty registration Ices pro 
pirtv taxation tic Woik should be initiated 
to harmonise Mile and local tas laws on 
housing propuiv throughout the countiy as 
an umloim legal svstein lacilii itts the spread 
ol institutional Imantine ot the housing 
sector 

With the improvement in iht fiscal en 
sironment for housing tht creation of the 
National Housing Bank and the eleai diree 
non to the private sector to enter housing 
in a big way, we can expei t several new cor 
poraie units, especially in the areas of 
housing finance, consnuction and building 
materials The housing finance institutions 
can expect to get section 80L relief to their 
shareholders, fixed deposit holders and par 
ticipams in home loan linked savings 
schemes The important contribution of the 
Finance Bill 1987 is the amendments to see 
tions 194 and 194 A Asa result, theassescec 
will receive dividend and interest income 


without tax deduction at source (TDS) upto 
Rs 2,500 instead of Rs 1,000—-an increase of 
150 per cent, which improves their liquidity 
Now investors can invest upto Rs 16,500 to 
Rs 18,000 in shares and fixed deposits of any 
company without being subject to TDS 
(assuming a rate of retui n ol 14 per cent to 
15 per tent) instead of Rs 6,500 to Rs 7 000 

Most important the benefit under section 
80C for investment in shares of new compa 
mes, which was to be withdrawn with effect 
from April 1, 1987 has been extended for 
three years rurthumore, the holding penod 
fot such shares has betn reduced from five 
years to three years Another important 
change is the reduction of the holding period 
of assets from 16 months to 12 months to 
receive concessional tax treatment under 
capital gains tax These changes will 
stimulate corporate sector activities in the 
housing sector 

The capital gains on sale ol a house was 
exempt from the capital gains tax in the case 
of individual asscssee This benefit is now 
extended to the HUF 


C ONCl USIONS 

The budget has improved the fiscal 
envnotiment for stimulating housing linked 
savings and investments It is bound to 
increase the financial flows from the 
household sector into the housing sector 
However in the process some inequities have 
been introduced in the tax treatment to 
dilfere nl components of i house (land and 
building) new tnd old housing stock type 
ol housing unit (plotted unit and apartment 
unit), building agenev etc It is necessary to 
remove these anom dies Ihe inclusion ol 
rep lyment of lo in under section 80C should 
be re examined because tht sanctity ol a sas 
ings stimulant should be maintained Dedue 
non for home loan should be provided undtr 
a separate section of the Income tax Act 
preltrablv metging interest and c ipttal tom 
pontm Alternatively a superior method 
would be to grant a housing investment 
allowance, undci which a specified per tent 
of housing com (inclusive of land cost) 
should be deductible Irom tax base over a 
7 vear period subject to monetaiy ceiling 
on total deduction tnd annual deduction 
I he same incentive base should not be 
granted a fiscal deduction on more than one 
occasion Also both section 24 and ROC 
leliefs treopen ended in terms ol operative 
period 

Ration lhsmg ol legal environnicni (relicI 
for stamp dills legislation fee tic) should 
be done ducctls tluough changing the res 
pectisc tax rstes and not through tht tiscal 
system Fiscal relicf on legal dues creates 
inequity between a house owner who is an 
income tax assessce and another who is not 


an income tax assessee 

Finally, Ihe amendment of section 194G 
concerning deduction at source on rental 
payments ts likely to stimulate more tax 
evasion activities than it will curb The 
economic justification tor this fear is the 
enlarging gap between demand for and 
supply ol rental accommodation Possibly 
rationalisation of the Rent Control Act 
might, to some extent improve the supply 
ol rental housing The simplification of the 
‘fiscal definition ol house owner should be 
extended to the legal system and simplify the 
process for transfer of property 


PICUP 

PRADtSHIYA INDUSTRIAL AND 1N- 
VISTMFN7 CORPORATION OF UP 
(PICUP) and JK Colton Spinning and 
Weaving Mills Co L id have signed an agree 
ment on setting up a Rs 225 crore photo film 
project in Almora region tn the state The 
joint sector project which will manufacture 
photo sensitised goods will be financed by 
wav ol shire capital of Rs 75 crore and 
Rs ISO crore in term loans PICUP will 
contribute Rs 19 5 croie to have 26 per 
cem ol equity shares and J k Spinning and 
Weaving Mills to I td will buy 25 per cent 
of equity shares of Rs 18 75 crore The 
balance of 49 per cent of equity shares of 
Rs 36 /5 crore will be offered to the public 
The main products to be manufactured in 
elude industrial and medical X ray films, 
cine films photographic paper and graphic 
and other films with a total capacity of 13 
million sq mis per annum this would be 
the first project in the eountrv for the manu 
faeture ol coloured ctnt films Photographic 
paper is currently being imported and de¬ 
mands for it is expected to be much larger 
than (he licensed capauts In cast of medical 
andindustml \ rav films the existing pro 
duuion in iht countis is based on cellulose 
tn acetate whereas tht proposed project 
would be the first in the country to be based 
on polyester Tht project will employ impor 
ted technologs fiom world reputed process 
liccrueus like Fuji ot Japan komshoroku of 
Jap in kodak 3 M arid Dupont of the US, 
Agfa Gascart of Belgium and ORWO of 
tiDR The turnover of the proposed project 
during ihe optimum year would be about 
Rs 500irore It will become operational by 
ihe beginning of 1989 and will provide direct 
employment to about 1,500 persons while in 
direct employment to be generated by the 
project would be over 3,000 P L Puma 
ni n icinc dncetor ol PIC l P met Cum 
Hut Singh inia ol Ik Cotton signed 
ihe micciiuni oil \I iich II 1987 m 
1 Ilk kilo" 
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Tmhc2 Govir^mfnts Rfceifis 

(Rs cron) 



1987 88 1986 87 

(Budget) (Revised) 

1986 87 
(Budget) 

1988 86 

1984 85 

1987 84 

1982 83 

1981 82 

1980 81 

1 Him nui Hi dipt* 

(1) Ux Revenue 

(i) Taxes on income, propetty and 
capital transitions 

6 438 

6 24 7 

8 K3 7 

8 862 

4 626 

4 320 

7 877 

7 552 

2,907 

o / whiih 

Corporation lax 

x 4S2 

7 77(1 

7 127 

2 868 

2 "6 

I 497 

2188 

1 970 

1,377 

Taxes and income other th in 
corporation tax 

2 848 

2 164 

2 888 

2 809 

1 928 

t 699 

1 570 

1,476 

1,440 

Wealth tax 

120 

128 

KX) 

1 8 7 

U) 7 

93 

90 

78 

67 

(it) Taxes on commodities and services 

28 268 

26 128 

7 8 tro 

27 109 

18 802 

16 367 

17 784 

12 264 

10,242 

of which 

C ustoms duties 

12 000 

II 800 

It) 404 

9 826 

7 041 

8,883 

8 119 

4 3<X) 

3,409 

1 xcist duties 

18 624 

It 34 7 

14 06 7 

12 9S6 

II I ' 1 

10 222 

8 059 

7,421 

6 500 

(m) Gross lax revenue 

74 7(17 

72 (tl 

70 90 7 

28 671 

27 428 

20 687 

17 657 

15 816 

13,149 

(iv) States share ol lax levuiuc 

9 014 

8 461 

8 226 

7 49| 

' 77” 

8 246 

4 640 

4 274 

3 791 

(v) ( enlres ncl lax revenue 

28 689 

24 ■>()■» 

77 643 

21 180 

r 68i 

18,441 

17017 

11 542 

9 358 

(2) Non tax levcnuc 
(i) Interest receipts 

6 26 1 

8 Sps 

8 87| 

1 886 

7 96 7 

2 668 

2 882 

2 215 

1,795 

(ii) Dividends tnd piohts 

820 

461 

486 

8| X 

407 

481 

419 

322 

292 

(hi) Other non lax revenue 

3 78 7 

t r>9 

xvo 

1 |84 

949 

806 

748 

552 

492 

(is) lotal non t i\ revenue 

10 168 

9 148 

6 86 1 

6 2s' 

X 7)9 

7 928 

4 019 

7 089 

2,879 

(1) loial Kcvtnm Rcccipls 

78 g'-i 

7 7 7' 7 

29 s|() 

77 17s 

7 2 970 

19 766 

I 7 076 

14 671 

11 977 

1I( apital lit 11 ipts 

(1) Market bonowintts 
(i) (iross 

7 121 

6 7<0 

6 7 so 

8 847 

4 884 

4 782 

4 [37 

7 198 

2 949 

(n) Rtpavnienis 

S2I 

1 08(1 

1 080 

6x9 

488 

347 

366 

288 

270 

(in) Net 

6 300 

8 300 

S 7(Xt 

l 884 

4 096 

4 039 

3 771 

2 917 

2 679 

(2) Txkrri il bonowmes 

(i) (now 

4 7 3' 

1 4t 

7 M2 

2 629 

2 47' 

2 217 

2 190 

! 843 

2164 

(u) Rep ivineiits 

1 I7S 

1 ON 

X6 7 

670 

88' 

8'4 

8 74 

486 

447 

(in) Net 

1 200 

2 4 In 

2 9'0 

1 999 

1 922 

1 667 

1 686 

1 387 

1 717 

(3) Recovciv ol loins (net) 

4 OS 1 

3 67 1 

7 77 ( 

7 ’S| 

2 rxt) 

2 867 

2 730 

I 887 

2 096 

(4) Sm ill siviru s 

(i) Tot il volltclions (nut 

8 400 

4 U(xt 

8 300 

4 292 

3 681 

2 408 

1 727 

1 799 

1 121 

(u| lotus to sidles tg imsi ml 
collections 

3 200 

1 sOo 

3 2(H) 

2 >«)' 

1 97 x 

I 799 

1 104 

882 

7 12 

(in) l i nlri s share 

7 200 

2 100 

100 

1 189 

1 716 

1 009 

619 

8I 7 

409 

(5) Pros idem hinds (nil) 

678 

8 t 

471 

49' 

429 

78x 

828 

298 

274 

(6) Sped il dcposils 

1 tto 

2 620 

1 820 

1 199 

1 418 

1 021 

878 

770 

607 

(7) Other items ol c ipu il rteeipis (net) 

1 h’O 

’ 02 

7 7)7 

4 ' >0 

2 67X 

2 119 

886 

927 

138 

III lotal Hi i t ipt- 

86 972 

8 2 1)11 

49 |X0 

44 68 7 

7 7 9,7 

7 7 679 

28 032 

22 992 

19 879 

1\ ( t ritral Govt mini nt , Hi 111 

Internal debt 

98 181 

xs t! 

XO 642 

71 079 

«K ,7 7 

80 267 

46 939 

75 683 

70 864 

External debi 

22 999 

20 ’17 

20 980 

18 1' 7 

16 67 , 

tx 120 

17 682 

12 328 

II 298 

Total debt 

121 180 

10' 4 1 

101 8>r> 

X9 19 7 

7 x rt 

68 187 

60 621 

47 981 

42 162 

Katios (pi rn iitngi s| 

(1) Tix revenue (net ol votes shdie) to tot tl 
revenue tevetpts 

’1 2 

’ 6 

7' 6 

s 

’6 8 

’9 7 

’6 4 

7 8 9 

78 4 

(2) taxes on income propcriv indeipntl 
(including stale s share) to gross 
tax revenue 

18 6 

19 I 

189 

19 4 

19 7 

7 0 9 

21 9 

22 8 

22 1 

(1) Taxes on tneonic property and etpiidl to 
GDP at maiket prices 

(4) Taxes on commodities and sersucs to 

GDP at market pi tees 

(5) Central governments debt to GDP it 

market prtees 

(t) External debt 

(u) Internal debt 




2 7 

9 ' 

36 6 

7 x 

29 2 

•s X 

X 8 

78 | 

7 8 

2 7 7 

2 2 

8 4 

7! 7 

7 8 

28 9 

24 

8 4 

36 8 

8 7 

28 5 

24 

8 3 

72 6 

8 4 

24 2 

23 

80 

33 1 
89 
24 2 
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Table 3 Governments Expenditure 

(Rs cron 



1987-88 

(Budget) 

1986-87 

(Revised) 

1985-86 

1984-85 

1983-84 

1982-83 

1981 82 

1980-81 

I Non plan Expenditure 

39,266 

37,396 

29,705 

25,063 

20,017 

17,774 

14,133 

13,062 

(1) Interest Payments 

10,630 

9,550 

7,503 

5,974 

4,796 

3,938 

3,195 

2,604 

(2) Defence 

12,312 

10,194 

7,987 

6,661 

5,831 

5,021 

4,329 

3,604 

(3) Subsidies 

5,605 

5,579 

4,929 

4,208 

2,902 

2,262 

1,941 

2,028 

(i) Food 

2,000 

2,000 

1,650 

1,101 

835 

711 

700 

630 

(n) Fertilisers 

1 910 

1893 

2,050 

1,927 

1,041 

603 

381 

505 

(in) Export promotion 

870 

788 

605 

518 

463 

477 

477 

399 

(iv) Other subsidies 

825 

898 

624 

662 

563 

471 

383 

474 

(4) General services 

4,121 

3 603 

2,894 

2,405 

1,999 

1,680 

1,278 

2,115 

of which 

Police 

975 

868 

631 

528 

482 

363 

322 

274 

(3) Social services 

1 029 

1 094 

818 

623 

503 

412 

267 

260 

(i) Education, sports, youth 
welfare, etc 

347 

346 

301 

262 

224 

209~ 

166 

144 

(ii) Health and family welfare 

118 

136 

101 

123 

87 

71 

62 

90 

(m) Labour and employment 

153 

222 

165 

155 

89 

76 

70 

59 

(iv) Information and broadcasting 

133 

135 

106 

24 

27 

24 

30 

19 

(v) Other social services 

258 

255 

145 

59 

76 

32 

-61 

-52 

(6) Economic services 

1,510 

1657 

963 

1,406 

917 

1,010 

988 

539 

(i) Agriculture and allied services 

258 

226 

154 

246 

170 

21 

65 

57 

(ii) Energy, industry and minerals 

318 

335 

120 

626 

315 

177 

247 

104 

(in) Transport and communications 

185 

178 

124 

155 

119 

202 

136 

122 

(iv) Science technology and 

environment 

360 

347 

302 

258 

221 

197 

171 

148 

(v) Postal deficit 

130 

331 

162 

118 

67 

79 

85 

64 

(vi) Other economic services 

259 

240 

101 

3 

25 

334 

284 

44 

(7) Expenditure of union territories 

without legislatures 

457 

609 

518 

360 

303 

253 

234 

198 

(8) Grants to states and union 

territories 

1,689 

1 606 

1,807 

994 

938 

824 

594 

626 

(9) Other grants 

146 

129 

81 

89 

90 

78 

68 

57 

(101 Loans and advances to stales and 

union territories 

99 

i51 

569 

468 

176 

87 

50 

161 

(11) Other loans 

921 

2 j64 

913 

1,025 

1 251 

1 964 

816 

658 

(12) Non plan capital expenditure 

527 

650 

723 

850 

311 

245 

373 

212 

11 Plan Outlay 

23,676 

22 932 

19,914 

16,615 

14,038 

11 913 

10,250 

8,994 

(A) Budget Support for Central Plan 

14,923 

14 792 

12,870 

11,507 

9,275 

7,456 

6,683 

5 674 

(1) Economic Services 

11,929 

12,585 

11,127 

9 744 

7 831 

6,424 

5,655 

4 715 

(i) Agriculture and allied servicts 

360 

497 

1,103 

1,218 

1,055 

933 

805 

617 

(ii) Rural development 

1,651 

1 541 

1,033 

721 

366 

244 

79 

9 

(in) Irrigation and minerals 

167 

163 

64 

95 

57 

54 

68 

57 

(tv) Industry and minerals 

3 642 

3 971 

3,143 

2,966 

3 144 

2,439 

1 824 

1,755 

(v) Energy 

3,296 

3,620 

3.162 

2 305 

1 209 

1 171 

1,236 

948 

(vi) Dansport 

2,025 

1,955 

1,615 

1 403 

1,095 

1 081 

1,077 

1,052 

(vn) Communications 

32 

216 

543 

533 

464 

277 

301 

131 

(vui) Science technology and 

environment 

616 

491 

335 

384 

266 

94 

165 

119 

(ix) General economic services 

140 

131 

129 

119 

175 

131 

100 

27 

(2) Social Services 

2 907 

2 154 

1,689 

1 710 

1,424 

1,012 

1 009 

940 

(i) l ducat ion, arts and culture 

926 

437 

187 

252 

164 

192 

79 

84 

(n) Health and family welfare 

790 

713 

687 

5% 

463 

211 

310 

229 

(in) Water supply, sanitation 
housing and urban 

development 

457 

379 

3% 

444 

387 

117 

187 

149 

(iv) Information and broadcasting 

221 

218 

107 

101 

65 

33 

32 

15 

(s) Welfare of SC/ST and other 

backward classes 

235 

217 

180 

206 

145 

149 

153 

58 

(vi) labour and labour welfare 

19 

14 

It 

9 

7 

298 

195 

350 

(vn) Social welfare and nutrition 

258 

176 

109 

97 

60 

_ 

53 

55 

(viii) Others 

I 

— 

12 

5 

133 

12 

— 

—- 

(3) General Services 

87 

53 

54 

53 

20 

20 

19 

19 

(B) Central Assistance for Stale and 

Union Territory Plans 

8,753 

8,140 

6,909 

5,108 

4.763 

4 457 

3,567 

3,320 

III Total Expenditure 

62,942 

60,328 

49,619 

41,678 

34,055 

09,687 

24,383 

22,056 

Defence expenditure as per cent of total 

expenditure 

199 

16 9 

161 

160 

17 1 

16 9 

17 8 

16 3 

Plan outlay in the budget as per cent of 

total expenditure 

37 6 

38 0 

401 

39 9 

41 2 

401 

420 

408 


Sources ‘'Receipts Budget, 1987 88" and “Expenditure Budget, 1987 88", government of India 
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Witter footprint 
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road grip and more 
stability 


2 Specially toughened 
rubber compound 

that wears slowly 
This adds to tyre 
life upto 25% 
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greater mileage 
lowest cost per km 
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3.3 million tons of 
additional food grain 

Zuari Agro, with an annu.il produc lion ol 
over 6,00.000 tons of fertiliser., helps to meet the 
food requirements of India's vast population 
Top-qualitv fertilisers that lead to inc reased 
productivity and prosperity 

Zuari Agro s |ai Kisaan fertilisers help to 
product 3 3 million tons of additional food 
grains annually 

Zuari Agro's Jai Kisaan fertilisers - the 
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How can you enjoy your 
holiday if you ve got to guard 
your money with your life7 
The answer is simple Carry 
State Bank Travellers Cheques 
It s like carrying money And 
more Money that s safe and 
can be recovered when stolen 
or lost 

Besides they have the 
widest range of acceptance in 
India Over 35 000 outlets for 
encashments And over 11 000 
offices for issuing 




So the next time you go on 
a holiday have a lot more fun 
Carry State Bank Travellers 
Cheques 
Other features 

• Available in denominations 
of Rs 100/-, Rs 500/ and 
Rs1000/ 

• Valid indefinitely 


Accepted at selected railway 
stations for rail fares Also at 
airports hotels and for 
shopping 
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A Fragile Polity 

WE have for long been told that the national interest at all times coincides 
exactly and precisely with what happens to suit the Congress party and more 
specifically the family which has provided dynastic leadership to it In the last 
few weeks this equation has been further elongated It has been suggested quite 
openly on behalf of the ruling party that attempts to uncover the details of 
funds illegally stashed away abroad by businessmen or of clandestine payments 
to shadowy go betweens in connection with the government’s arms purchases 
are not in the interest of the prime minister and his party and ipso facto of 
the country and therefore must be prevented—or, if already initiated, must 
be suppressed forthwith—at all cost if the country is to survive. According 
to newspaper reports, in the last few days Congress MPs in large numbers have 
been calling upon the prime minister—who has suddenly decided to make 
himself accessible to them—to fill him up on the crimes of V P Singh The 
former defence minister, who till a few months back had been one of the 
stalwarts of the government, had been engaged in a plot to stage a coup against 
the prime minister, they have been saying (it is an interesting straw in the 
political winds that, for the first time in this country there has been open talk 
ol a ‘coup’), he had apparently also been in league with the enemies of the 
country in ihur schemes to destabilise the government Much the same 
accusations ha\c been levelled against V P Singh at the meeting of the Congress 
parliamentai > party executive as well as in public statements issued under the 
signatures ol assorted groups of Congress MPs It is true that these MPs are 
being so vociferous because, having been reduced to political ciphers by the 
prime ministu who ordinarily has little use for anyone outside his small 
circle of buddies, they see in the present situation an opportunity to in- 
giatiate themselves with the prime minister through their protestations of 
loyaltv and concern Even so their expressions of alarm deserve some 
attention 

V P Singh has chosen to strike a posture of injured innocence, maintaining 
that he has resigned from the cabinet only to rebut the charge levelled by his 
detractors in the party that he had become ‘overambilious’ and to affirm beyond 
all question his ‘loyalty to his leader’ For the rest he still asks how anyone 
could seriously think he had in any way harmed the interests of ‘his leader’ 
or the government or the country when all he had done was, first, to engage 
an investigation agency, albeit an American one, to probe the illegal foreign 
exchange hoards of Indian businessmen and, second, to order a governmental 
enquiry into the payment ot a large illegal commission to an unnamed agent 
in connection with tht purchase ot submarines by the government from a West 
German firm It is unnecessary to go into whether the former defence minister’s 
actions were really as innocent as he has been making them out to be What 
is material is that in this instance it is the prime minister’s drummer boys, those 
who have bttn streaming for V P Singh’s blood, who are closer to the truth 
What they aic saying in effect is that there is no knowing after all where, or 
how close to ihc seal of absolute power, any investigation of the links in the 
chain of illegal wealth hoarded in, say, Swiss bank accounts may lead to 
Similarly, while it is true that the submarine deal with the West German firm 
had been concluded before the present prime minister entered the political scene 
(his late brother, it has been widely reported, had played an active role in it) 
what would happen, horror ot horrors, if some more recent arms deal, such 
as that for the supply of 155 mm towed guns with the Swedish firm of Bofors, 
were sought to be investigated 7 

I he fears are, it must be admitted, quite justified—so vulnerable and fragile 
has *he country’s political system been rendered by the venality and corrup¬ 
tion of those in control of it, so liable has it become to be suborned and 
threatened with ‘destabilisation (to use the term that has been so much 
bandied about recently) as much by a still rdatively rare ‘overambitious’ 
member of the ruling establishment as more regularly by commercial 
buccaneers, Indian and foreign by international arms merchants and who have 
you This has been brought out starkly, unwittingly of course, by the doings 
of the former defence minister and the response of sheer alarm from the prime 
minister’s supporters 


Scientific Research 

Lack of Perspective 

WHATEVER the merits and dements of the 
Abid Hussain committee’s report on the 
CSIR, it has certainly succeeded in agitating 
the placid complacence of the scientific 
establishment The gentle world of the 
scientist-director - of ivory tower preotcupa 
tions and retirement plans—has suddenly 
been shaken up For the committee’s recom 
mendations tor reorganisation, tenurial 
directorship and other structural changes 
will jeopardise the safe enclaves of power 
and influence which these scientist bureau 
crats had created for themselves over the 
years On the other hand the scientific 
workers, at least a section of whom have 
been seriously concerned about the falling 
standards and lack of appreciation for 
indigenous effort, have expressed disap 
pointment at the lack of perspective in the 
report 

It is easy enough to understand the reac 
lions ot the upper echelons of iht research 
establishment Thev havt taken strong excep 
non to tht committee’s statement that 
science in CSIR has perished while a few 
scientists have flounshed which they feel 
has been made without ihvme or rtason In 
March 400 CSIR directors met to discuss the 
report and released a long statement criti 
quing the report Among the iceommenda 
tions which have particularly irked them arc 
the proposal to delink, some of the labora 
lories and integrate them with user ministries, 
directorships on rotation, each holding of 
lice for no longer than six years, the closure 
of all extension centres which cannot be 
taken over by the state government/public 
undertakings With regard to the creation of 
a separate category of scientists who had 
excelled by paving them a 50 per cent higher 
salary and the hiring of talented scientists 
on a six vear contract basis, thev feel a 
money culture’ would be introduced which 
is undesuable They have also come out 
strongly against the suggestions of the com 
mittee tor establishing closer links with 
industry The teport they Itel favours the 
pnvatc stetor and many ot tht suggestions 
it implemented will result in the ‘privatisa¬ 
tion ot the organisation 
While the vehemence ol the directors ob 
jcctions regardum the proposed oigarnsa 
tional changes which would effectively 
delimit their spherts of power can be set 
aside their objections to the Hussain com 
millet s suggestions to tcvitahse the process 
of industrial research beats closer scrutiny 
The Hussain committee has propostd that 
the CSIR vhould uridtrtakc rtstarch projects 
sponsored by intvidual firms ot a consor 
tium ol turns t ncouraging sponsored 
research seems to be part ol trend which 
though not new, is gaming greater acceptance 
among policy makers The Nayudamma 
committee reviewing the woi k of the 11 Is has 
also made a similar suggestion And it would 
pot be surpiising it the newly set up ICAR 
review committee makes recommendations 
m this direction While this may no doubt 
provide both tht nttessary income as well 
as new impetus to research, the real benefi 


clams wouia oe ng utounry tor wnoot 
sponsoring research at government Institu¬ 
tions, using the resources of the state, would 
be far cheaper than undertaking the effort 
on their own 

Politics 


Competitive Religious Revivalism 


THE Vishva Hindu Panshad had listed (at 
the Ramnavami gathering in Delhi recently) 
several hundred religious spots in the country 
which it aimed to free from traces of Muslim 
construction and restore as Hindu 
pilgrimages It claimed that mosques had 
been built atop Hindu temples in places like 
Mathura and Varanasi 
The government’s dilly dallying with the 
Ramjanmabhumi Babn Masjid at fair has 
evidently encouraged the Hindu communal 
forces to lake their revivalist real a step 
forward Soon they might claim every site 
of a mosque or a church as the birthplace 
of some 'avatar or the other Ont wonders 
how any government worth its name, 
administering a country in the 20th century, 
can permit mvths and legends to rule civil 
society and allow religious bigots all immu 
nity from the laws of the land Right to 
Irctdom of religion is being stretched to the 
diabolic extent of raising spirits of the past 
to determine political issues Heroes ot 
religious fiction like Rama and Krishna are 
made to appear more powerful than tht 
living political leaders in shaping tht destiny 
of our nation today 
What we are facing today is in ont sense 
a continuity ol the communal trend of 
rewriting history to prove the glory of Hindu 
might Not content anv longer with merely 
rewriting history in accordance with thur 
ideological motivations, Hindu communal 
forcts are now on the warpath trying to 
reorganise the present reality to fit it to their 
senst of history A government which in its 
thinking and behaviour is primarily oriented 
towards tht Hindu majority, its avowal ol 
secularism notwithstanding, has been in 
trcasingly lending sanction to this dangerous 
trend of restructuring society according to 
the concepts of ancient Hindu scriptures 
Tourist literature about Muslim monuments 
invariably stress that these were built on sites 
where there were once Hindu temples, and 
while silent about other architectural details 
never lose a chance of drawing attention to 
pieces from Hindu temples containing some 
Hindu motifs which were used as slabs to 
build the Muslim monument One can well 
imagine how such repeated stress on Muslim 
sacking ot Hindu temples can influence 
minds which are already vulnerable to 
communal propaganda 

lo establish their claims—based olten on 
fictitious stories and legends—to the sites of 
Muslim monuments and mosques the 
Hindu religious zealots are putting up 
temples or installing idols on these sites An 
idol of Rama has been recently installed in 
a temple opposit the historical Qutab Minar 
The first aarti’ was performed with much 
tanfare by the Lok Sabha speaker Balram 
Jakhar—once again an instance of official 
connivance at religious revivalism 


soon sevmsmmam ntmrmmptfir' 
have inevitably spurred Muslim religious 
bigots to assert their own variety of funda¬ 
mentalism Mosques which had ceased to be 
in use for generations are suddenly being 
turned into holy pilgrimages Even national 
monuments are not being spared Sometime 
ago, at the call of their religious leaders, 
thousands of Muslims gathered at the 
historical Safdarjunge Tomb in Delhi, deter¬ 
mined to use the spot for offering regular 
prayers 

To defuse the growing competition of 
religious revivalism, these old temples and 
mosques can be converted into national 
monuments and declared open for non- 
religious purposes to all communities A no- 
nonsense approach in strictly guarding these 
monuments from all forms of religious 
rituals can not only protect their historical 
value, but also prevent them from becom¬ 
ing centres of communal discords But it is 
doubtful whether our government, namby 
pamby as it is in policies regarding religion, 
has the will to suppress firmly arbitrary and 
indiscriminate religious claims and practices 
so that they do not rctnloret communal dm 
sions in our society 

Women 


Right to Maintenance 


THE Supreme Court ruling last week that 
all women including muslim women, have 
a nght to claim maintenance and live 
sepaiatdv from their husbands under the 
125 Cr PC it the husband has either married 
again or has taken a mistress is a significant 
tnd piogrtssive pronouncement which is 
bound to reopen the debate on tht issue ot 
right to maintenance And this is not at all 
a bad thing to happen For it is only through 
such debates that attention is drawn to the 
powerless status ol a woman, no matter 
what her religion, both in the legal and 
social context As the court has observed 
‘fundamental questions of a startling 
nature run as undercurrents beneath the 
placid waters of this seemingly common¬ 
place action for maintenance by a muslim 
wile against her husband" 

The circumstances which gave rise to the 
court case were hardly ‘placid’ Begum 
Sabanu alias Satra Banu first filed a peti 
non tor maintenance under the Cr PC in a 
magistrate s court in Kasargod in Kerala 
several veais ago She submitted that her 
husband Abdul Gafoor to whom she had 
been married since 1980 had neglected her 
and had failed to provide maintenance The 
petition was dismissed on the ground that 
she had not established adequate justifica¬ 
tion for living separately She then filed a 
revision petition before the Tclhcherry ses¬ 
sions judge during the pendency of which 
Gafoor married again According to the 
recent SC judgment, the Tclhcherry court 
took the view that since the husband had 
given the wife an opportunity to rejoin him 
and further since he was willing to let her 
come back to live with him and his second 
wife, Sabanu was not entitled to a main¬ 
tenance It, however, granted a maintenance 
of Rs 100 to their daughter living with the 
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petitioner When the Kerala high court 
declined to interfere in the matter, Sabanu 
moved the Supreme Court for redress 

The Supreme Court has held that Sabanu 
must be granted maintenance with retro 
spective effect dating from the time of 
Gafoor’s second marriage It has held that 
the explanations under section 125 of the 
Cr PC apply uniformly to all wives— 
muslim, hindu or Christian According to 
the judges, the two main issues m the case 
were whether Sabanu was entitled to live 
separately because of the other woman and 
whether the personal laws of the community 
made any difference to her rights under sec 
non 125 They have stated that from the 
point of view of the neglected wife, it did 
not matter that the other woman who 
"intruding into her matrimonial life" is 
another wile permitted under the law and 
not a mistress Sabanu’s refusal to live with 
Gafoor, the judgment concludes, comes 
within the purview of the explanation of sec¬ 
tion 125, notwithstanding the provisions 
under personal law The court’s main con 
cern has been the injury caused to the 
woman within marriage and how best this 
can be redressed In recognising Sabanu s 
right to live separately in the given ur 
cumstances the court has spelt out another 
of the legal alternatives available to women 
who sutler neglect and distress within 
marriage 

Tin ludgment has however given rise to 
a piquant situatior because given the pro 
visions of the Muslim Women’s Act a man 
need not pav maintenance bevond the 
stipulated period, to his wife it they arc 
divorced In other word' the import ot the 
SC ludgment would be largely set at nought 
by the Act 

Tamil Nadu 


Ominous l’ort#*nds 


MSS Pundian wr tes 

IN t state where cops spy on high court 
judges it was only a natural thing to have 
happened Tilt speaker of the Tamil Nadu 
legislative assemble P H Pandian found a 
true lo-li(e cartoon published by Ananda 
Vikatan lampooning the all pervading 
political corruption in high places to be an 
attempt to tarnish the image ot the Itgis 
lators In keeping with his earliei history of 
defending the use of third degiec methods 
in police investigation, he otfered the editor 
S Balasubramaman two options to apolo 
gisc or to spend thrte months in gaol fcvtn 
il rapists are given a chance to explain their 
case, the press cannot be given such pri 
vileges An unrepentmg Balasubramaman 
was arrested on April 4 
Then there wtre protests by various 
sections The DMK, which during its rule 
had made it a pastime to bully the press, was 
vociferous against the speaker's decision 
The CP1(M), which does not find it a shame 
to bask in NT R's ’democratic’ sunshine in 
Andhra Pradesh, joined the protests The 


Ihmil Nadu Journalists Association, which 
usually allows small-time scribes to fend for 
themselves when their rights are infringed 
swung into action and boycotted a day's 
assembly proceedings The Utmil Nadu 
Brahmins Association, which openly sup¬ 
ports all Hindu communal publications, 
found a cause in the Balasubramaman 
episode for it Balasubramaman is not just 
another journalist, but a brahmin as well 
History sometimes allows positive roles even 
to opportunists 

Protests or no protests, in MGR’s Tfcmil 
Nadu the ultimate winner has to be MGR 
After Balasubramaman had spent two nights 
in prison as a class B prisoner, the speaker 
ordered his release citing MGR’s intervention 
and praising MGR’s magnanimity In Tamil 
Nadu, even press freedom is MGR’s gift 

If a weak bourgeoisie cannot sustain a 
democratic polity, there are other more 
painful means of ‘catching the imagination 
of the peoplt and legitimising political 
power It is not only that the ‘MGR myth 
is being fomfitd in Tlimil Nadu The Tamil 
Nadu government and the AIADMk are 
authoring a massive Hindu revival in the 
state With state and party patronage new 
temple towers jr built religious mclas art 
organised new Is emerging religious cults 
with mass following are promoted MGR 
makes well publicised ‘surpnsc visits to 
temple tanks to ascertain their state ot 
maintenance The lamil Nadu Tourism 
Development ( orporation announces new 
tour packages covering more and moie 
places of Hindu pilgrimage MGR continues 
to enjov the support of the Tamil people 

The portends are ominous Even optimists 
cannot help but lead elements of emerging 
fascism in this dangeious political scenario 
a bourgeoisie dismantling whatever little 
existed as liberal democratic institutions in 
ns attempt to keep its power authontanan 
tendencies and political legiumisation 
through backwaid looking ideological 
systems It is nor just a Tamil story the same 
signs are visible almost everywhere m the 
counliy 


Sri Lanka 


Propaganda Ploy 


THE unilateral declaration ot a tease fire 
by the Sri l inkan government, like the 
earlier offer to lift the fuel embargo is no 
more than a propaganda ploy to mislead 
world opinion No sooner had the cease fire 
become effective than it was violated by the 
Sri Lankan armed forces The Liberation 
Tigers of Tamil Eelam (LTTE) is also not 
observ.ng the cease fire 
The Indian government had set three 
preconditions foi ihe Sri Lankan govern 
ment to satiety so that it could evolve a 
mutually acceptable basis for commencing 
negotiations between the Tamil groups and 
the Sri Lankan government It may be reeal 
led that the December negotiations on gran 
ting regional autonomy to the Tamils within 


a united, federal Srt Lanka failed when the 
Sn Lankan government went back on its 
earlier proposal to treat the eastern province 
as a Thmil majority unit after detaching the 
predominantly Sinhala areas from it This 
proposal was itself a dilution of the Thmils’ 
demand for merger of the northern province 
and the Thmil dominated areas of the eastern 
province New Delhi now wants the Srt 
Lankan government to reaffirm that it would 
stand by this proposal The other precondi¬ 
tions are an ending of the economic and 
communications blockade of the Jaffna 
peninsula and a suspension of military 
operations Following the Indian prime 
minister's emissary, Dinesh Singh’s meeting 
with president Jayewardane, Sri Lanka in¬ 
formed India that it would adhere to the 
December 19 proposals But Srt Lanka has 
never been categorical regarding this pro¬ 
posal and has deliberately chosen to remain 
ambiguous Sri lanka can now assert that 
it has satisfied the Indian preconditions since 
it claims to have lifted the fuel embargo and 
unilaterally declared a cease-fire 

The Sri Lankan preconditions for negotia¬ 
tion with the ITTE are that the latter should 
suspend the armed struggle and abandon its 
plans tor setting up a parallel civil admim 
stration m the Jaffna peninsula The Sn 
L ankan government interprets the LTTE’s 
plans to run a paialiel civil administration 
as an attempt towards a unilateral declara¬ 
tion ot independence In the wake of the 
economic blockade the LTTE has put off its 
plans to run a parallel uvil administration 
The other condition, that the Thmil militants 
should suspend the armed struggle, in return 
for a general amnesty is pi am arm twisting 
It is the Thmil militant groups' armed 
resistance that has provided a vital bargain¬ 
ing power to the Thmils and this is their only 
means of defence in the face of violent 
repression The Sn Lankan government is 
dearly trying to impose a solution on its own 
terms and conditions For this it knows that 
military superiority is the key 

The Sri Lankan government is geared for 
a nulitaiv solution to the Ihnul national pro 
blem In the past two months it has extended 
its hold m the Jaffna peninsula and in other 
areas of the north and east as well The 
L TTE is holding on to Jaffna town but in 
most other areas it has been driven into the 
rural hinterland The Sri Lankan military 
offensive in the north and the east is clearly 
aimed at forcing the militants to agree to a 
negotiated settlement on its terms and con¬ 
ditions In this military offensive there have 
been a number of civilian casualties For 
instance the shelling of Jaffna general 
hospital on March JO resulted in the death 
of nine patients and destruction of two 
waids of the hospital 

The negotiations even if they get going, 
will not solve the Sn Lankan nationality 
problem since the ITTE is fighting lor a 
separate stale while the negotiating frame 
work accepted as much by the Indian 
governtrent as the Sri I anka government 
is within the bounds of a united federal Sri 
1 anka 



BUSINESS 


‘New" Textile Policy Flops 


THf sccndiio lor the cotton textile industrv 
has undetgonc a profound change of late 
The industry which did rcasonabl> well in 
1985 and had little to complain till tht end 
of Seplcmbti 1986 is again having a tough 
tune The ptesidem of the Ahmcdabad k\ 
tile Mills Association (ATMA) Manubhai 
H Pitel observid tht othti div that the 
general picture on the textile tiont w is gi ut 
and the future partnulaih of composite 
mills wis more inivettain than tur btlort 
Inquiries with knowledge ihlt ptrsons in tht 
industry gtne nils support tlu ATMAehiet’s 
assessment While the pinning units jic soil 
pitloimmg well think 10 buoyant enu 
seasdtmrmi lory nn only 1 lew ol the 111 ) 
NIC and st ite 'ini composite mills in iblc 
to make pmtit ()\u ill NIC nulls ire like 1 * 
to incur subst nitialiv 1 irjer kisses this year 
Out ot the 170 p iv ite sictoi composite 
mills only abut 40 pel cent are aim inly 
making piolit ind the rest lie gi uiuallv slip 
ping deeper into the reel 

The sense ol deep desp tu ell it h is come 
to prev til in the ormriised mill industiy 
espeualy in the wcavim sector eonnists 
shaiply with the uipln ria tenet Hed bv the 
new text lit police announced in lime 19hs 
The new police hid bun holed hv the 
industiy is progress, u piignulie it’d 
luluristic en ibhn it lei u'tu the el iwn ol 
a new e i i I he olliual icview ed tile ovu ill 
perloimancc ol I lie mdtistiv in (une list 
gave tilt iinpiev ion 'h n the new point h id 
begun to btai liinl uni that the mdustrv was 
well si i on the nulit giowtli path \elion 
on all the in ijoi n to nmuid it ons in the 
policy st itcmtnt h is bt in ioniplcti et s tiej 
the then union minister ol slate leu lcstiles 
Khuislud \l ini hh in 

file inipiovcd piitoi n itiee ot m in 
dustiy hid lirtWcv i v e c \ hull to do with 
the inipleintnl ition ol the pidny Ik i loi 
tuttous comeidtnee ihe iiinoneemem ol tin 
new text lie. polks e ill e II I llllle wllell 
teuton the m nil riw miteriil was c isih 
av nlahle at pi lees which lew in the indiistn 
hid ever envis lgtd Between Stp'embu I9M 
and August 1985, the eiltiuil wholesik 
priets index lot l iw oltoil rtmsiaal 1 
dee line ot 70 9 per cent md it moved'millet 
down bv 10 4 pel eeni bv Septelllbel 19X6 
\s lgainst i ekelme ol ibou' 4 i pet e ult in 
the index lor cotton putts e>.. r 'he twei ye u 
pcuod the index ten cotton nm dechiud 
by 19 s per cent while the index loi cotton 
cloth rose b\ 7 pu cent 1 ilk wontli' tint 
ban me chronic ill v sitk niel lltoiuhtr non 
viable units almost til ihe 'exult nulls n. ide 
profits 

I his spell of good Outline made possible 
hv tile huge w null ill g tins tiom the slump 
in eottoll prices to the lowest levels loi i 
decide -the einli il Hid slitt 4 clicks hid 
to incur s'lgetiiin lo sis while mideitjkiiig 
pint suppoit opeiitions time to in 
abtupt end lollowme. the reversal ol tht 
downward trend in cotton prices liter 
Septmibei Ihe simp ipstuge 111 cotton 
prices -current prices au (bout TO tu 40 per 


cent above tht.11 September lows -has 
biought about a sea change in the textile 
scenario 

Apait from the sudden sharp use in tht 
pi ices of cotton- other input costs hast also 
gone up the economic working ot the 
industry is sod to hive been advetsely 
ilketed by sluggish olftake of doth and 
clandestine impoits ot synthetic textiles — 
mostly horn Nepal and Bangladesh—in 
luge quantities The problem of clandestine 
1111 pen is is reported to have assumed alarm 
ing proportions It is estimated that neailv 
one third of ihe domestic demand is taken 
iw ts bv the ‘smuggled’ textiles The avail 
ibiht* of these goods is said to hast been 
tek’ing out locally produced cloth from tht 
m ukit pi ite and the tall in eloth olllake has 
e uised tin uieial stringeney as s lies rtalisi 
turns me delayed The stocks ot vain and 
cloth with mills do not mdicatt any notiee 
able eh tnge 111 offtake Industry aides point 
out that this is uninlv because nulls find it 
less unpiot't ihle to m untam production and 
sell (heir prndiiee it the matket prices ruber 
ih in manse their uiventoncs and that the 
evidtrut ol deni ird recession is to be seen 
in ihe uneconomic pines at which s t stial 
nulls piitiuilailv the. inefficient ind non 
viable units m obliged to m 11 kit Ihar pto 
duet One liowevti tails to notiee this 
phenomenon in the otlieial whole suit price 
indices lor cotton cloth md other textiles 

lo sav that the inelusilv is passing through 
i diflu ill I'ttiod due to the r currant; of 
elerii ind .ct ssioii md spiralling 11 put costs 
is peril ips r<>o simplistic in txpl tuition of 
iheindtisiiy s an rail ditlieultie s which ire 
elccplv melted in stiuctural dtlieienacs gmss 
n migcniait innlequaeies and inelliaait 
ru it ketuii Hus is amplv boine mi. by the 
I lc 1 tbit well nidiML’cel units with strong 
mirk tine iigamslimn ire ilw iys ibk to 
we it he 1 tm tot in biter tirni comparisons 
mein ite wide yariitnins in I ibom and 
111 ldnnt produilivitv Power consumption 
pa unit id output in the Indian textile 
iridusiry is much highei than in other 
. outlines Ihe textile nidustrs c intuit 
IcL'ittrnmlv 1 xpeet to openk on the basis 
ot eiHion prices which compel the central 
md si ite it. n us to under! ike massive pi lee 
support oper itlons U a huge cost to tile tx 
.heepic that is what happened during the 
198 V gr> cotton se ison 

I In lextih policy stipulates ih it mills and 
powa looms sh ill he ticated it p ir and shall 
line to compete on the basis ol their in 
Intent stiength md capabilities Mills do not 
now ,uflti bom anv apparent liseal dis¬ 
crimination in lavour ol the decentralised 
powetloom seetoi But this m< ans precious 
little There is no getting way Itom tile f let 
ill 11 powaloiiins tnioy distinct advantage in 
lei ms ot production ind marketing costs 
compiled with mills in the org rnistd stelot 
ind not m iny mills tan withstand competi 
non ftoni the powerlooins in the deeentia 
hsed sector which are able to otter eloth of 
reasonably good quality at much eheaper 


prices This is a major factor contributing 
to the sluggish offtake of mill cloth even 
though it accounts for only 30 per cent of 
the total eloth output The future of the 
composite mills therefore appears rather 
bleak This is not to suggest that all is well 
with the decentralised powerlodm sector 
which has us own peculiar problems 
The new textile policy contains a number 
of laudable measures for surmounting 
sickness and revitalising the industry The 
policy execution, however, has been slow and 
faltering in almost every respect The policy 
provides for the closure of uneconomic and 
non viable units with retrenchment compen 
sation to workers Twenty one months have 
gone by since the Announcement of Ihe 
policy but not a single unit has been closed 
so far—either in the public sector cu in the 
private sector It is not that the nodal agency, 
IDBI, has not been able to identity un¬ 
economic and non viable units But no 
action has bten taken lo implement IDBI’s 
suggestions The rehabilitation scheme foi 
textile workas has not made any headway 
due to the reluctance ol state governments 
to give permission tor the closuie of non 
v 1 sblc units 

I iscil barriers have tended lo nullify ihe 
objective of achieving full librt flexibility 
Mills have bten unable to take full advantage 
ol Mbrc flexibility due to their inability to 
compete with smuggled textiles pneewixe 
Inadequate modernisation obsolete tapaalv 
and technological backlog h ive been idinti 
lied as contributing latiors lor tht endemic 
sickness in the textile industry Despite the 
setting up ol the Rs 75 <)crorc modernisation 
fund the progress on this front has been 
poor ( onsidtring the massive backlog ol 
modernisation ot ovei Rs 2 SOOerort elite 
live applications seeking financial assistance 
trom the IDBI which is opei iting the modir 
msition fund have heen vay small— hardly 
P 0 lor Rs 352 crort Sanctions art plaetd 
uound Rs 152 cron and disbursements total 
liudlv Rs "*8 crore Apparently, not m inv 
nulls line! it wotthwhilt to undertake moder 
msation which bristles with many problems 
Mills which aie in urgent need of renovating 
their machinery are in no position to raise 
adequate resources to undertake modctnisa 
tion Ihe industiy s profit margins art 
gcnerdly on the raihtr low side which 
renders the strviang of capital and loan 
repayment difficult Dealing with the pio 
bltm ol redundant labour is also not til that 
e isy 1 he problem which is worrying the in 
duslry most at the present luncturi is that 
ol high raw material puces and the worst 
affected lie the units which are the least able 
10 bear the burden 

Development Banking 


New I’a< < -Setter 


UT TAR PRADESH is steadily coming into 
view on the industrial map of the country 
Out ol tlie state’s 57 districts, 53 have at least 
one modern industrial unit each Since 1980, 
UP has been receiving special attention from 
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the union industry ministry which has been 
systematically persuading entrepreneurs to 
set up their new projects in the state on the 
argument that Bombay in Maharashtra, 
Calcutta in West Bengal and Madras in 
Tfcmil Nadu are already industrially satura 
ted The large industrial houses for their part 
have not been unwilling to spread out their 
industries in different parts of the country 
and take advantage of the many concessions 
and tax reliefs that the UP government has 
been offering N D Tiwari former union 
minister lor industry, who hails from UP 
took a personal interest in the industrial 
growth of the state—with active encourage 
ment from the prtsent prime minister and 
his mother earlier The centre has sanctioned 
quite a few new public sector projects too 
to be located m the state 

The state owned Pradeshiya Industrial 
Investment Corporation of Uttar Pradesh 
(PICUP) has received a big boost in us 
investment promotion activity in recent yeais 
tollowing the changed emphasis in the 
centre’s industrial licensing and location 
policy in favour of the state As a result 
PICUP which was set up in 1972 emerged 
in 1986 87 as the top state level industrial 
development bank in the country, a position 
earlier enjoyed by Maharashtra’s SICOM 
which had pioneered the concept of state 
industrial development banking PICUP s 
total assistance sanctioned stood it Rs 2115 
crorc in 1981 84 and doubled to Rs 46 85 
crorc the following yeai Total assistance 
sanctioned by PICU P jumped to 7011 crore 
in 1985 86 and to Rs 96 55 crorc in 1986 87 
Disbursement also rose to Rs 51 68 crore in 
1986 87 an increase of 56 per cent over 

1985 86 Among the industries which 
PICUP has assisted four majoi groups 
stand out - chtmicals engineering elec 
tromes and textiles It has also assisted othei 
industries like paper and paper products 
food processing industrial gases, plastics 
packaging and printing PIC UP has helped 
to channelise investment to the notified 
backward areas in the state. I he proportion 
of assistance for projects in these areas to 
total sanctions was 42 2 pet cent in 1982 81 
67 9 per cent in 1981 84, 71 8 pci cent tn 
1984 85 and 76 per cent in 1985 86 In 

1986 87 tht amount sanctioned lot projects 
in the backward areas was Rs 58 6 crorc 

In the last few years PICUP has also taken 
up the role of entrepreneur promoting new 
ventures in collaboration with private indus 
triafists It has so far helped establish five 
joint sector projects involving investment ol 
Rs 100 crore in drugs and pharmaceuticals, 
polyester fibre sheet moulding compounds, 
heavy engineering equipment and telecom 
mumcation cables In all 13 industrial pro 


jects involving a total capital outlay ol 
Rs 1,050 crore are currently being tmplc 
iticnted while 18 projects having an invest 
ment potential of about Rs 1 620 tiore arc 
at the prt-implcmentation stage The better 
known projects under construction are Indo 
Cmlf fertilisers and Chemicals North India 
Petrochemicals Polypropylene India, 
Indian Maire and C hcmicals, Vcbbro Poods 
and feeds Roidmavtei Steel Strips Hang 
Crank Shafts Haunaq Automotive C orn 
ponenls Solar Sun Burners and lapae India 
The new piojo ts are in such areas as 
aromatics iluminium foil polyester tila 
ment yam citric icid PC A tubes lot 
burners arid photoscnsitised goods Keeping 
abreast of new tvpis ol financing, PIC UP 
has promoted Irasc fmtncing jnd sane 
turned over Rs < croic to '2 industrial units 


Petrochemicals 


Public Sector Success Story 


T Hfr per capit i consumption ol svnthelics 
in the industrialised countncs is 200 300 
times the corresponding pei capita eon 
sumption ol synthetics in India Andvit in 
the uiban centres, ttadil onal materials m 
being replaced bv svuthetic mitenals on a 
not loo inconsiduahle scale Wood is being 
replaced bv moulded plasties while metals 
and allow are being replaced bv rcintoieed 
plastics Rubbu is being replaced bv svn 
thetic elastomus vhilc cotton tutc wool 
and alk are hung substuuted bv nvlon 
ploytstcr tnd icivlas Soap is being sub 
stituted bv svntlii ire defugeni while natur il 
colours are hcn^ replaced bv svnihctii dves 
In 1960 61 the (i P Kane committee 
prepared a blueprint tor the developnunt of 
the petrochemical industry in India The 
government dee .did to set up a petro 
chemicals plant m the public sector neails 
nine years iltei die submission of the Ktm 
committee repot! Tin Indian Petrochemicals 
C oiporatton (IP< I ) was formed in early 
1969 to tsecure the aiomaiics and olefins 
protect ii Hnodi the downstretm units 
were to be in the private sector I he govern 
ment howevtr found that the pnsitc sector 
was either uriw illing ot unable to si t up tin 
downstream units Heme it w is decided to 
set up the downsne im units coinpiising low 
densitv polyethylene (l DPf ) tthdcnc 
glvcol polyvinyl chloude (PVC), poly 
propylene acrylonitrile acrvhc fibre ayrv 
laics polybutad uneand lineal alkyl bcnrenc 
(I AB) in the I PC I complex itscll 

The aromatics plant went on sircain in 
1971 with a capital cost ol Rs 28 crorc (1972 
prices) Its annu il turnover is now ipproxi 
\bovi vlic s t osil 11 \ 


2 1 500 krupp hoppers (I Rti) 

17 000 

10 (XX) Dynamil Nobel (I RC,) 


TWENTY YEARS AGO 

EPW, Apul 15, 1967 

The US state depaitmcnt cannot pretend 
to be surprised bv the Indian foreign 
minister’s threat to protest in the United 
Nations against the British plan to build a 
refuelling and communications centre on 
the island of Diego Garcia m the middle of 
the Indian Ocean The plan to have a 
joint US UK base in the Indian Ocean was 
originally the upshot of Britain's dimi 
nishmg role east of Sue? the strident noises 
then being made in Indonesia against 
American imperialism and the belief that 
the Soviet Union was seeking to extend us 
sphete of influence in tropical waters 
T he idea was mooted in the autumn of 1963 
when leaks in the American press 
indicated the American desire to make Us 
presence lelt in the Indian Ocean in the 
shape of the US Seventh f feet prime 
minister Nehru tried lo pour oil over 
troubled waiers bv saying that ‘outside the 
territorial waters of India the ocean is 
naturally open to the naval vessels of any 
othei country Nehru did not live long 
after making lhal staimi nt and Washington 
obviously hid hoped that his successors 
would be more pliable But this hope did 
not mattn thse 

f he US state department at first tried to 
make >1 appear that an Anglo American 
presence in the Indian Ocean was necessary 
to gne a sense of security to Pakistan, not 
to mention C Inn i Nest came the offer 
of a nucleai umbrella from Washington 
This loo fell through though at one stage 
India did show some confused interest 
The hid to take over Deigo Garcia means 
a qualitative change in the chaiacter ol the 
military interest ol western powcis in South 
east Asi i ll is not beyond the realm of the 
possible that soon miilcai wcapomy might 
he iruroduci d in this arc i spelling the final 
ind iircMicahle delta! ol the conetpt ot a 
mu It ir tree /one in ihc Indian Ocean 
• * * 

India has oteii tmong the prinupd 
bentliti ints ol soli development assi 
suince fiom the 'nleriialional Development 
Association Whether she will continue to 
he has bt> n howiver made doubtful by ihe 
IDAs reported insistence on attaching 
ceitain condition to its loans These 
apparently are that the World Bank whose 
itlilulc the IDA is should have effective 
participition m the exicunori of IDA aided 
projects th it IDA is ist nice should be for 
whole projects not for selected parts of 
them and that it least 90 per cent of the 
capital tquipmcnt lor IDA assisted projects 
should be bought through global tenders 
* * • 

Mysore is now ronsidercd as one of the 
safest states tor the ( ongress in the south 
and throughout India Wliih in Ktrala ind 
famil Nadu there lias been i dean sweep 
tgainst the former ruling party in Andhra 
the powerful communist opposition shows 
signs o‘ gearing itself to icmbine against 
'he iilhcr shakily perched (ongress But 
Ntjdlugappi it would appeir is sittmv 
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Xylenes Orlho and mixed 

xvlcncs 
Paranvlcnc 

DMT Dimethyl lerephthalatc 

(DMT) 
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mately Rs 60 crore (current prices) The next 
phase comprising the olefins plant and the 
downstream units was commissioned in 
1978 79 The capital investment ot this com 
plex was Rs 425 crore (1974 7< prices) Iht 
annual turnover from this complex is Rs 550 
crore at current prices 
The various umis with the capacities of 
the main products and the name of process 
licensors are shown in tables 1 and 2 As can 


be seen from these tables, the technology for 
practically all the plants has been imported 
National Chemical 1 aboratory (NCL) and 
Indian Institute of Petroleum had done very 
little R and D work in the field of petro¬ 
chemicals It must however be mentioned 
that NCL provided the process know how 
tor the acrylates plant while Engineers India 
did the basic and detailed engineering for 
the same 
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Unu 

Mllll Pioduels 

Capacity (ipi) Process Licensor 

Naphlh i u icker 

1 link Ilee 

1 30 000 

l ummus Co UK 

Propylene 

78 100 



t nbori blaek teedsloek 17 900 


Butadiene cvn iclion 

Bill tdiene 

18 100 

Iknvcrsal Oil Products 
(USA) 

Atom lllcs e\n iuioii 

lien/ctic 

23 9S0 

Universal Oil Pioduels 
(USA) 

l ow dcnsils 




polyethylene (1 DPI) 

LDP) 

80 (X)0 

AIOC hmic (f ranee) 

Elhylene glvcol 

Lihvlene glveol 

20 000 

Sueniif it Design C o 
(USA) 

Polvvtnvl chloi tde 




(PVC ) 

PVt 

S5 000 

Bf Cioodrich (USA) 

Polypropylene 

Polypropylene 



homopohmer 

homopoly nu r 

30 (MX) 

Montedison (li il\) 

Acrvlonurilc 

Aeiylommle 

24 (XX) 

Sohio (US \) 

Monocoinponeni 

Monoeomponenl 



acivlte Itbre 

iervlie fibre 

12 000 

Asahi C hcmisil (. o 
flapan) 

Aervlalev 

Acryhli s 

10 000 

Nmonal Churned 
l aboratory (India) 

Polvbiiladietie lubber 

Polvhuudiene lubber 

20 000 

Polvstar Imernalion it 

SA (Swit/ci 1 md) 

1 inear alkvl benzene 




(LAB) 

I AB 

30 000 

Universal Oil Products 
(USA) 
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Mun Pioduels 
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\t H trod i 


Bieomponeiil 

Bieomponeiil 



lervlte lihn 

aervlle llbie 

12 0(X1 

Dupont (USA) 

Pole pi opv kite 

Polypropylene 



copolvmci 

eopolvmel 

2< 000 

lcchnnnoni (Italy) 

Xylene exp tnvton 

Oitho and rimed 




\ vie nes 

47 900 

( vnanud keiien 


Parixvlene 

48 6(X) 

(Holland) Mobil Oil 
(oipn(USA) Universal 
Oil Products (USA) 

DMT expansion 

DMT 

40 (XX) 

Dynamit Nobel )RG 

1 AB expansion 

I AB 

43 S00 

Universal Oil Pioduels 
(USA) 

Aervlonilrile 




expansion 

Aerylomirilc 

30 000 

Sohio (USA) 

Mnhurn'hlrn (, i* ( rm k 

imipli \ OKA ( ) 

Xagothane 

Gas craeker 

Ethylene 

3 (X)000 

Stont and Webster 


Propylene 

30 000 

Lngmcermg Corpn 
(USA) 

FCC propylene 




recovers 

Propylene 

36 000 

Slone and Webster 

Engg Corpn (USA) 

LDPfc 

Linear low densny 

L DPE 

80 000 

CdF Chimie (France) 

and high Density 
polyethylene 

I l DPE' HDPr 

1 35 000 

Under finalisation 

Elhylene glvcol 

T ihylene glycol 

50 000 

Union Carbide Corpn 
(USA) 

Polypropylene 

Polypi opyluie 

60,000 

Tecmmont/Himont 

(Italy) 

Aeetvlenc blaek 

Acetylene blaek 

1,600 

Under finalisation 


While IPCL has assimilated the techno¬ 
logy, it is doubtful if it has developed the 
technology further so as to avoid imports 
of the same in the expansions Thus, for the 
xylene, DMT, LAB and acrylonitrile expan 
sions there has been repetitive import of 
technology (table 3) One reason tor this is 
the rapid technological obsolescence that is 
one of the technological peculiarities of 
petrochemicals 

The Maharashtra Gas Cracker Complex 
(MGCC), one of IPCL’s new projects, will 
be based on the ethane and propane frac¬ 
tion which will be separated from the 
associated gas of Bombay High at the Uran 
complex of Oil and Natuiai Gas Commis 
sion The complex will be based on a gas 
cracker of 3,00,000 tpa of ethylene and will 
have downstream units of 80 000 tpa of 
LDPE, 1,35,000 tpa of linear LDPE/HDPE, 
60 000 tpa of polypropylene, 50 000 tonnes 
of mono ethylene glycol (MEG) and I 600 
tpa ot acetykne black (tabic 3) The total 
cost of the project is Rs I 167 crore (1982 
prices) with a foreign exchange component 
of Rs 289 crore equivalent to $ 300 million 
(at 1982 exchange rates) The project will be 
financed by I PC l from its own resources 
and borrowings from outsidt The Woild 
Bank has already sanctioned a loan ot $ 220 
million to meet the foieign exchange cost of 
tquipment licence fees and engineering fees 
1 he project is cxpectid to be completed in 
August 1989 and the plants will be commis 
sioned by the end of 1989 The complex is 
expected to icacli full production within 3 4 
years and the total value of the products at 
lull capacity will be more than Rs 700 crore 
(it current prices) The foreign collabota 
lions loi all ihc plants except l I DPI and 
acetylene black were approved by the govern 
ment in late 1984 The basic design package 
from the foreign licensors was received in the 
second half of 1983 r ngincers India art 
responsible for the detailed engineering, pro 
curcment of equipment and supervision of 
erection at site 

IPCL set up an R and U centre in 1973 
1 he main objections are (I) to assimilate and 
absorb imported technologies to improve 
process efficiencies and minimise depen 
denee on imported raw materials, catalysts, 
chemicals and additives, and (2) to anti 
cipate major shifts in feedstock and process, 
product and catalyst technologies One 
commendable R and D project that has been 
successfully commercialised is the develop 
ment of a catalyst for xylene isomerisation 
NCL developed a high silica zeolite catalyst 
(encilite) The process for the manufacture 
of this catalyst was standardised at Associa¬ 
ted Cement Companies (ACC) CATAD 
plant 1 he catalyst was subjected to further 
series of evaluation in the laboratory and 
pilot plants of IPCL’s research centre. When 
the process parameters were finally standar¬ 
dised, IPCL* charged its isomerisation 
reactor with encilite catalyst in June 1985 for 
commercial trials IPCL in association with 
Engineers India is now in a position to offer 
this process technology of xylene isomerisa¬ 
tion using encilite catalyst for future 
chemical projects 




CIVIL LIBERTIES 


Interrogation of Journalists 

A G IN oorani 


AMIDST all the dm over the Fairfax affair 
the press would do well to take full 
cognisance of S Gurumurthy’s interrogation 
Hts arrest and detention were rightly con¬ 
demned But the lines on which he was 
interrogated have not received the attention 
which this grave matter deserves As in the 
case of Brahma Chellaney two years ago we 
have authentic evidence of police interroga 
tion directed towards (a) eliciting a jour¬ 
nalist's sources of information, and (b) for 
collateral purposes which have nothing to 
do with any violation of the Official Secrets 
Act alleged against him 

Extracts from Gurumurthy’s bail applica 
tion published m Indian Express on April 7 
list the following seven questions as having 
been put to him The extract reads thus 
"The petitioner, while in custody has been 
repeatedly asked questions to the following 
effect (substance reproduced) (1) Have you 
met McKay or Harris of Fairfax 9 (2) Have 
you paid anything to them for investigation 9 
(3) Has Ram Nath Goenka engaged this 
agency for you 9 (4) Has the competitor of 
Reliance, Nusli Wadia, helped you in this? 
(5) How many times have you met Bhure 
Lai, the director of enforcement 9 (6) Have 
you suggested the name of Fairfax to Bhure 
Lai 9 (7) Do you know how the government 
has paid for the services of this detective 
agency 9 ” 

What had these questions to do with any 
charge under the Othcial Secrets Act 9 Also, 
it has been alleged in the proceedings in 
court on Gurumurthy's bail application that 
he was asked to disclose his sources but he 
refused The press must not allow this to 
escape without censure 

It is high time the press asserted itself on 
the question of disclosure of sources, first, 
by demanding legislation amending the 
Evidence Act on the lines recommended by 
the Law Commission and, secondly, by 
drawing up a comprehensive statement of 
the existing law which despite its inadequa 
cies docs not permit such interrogation 

In this context it is interesting to study the 
ruling given by Justice Hoffmann in the 
Chancery Division in England as recently as 
on March 31, 1987 (see The Times, April 1, 
1987) He upheld a journalist Jeremy 
Warner’s refusal to answer certain questions 
put to him by inspectors acting under 
statutory authority—the Companies (Insider 
Dealing) Act, 1983—to investigate suspected 
leaks from the Office of Fair Dading, the 
Department of Dade and Industry or the 
Monopolies and Mergers Commission of 
price-sensitive information about takeover 
bids which appeared to have been com¬ 


municated to outsiders The outsiders used 
it to deal on the stock exchange The inspec¬ 
tors were appointed last December by the 
Secretary of State for Dade and Industry 
No words need be wasted to emphasise the 
gravity of the matter 
On February 25, 1987, Warner was 
required to attend before the inspectors and 
was asked a number of questions about the 
nature and sources of information upon 
which two articles of his had been based- 
one in The Times of November 8, 1985, and 
the other in The Independent on October 23, 
1986 Warner refused to answer on the 
ground that he was unwilling to disclose 
information which might enable his sources 
to be identified After further questions and 
receiving the same answer, the inspectors 
reported the matter to the court 
The issue before the court was whether 
Warner had refused to answer "without 
reasonable excuse” within the meaning of 
Section 178(2) of the Act If he had, the 
court was empowered to punish him “in like 
manner as if he had been guilty of contempt 
of court' Warner relied on section 10 of 
the Contempt of ( ourt Act, 1981 and in 
the alternative on the public interest m 
the protection of journalists’ sources of 
information 

Section 10 forbids courts from compelling 
disclosure "unless it be established to the 
satisfaction of the court that disclosure is 
necessary in the interests of justice or 
national security or for the prevention of 
disorder or crime” None of these was in 
volved in Warner s case or in Guiumurthy’s 
case either 

The court recalled the judgment of Lord 
Diplock in Secretary of State for Defence vs 
Guardian Newspapers Ltd which approved 
the judgment of Lord Griffiths in the Court 
of Appeal where he said that 

The press had always attached the greatest 
importance to their ability to protect their 
sources of information that if they were not 
able to do so they believed many ol their 
sources would dry up, which would seriously 
interfere with their effectiveness, that it was 
in the interests of all that there should be a 
truly effective press and that parliament by 
enacting section 10 had clearly recognised the 
importance attaching to the ability of the 
press to protect their sources 
As was pointed out by Lord Diplock in the 
Guardian case, the privilege created by 
section 10 meant that, where it applied, a 
finding by the judge that disclosure was 
‘necessary’ for one of the purposes men 
tioned in the proviso was ’a condition prece 
dent to his having any jurisdiction to order 
disclosure of sources of information' 


It did not follow that in cases falling within 
the proviso or where the section did not 
apply, the jurisdiction had to be exercised 
The judge still had to exercise a discretion 
by weighing the need for disclosure against 
the public interest in the protection of 
sources 

As to whether section 10 applied at all in 
the present case, his Lordship’s view was that 
section 10 had no appheauon 1 he inspectors 
were not a court and (although it might seem 
rather technical) Mr Warner’s refusal could 
not have been a contempt of court, ii could 
only make him liable to punishment ‘as it he 
had been guilty of contempt of court 

But in this case it did not matter whether 
the section did apply the words reasonable 
execuse’ were wide enough to require the 
court to take into account the public interest 
in (he protection of sources 

It seemed the same process had to be per 
formed of weighing the public interest 
against the interests of justice or the preven 
tion of crime as the coui t would have done 
if application for disclosure had been made 
m court proceedings 

So the absence of section 10 made no 
difference The same holds good for our 
courts It is very desirable to have legisla 
tion, but its absence docs not give the mvesti 
gating authorities or the trial court a carle 
blanche to compel discolsurc of sources 

lb quote The Times Law Report, to 
which 1 am much indebted the judge 
obstrved 

looking at the matter as an exercise of 
discreiion outside the statute, and giving 
disclosure the benefit of the doubt the court 
considered that the public interest in the pro 
tection of sources outweighed the value of 
disclosure lor the purposes of the investiga 
non it followed that Mr Wirncr hid a 
reasonable excuse 

Mr Warner had also been asked about the 
source of unpublished information which 
would not have been protected by section 10 
The reason lor the limitation to the sources 
for published articles was obscure but in his 
Lordship s judgment the rule of public policy 
had lo co\er all sources of information con 
tamed in the course of the journalists pro 
fessional work (italics added) 

The reasoning is very relevant ind the cast 
is a persuasive authority of great weight in 
Indian courts as well 


When cortisponding with the 
Circulation Depuitment, subsui 
bersatt requested to mention then 
subscription numbets 
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Variation (Per Cent) 


Index Numbt n of Whole sale Pru 
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(1970 71 - 100) 

Weights 

Week 

Last 

1 ast 
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In 

In 

In 

In 



(28 3 87) 

Month 

Year 

29 1986 

85 86 * 4 

85-85 

83 84 

82 83 

Al 1 Commodities 

1000 

377 S 

0 3 

5 1 

5 1 

57 

7 I 

95 

26 

Primary Articles 

417 

346 8 

-1 6 

49 

49 

24 

48 

II 0 

36 

Food Articles 

298 

34! 1 

1 7 

64 

64 

7 3 

64 

13 j 

62 

Non food Articles 

106 

3198 

0 4 

15 4 

15 4 

-10 5 

-23 

15 I 

1 7 

Fuel, Power, Light and lubricants 

85 

624 8 

0 1 

26 

26 

89 

26 

7 6 

7 5 

Manufactured Products 

499 

361 8 

0 7 

6 1 

6 1 

3 3 

60 

87 

06 
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(oM of Living Index 
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Last 
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In 

In 

In 
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Month 
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1986 

85 86 

84 85 

83 84 

82 83 

For lndustrul Workcis 

I960 100 

686’ 

0 3 

84 

7 x 

65 

64 

12 6 

78 

For Urban Non Manual Lmplovcis 

60 UK) 

622'- 

0 5 

84 

95 

68 

8 1 

10 3 

80 

For Agricultural 1 abouieis 

Julv 60 io 

V3 1 

1 0 

3 6 

3 1 

4 8 

02 

11 4 

5 2 
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Variation Rs Crorc (Per Cent in Brackets) 


Money and Banking 


l atest 

Osei 

Ovu 

Over 






1 'nit 

Week 
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1 tsl 

M trch 

In 

In 

In 

In 



(27 3 87) 

Month 

Tear 

28 1986 

85 86 * 

84 85 + * 

83 84 

82 83 

Money Supply (M,) 

Rs C rule 

1 39 320 

2 072 

20 990 

20 990 

15 192 

16 058 

13 031 

10 115 




(I 5) 

(P 7) 

(17 7) 

(14 9) 

(18 7) 

(17 9) 

(16 1) 

Net Bank Cadit to Ciovernmem Stcior 

Rs C rorc 

71 286 

117 

12 764 

12 764 

9 579 

8,445 

5 757 

4 748 

Bank Credit to Commercial Stctoi 

Rs ( icue 

91 641 

1 07 3 

9 789 

9 789 

9 345 

10 809 

8 830 

8 247 

Net Foreign Exchange Assets ol B inking Sector Rs ( ion 

4 663 

615 

1 251 

1 2X1 

299 

I 467 

104 

-977 

Deposit ol Scheduled l ommcrual Banks 

Rs ( loa 

1 02 127 

1 196 

16 323 

16 723 

12 475 

11 648 

8 550 

7 299 




(1 2) 

(19 6) 

(196) 

(17 3) 

(19 2) 

(164) 

(16 6) 

Foreign Txchange Asstts** 

Rs t rore 

7 618 

615 

604 

604 

53 

1 271 

1 190 

758 







(0 8) 

(21 3) 

(24 9) 

(18 8) 

Index Numbers of Inrlustnal 
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Production 


Month 

Months* 


Vamtion (Per C ent) 


(1970 UK)) 





In 

In 

In 

In 

In 




1986 

1985 

1986 

1985 1 

1984 

1983 

1982 

General Index 

100 OO 

222 0 10 

2P 5 

204 4 

6 1 

64 

66 

4 2 

4 5 

Basic Industries 

V) 21 

288 7 10 

272 6 

2 si) 9 

7 7 

87 

tO 8 

5 5 

80 

Capital Goods Industries 

14 98 

235 1"’ 

23| 0 

224 1 

24 

3 1 

6 6 

X 3 

09 

Intermediate Goods Industries 

21 IT 

187 I 1 " 

IS’' 

179 2 

6 0 

4 7 

6 1 

6 8 

I 9 

Consumer Goods Industries 

TO 46 

17 t 4"’ 

173 | 

161 9 

X 3 

6 9 

2 6 

0 6 

5 8 

Durable Goods 

T XI 

303 1 10 

286 7 

246 3 

140 

17 4 

17 S 

1 0 

3 6 

Non Durable Goods 

26 6s 

156 0'° 

1569 

I 50 | 

3 4 

4 5 

0 2 

0 X 

6 5 

Foreign Trade 

lutll 

1 atest 

( un ulativc lot* 








Month 










(Dee 86) 

1986 87 

I9XX 86 

I98X 86 

198) 8X 

i‘)87 84 

I'A’ 83 

1981 82 

Exports 

Rs < toie 

9X6 

8 978 

8 113 

If) 420 

II 85X 

9 872 

8 608 

7 803 






( 12 1) 

(20 0) 

(10 8) 

(14 2) 

(16 3) 

Imports 

Rs f rorc 

1 686 

14 189 

14 925 

18 37| 

17 173 

IX 763 

14 3X6 

13 671 






(7 0) 

(8 9) 

(9 8) 

(5 0) 

(9 2) 

Balances of Trade 

Rs C ioic 

730 

5 211 

6 812 

-7 9X1 

5 318 

x 891 

5 448 

5 868 

Employ ini nt Exchange Statistics 

Unit 

Latest 

( uniulitive for* 








Month 










(Nos 86) 

1986 

1985 

1985 

1984 

1983 

1982 

1981 

Number of Applicants on 1 tve Rcgisteis 

Thousand 

29 853 

29 8X3 

26 134 

26 270 

24 861 

23 034 

19 753 

17 838 

(as at end ol period) 





(5 7) 

(7 9) 

(16 6) 

(10 7) 

(8 3) 

Number ol Rcgislr mons 

I housand 

341 

5 038 

x 364 

5 766 

6,220 

6 756 

5 862 

6 277 






( 7 3) 

( 8 0) 

(15 3) 

(-6 6) 

(2 0) 

Number ot Vac maes Noiiticd 

T housand 

50 

X56 

629 

657 

707 

827 

820 

895 






( 7 1) 

( 15 5) 

(0 9) 

( 8 4) 

(6 6) 

Number of Placemans 

Thousand 

23 

326 

349 

373 

407 

486 

474 

505 






(-84) 

(-16 3) 

(2 5) 

( 6 1) 

(5 2) 

Income 

Unu 

1985 86 

'984 85 

1983 84 

1982 83 

1981 82 

1980 81 

1979 80 

1978 79 

Gross Domestic Product (C urrcnl Prices) 

Rs croie 

2 15 024 

1 90 888 

1 72 704 

1 45,565 

1 30 583 

1 14 021 

95 474 

87 326 

Gross Domestic Product (1970 71 Prices) 

Rs erore 

64 988 

61 838 

59 341 

55 032 

53 168 

50 736 

47 138 

49,633 

Per Capua Income (1970 7] Prices) 

Rupees 

798 

775 

764 

721 

715 

700 

664 

717 


• lor current >tar upto latest month tor which data art available and lor corresponding period of Iasi vfar 

** Excluding gold and SDRs 
+ Upto latest month for winch data are is nlnble 
f + Provisional data 

Sores (1) Superscnpt numeral denotes month to which figure relates eg, superscript 1 induates that the figure is for January and so on 
(2) Figures in brackets denote percentage variation over previous period 



COMPANIES 


Opportunities in Telecommunications 

Hansavivek 


SIEMENS INDIA, after last year’s setback 
caused by difficult business conditions and 
disturbed industrial relations for more than 
four months, has achieved al round progress 
during 1985 86 Orders booked increased by 
28 per cent to Rs 204 9 crore and turnover 
by 26 per cent to Rs 173 5 crore With 
margins enhanced despite escalation of all 
input costs, gross profit leapt from Rs 10 39 
crore to Rs 15 49 crort and net profit Irom 
Rs 2 64 crore to Rs 4 97 crore Dividend has 
been stepped up Irom 14 per cent to 16 per 
cent The increased distribution is covered 
2 85 times by earnings as against 1 75 times 
previously The board has also recom 
mended a gift of equity shares on a one for 
four bases Moreover it is proposed to raise 
additional linance for the investment plans 
through an issue of equity shares by way oi 
rights’ in the ratio 1 2 at a premium ot Rs 30 
pci share after tht issue ot bonus shares 
Besides, it is inicndtd to make a non 
convertible debenture issue ol Rs 4 crore bv 
way of private placement to augment 
working capital resources Tht Rs 20 crore 


industrial electronics project at Nastk is in 
progress as per schedule The pilot plant 
for training workers has already started 
and commercial production is expected to 
commence by November 1987 The directors 
expect that in 5 years the plant will provide 
sieeable business volume in industrial 
electronics pioducts such as data acqui¬ 
sition, data logging and control systems 
and process control equipment of the 
latest design The central government has 
cleared a proposal from the West Bengal 
Electronics Indusny Development C orpora 
tion (WEBH ) a government of West 
Bengal undertaking for the manufacture of 
5 000 numbeis per annum of electronic 
teleprinters based on technology from 
Siemens, West Germany For this project 
Siemens India has enured into a memoran 
dum of understanding with WFBIT for 
promoting a |oim venture company with 49 
per cent equity bv it and 51 per cent by 
WLBfcl The government has cleared the 
company s proposal tor manufacture of 
critical components for electronic telephone 


instruments, subject to the condition that the 
unit should be located in a notified 
backward area The company has also 
received a proposal from WFBEL to include 
this item for manufacture under the propos¬ 
ed joint venture company The management 
has decided to accept WEBEL's proposal 
The project for the teleprinters and 
telephone components to be located in West 
Bengal will involve initial investment of 
about Rs 20 crore, out of which equity will 
lake care of Rs 7 crore The turnover at full 
production capacity is expected to be over 
Rs 30 crore The company intends to manu 
facturc ‘computer aided work stations’ and 
other related items in a proposed subsidiary 
company The investment could be upio 
Rs 20 crore A private limited company 
under the name Siemens Communication 
Systems has been incorpoiated with the per 
mission of RBI C ommenting on the future 
prospects of the company, S K Thackersey, 
chairman feels that the government’s open 
mg of the telecommunication field to private 
sector would provide new vistas for the 
company 

CIPL 1 has turned in good result for the 
year ended October 1986 with a gross profit 
ol Rs 3 42 crore against Rs 2 82 crore in the 


The* Ui i k s ( onip.lines 

Siemens 
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Last Year 
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44 
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12893 
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SliK ks 

6087 
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Depreciation provision 
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— 

38 
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33 
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P 
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14 
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1 73 
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institutions were received only in April/May 
last year With the expected inflow of finance 
in about a couple of months, the company 
hopes to step up production and sales con¬ 
siderably and achieve better results Com 
menting on the cost of inputs, the directors 
point out that although the price of rubber 
was stabilised, the prices of other raw 
materials increased appreciably—rubber 
chemicals between 7 5 per cent and 20 per 
cent, rayon 6 per cent, polybutadiene rubber 
115 per cent, synthetic rubber 5 per cent and 
bead wire 4 per cent The cost ot fuel oil also 
increased by 5 per cent 

DIAMINES AND CHEMICALS has turned 
in better results for the year ended June 1986 
with increase in sales from Rs 5 40 crore to 
Rs 7 01 crore and m gross profit lrom Rs 92 
lakh to Rs 105 lakh After taking into ac 
count the net effect of decapitalisation of 
interest on fixed loans, there is a net surplus 
of Rs 18 lakh compared to Rs 26 lakh last 
year This has been utilised to reduce the 
accumulated debit balance to Rs 18 lakh 
Production of ethylene amines increased 
from 1,041 tonnes to I 189 tonnes and sale 
from 951 tonnes to 1,135 tonnes The com 
pany, however, had to face constraints such 
as increases in prices of raw materials, 
utilities, fuel, power, and also increases in 
wages and interest with no increase in sell¬ 
ing prices of the company’s products 
The company holds a letter of intent for 
the manufacture of 300 tonnes per annum 
of piperazine and its salts Work on the pro 
cess development for manufacture ot this 
product based on one of the ethylene amines 
was sponsored with National Chemical 
Laboratory, Pune, which is now completed 
This plant will be established m such a 
manner that working is integrated with the 
existing production facilities 
Simultaneously some debottlenecking is 
also envisaged in the existing plant The 
scheme is proposed to be implemented 
shortly Considering the uncertain situation 
with regard to power supply, the company 
has installed a DG set of 500 KVA 


80L, SOM and wealth rax benefits The 
shares will be listed at Madras, Bombay and 
Ahmedabad stock exchanges The company 
has been promoted by the A V Thomas 
Group engaged m a wide range of agri¬ 
cultural, manufacturing, mining and trading 
activities The AVT Group’s turnover is 
around 80 crore According to Ajit Thomas, 
managing director, the company is expected 
to go into commercial production in June 
1987 

Indrad Auto Components will enter the 
capital market on April 27 with a public 
issue of six lakh equity sharls of Rs 10 each 
for cash at par Promoted by A C Muthiah 
and V Chidambaram along with Agrocargo 
Transport, Indrad Auto Components is rais 
ing the amount to finance a part of its 
Rs 2 85 crore plant set up at Gummidipoondi 
near Madras to manufac t ure one lakh pieces 
of wiper motor and link assemblies 1 50 
lakh pieces of flasher relays and one lakh 
pieces ol wind shield washer motors Japan’s 
Mitsuba Tlcctric has provided all the 
technical information to manufacture the 
entire range of products The company's 
high tech products constitute essential equip 
ment for fuel efficient and technologically 
advanced automobiles The models being 
produced ate custom built for all Indo 
Japanese models and are available to all e\ 
isting indigenous four wheelers Indrad has 
already secured orders frbm Maruti Udvog 
for the supply ot 24 000 wiper moiors and 
lelco has placed pilot orders for both wiper 
motors and windshield washer motors Ac 
cording to A ( Muthiah chairni in ot the 
company turnover in the lirsi year of Optra 
tion is estimated at Rs 4 62 crore and 
operating prolit Rs 65 lakh turnover and 
profit in ihc following yeai arc expected to 
rise to Rs 5 36 crore and Rs 94 lakh resptc 
lively The company exptets to declare a 
maiden dividend at the end ot June next 
year The chairman atso indicated that the 
company would soon manufacture starter 
motors and alternators 


previous year following increase in sales 
from Rs 29 89 crore to Rs 38 38 crore. These 
figures show a small decrease in profit 
margins, but net profit has short up from 
Rs 87 lakh to Rs 185 lakh Equity dividend, 
maintained at 15 per cent on the enlarged 
capital, enjoys a thick earnings cover of as 
much as 16 18 times as against 14 05 times 
previously The directors have thought it 
prudent to plough back a good part of the 
earnings for future expansion During the 
year, the company invested over Rs 3 crore 
in capital assets for modernisation of plant 
and machinery and creation of additional 
facilities A new high spttd ointment line 
was commissioned and film coating facilities 
were expanded in the Patalganga factory 
The company has acquired from MIDC ad 
ditional land admeasuring 9,300 sq metres, 
adjacent to this unit The company's active 
and fruitful association with the national 
laboratories continues In the current year, 
the company has acquired from CDRI, 
Lucknow, the technology for a new lipid 
lowering drug—Guguhpid DcvelojJtd from 
an indigenous plant, the diug is a new global 
breakthrough in the control of athcro 
sclerosis, a major cause ot coronary heart 
disease This is yet another milestone in the 
company’s continuing quest lor the develop 
ment ol new technology through utilisation 
of the country's natural resources The com 
pany’s exports rose from Rs 2 51 crore to 
Rs 4 23 crore and exports to the more ad¬ 
vanced markets continued A major order 
from the USSR for the veierinarv product, 
Fencur, was acquired for the fust time 
According to the management, the company 
now has the potential to txport certain high 
technology drugs to the US since the 
facilities at all the three bulk drug manufac 
luring units have been approved by the US 
FDA 

PRFWIER TIRES has had another dif 
ficuli year to September 1986 when it showed 
a fresh trading loss ol Rs 5 79 crore against 
Rs 8 62 crore m the preceding 15 month 
period following decline in sales from 
Rs 21 33 crore to Rs 19 84 crore After 
depreciation, net loss came to Rs 6 56 crore 
against Rs 9 70 crore previously After some 
adjustments, the accumulated loss has 
mounted upto Rs 27 65 crore to stand 
against share capital of Rs 2 15 crore and 
reserves of a little over Rs 50 lakh Produe 
(ton ot tyres was 99 477 numbers compared 
to I 47 699 numbers for the previous period 
and sales were 1,04,783 tyres against 1,59092 
tyres With judicious product mix, the com 
pany could achieve better realisation in an 
improved market But it could not take full 
advantage of this favourable situation due 
topaucitvol working capital The company 
had approached the consortium of institu 
tions and banks in January 1985 for finan¬ 
cial assistance While a letter of sanction was 
received from one of the institutions ip 
October 1985, similar letters from other 


In the Capital Market 


A V Thomas Industrial Products will raise 
through the capital market Rs 64 lakh in 
equity shares of Rs 10 each for cash at par 
to meet a part of the cost of us Rs 4 85 crore 
project in Chhindwara district of Madhya 
Pradesh for producing soyabean and other 
minor oilseeds Out of the total issue, equity 
shares of Rs 24 lakh are reserved for 
preferential allotment to non-resident 
Indians and persons of Indian origin and the 
remaining equity shares of Rs 40 lakh will 
be offered to the Indian public The issue 
will open for subscription on April 20 for 
non resident Indians and on April 27 for the 
Indian public Investors will enjoy 80CC 


Polar Heotrotcrh will enter the capital 
market with a public issue of 6 35 lakh 
equity shares of Rs 10 each for cash at par 
on May 5 Tht company has been promoted 
by the Polar Group which comprises two 
profit making companies —Polar Industries 
and Polar Fan Industries The total turnover 
of these two companies is Rs 5 6 crore and 
Rs II 5 crore, respectively 1 he new company 
will be manufacturing and marketing a large 
range of plastic cased fans for the first time 
in India It has already commenced produc¬ 
tion on February 25 last The total cost of 
the project is Rs 2 14 crore with a manufac¬ 
turing capacity of 2,94,000 fans per annum 
Pradeshiya Industrial Investment Corpora¬ 
tion and Uttar Pradesh Financial Corpora¬ 
tion provided term loans of Rs I 02 crore 
The promoter’s contribution is Rs 48 lakh 
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REPORTS 


New Palliatives for Old? 

Interim Report of National Commission 
on Urbanisation 

Meera Bapal 


THE ministry of urban development 
government of India, recently released the 
first interim report of the National Commis¬ 
sion on Urbanisation During the period of 
about a year the commission will bring out 
more such documents before preparing the 
final recommendations to be published m 
early 1988 As the report states, it seeks to 
examine some of the main issues involved 
in the urbanisation process and iden 
tifies those steps that can be undertaken 
immediately 

The first interim report is a small docu¬ 
ment Besides the introduction there are 
three brief chapters the first chapter takes 
an overview of urbanisation, the second 
analyses some of legal constraints on urban 
development and the third deals with critical 
issues regarding the national cities Annex 
ures give lists of working groups constituted 
and studies assigned by the commission 
There are eighteen working groups whose 
members are drawn mainly from govern 
ment organisations and ministries 1 hey wilt 
study a wide range of aspects of urbanisa¬ 
tion from the Indian city in history to 
urban poverty, environmental engineering 
transport legislation, finance, building 
technologies industrial development and 
institutional framework 1 he studies assigned 
to various research institutes cover an 
equally impressive range of subjects which 
include rural urban relationship urban em 
ployment, energy and sociological impact of 
urbanisation Three base papers, one on 
Urban land (Ceiling and Regulation) Act, 
the second on rent control and the third 
giving statistics on the national uues are also 
included in the Annexures 

EXTENSIVE Tlrms or Reh rence 

The terms of reference of the commission 
are extensive They include 'the examination 
of the state or urbanisation with reference 
to the present demographic, economic infra 
structural, env ironmcntal, physical, shelter, 
energy, communication land, poverty, 
aesthetic and cultural aspects”, projecting 
future trends and estimating resources, for 
muiatmg guidelines for specific action plans 
and recommending policy frames and insti 
tutional framework 

The first interim report covers only three 
topics from the long list ot studies which arc 
to follow The commission then has a 
massive and daunting task of pulling them 
together to “spell out a precise and time 
bound programme, one that ensures urban 
future” 

The introduction to the first report starts 


by stating that urban centres are “heroic 
engines of growth, not only creating skills 
and wealth for the nation but also generating 
employment for the waves of distress migra¬ 
tion from rural areas” At the same time 
urban centres have generated the most brutal 
and inhuman living conditions As there are 
negative aspects of urban centres, there are 
viable programmes in almost all crucial areas 
of urbanisation which merit urgent con¬ 
sideration “In short the worse the condi 
lions in our cities become, the more amenable 
they could be to solution" 

In the first chapter on 'Urbanisation An 
Overview’ the report emphasises that urban 
India has a posmvc lole in lhc restructur 
ing of (he Indian economy The report 
observes that rural prosperity has generated 
as much migration to urban areas as has 
rural poverty also urbanward migration is 
inevitable given the inability of the rural 
stetor to absorb ail future entrants into the 
labour market furihei the planning strategy 
laid down in the Seventh Five Year Plan 
would give a further impetus to urban 
growth 

The report observes that although there 
are regional variations the basic spread of 
urban settlements in the countrv is fairly well 
distributed During 1971 81 a large number 
oi towns have grown at a rate (aster than the 
national average I he report asserts that the 
logic for harnessing iht potential of all or 
some ul the last giowmg urb in settlements 
is sell cv idem I he commission would make 
specific rccommt tidal ions on the selection 
of towns lor development or prioritv sectors 
in which investment should be made 

1 he commission has noted that distor¬ 
tions have dcseloptd in the urban svstem 
which can be broadly categorised as those 
arising out ot (1) lop sided development 
(2) wrong priorities (3) over-stressing of the 
urban system (4) inadequacy ot infrastruc¬ 
ture, and (S) inefficient management and 
defects in the legal system On these the 
commission would compile authoritative 
statements and specific remedial measures 

The report states that the commission is 
giving high priority attention to the ques 
tton of urban poverty One of the most vivid 
manifestations of urban poverty is the pro¬ 
liferation of slums It is a consequence, 
according to the report of the failure in the 
critical areas of supply of developed land, 
housing finance and inability of local 
authorities to anticipate the scale of demand 
m towns and cities Ihe commission is 
examining the land use and fiscal policies 
and would suggest measures to put them to 


the service of the masses 

The commission would also make recom¬ 
mendations on the question of increasing 
incomes of the urban poor It notes that the 
size and growth rate of the formal sector 
employment is such that it is not able to pro¬ 
vide work on a scale even remotely commen 
surate with the growth in the number of job 
seekers In fact 45 to 50 per cent of the 
working population in our urban centres 
finds employment in the informal sector 
The report states categorically that “the 
commission is firmly of the opinion that 
unless the question of urban poverty u 
tackled, ihe energies of the poor utilised for 
productive activity, and an environment 
created in which the informal sector becomes 
profitable, we cannot save our cities" 

Another area that concerns the coihmis- 
sion is the resource base of urban India and 
its erosion It observes that the existing 
resource base, particularly urban land, is not 
fully exploited and by optimising land-use 
and recycling land under inefficient use, 
significant amount of tied up resources 
could be released The commission would 
recommend an approach which would treat 
land as a resource for development 

The commission also seeks to ensure that 
tht quality of life in our cities is enhanced 
Tor this it would look into city aesthetics in 
terms of design, conservation and preserva 
tion of our heritage by suggesting ways of 
overcoming economic, social psychological 
and legal constraints 

l AND Cm ING AND Rt N r CON 1ROI 

Chapter 2 of the report reviews the Urban 
Land (Ceiling and Regulation) Act and Rent 
Control Act By rationalising these two, the 
commission feels lhc availability of urban 
land can be substantially improved and 
house construction, especially for rent, en 
couraged Alter examining the evidence on 
the performance of the Urban Land (Ceiling 
and Regulation) Act the commission con¬ 
cludes that in the matter of acquisition of 
surplus land the Act has been ineffective, 
neither has it achieved the obiecuvc of 
preventing speculation and profiteering 11, 
however, strongly endorsts the need for such 
legislation and concurs with the objectives 
laid down in lhc preamble of ihe Act To 
improve its performance it recommends 
(1) speedy acquisition of all surplus vacant 
land and its quick release (2) easy permts 
sion to take up house construction (below 
80 sq in) on surplus land or to transfer land 
to housing co operatives and m either case 
the rcquircmctii to use ihe facility within 5 
years from lhc prescribed date, (3) levying of 
a cess/lax on surplus vacant land (including 
land owned bv co-operative housing societies 
or government) the amount depending 
upon the category of town value location 
etc, during the 5 years permitted until uiilisa 
lion and until completion of construction 
to the extent of 50 per cent ot the Lb I/TAR, 
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(4) heavy penalty for construction violative 
of the prescribed plinth area, and (S) setting 
up of shelter fund (applied to the city from 
which it is collected from the entire proceeds 
of the vacant land cess and penalties for 
misuse, to be used for the development of 
serviced sites for the poor and for the con 
struction of housing for them 

On rent control, the report lists its in 
herent defects and deleterious consequences 
(e g, deterioration of old buildings, distor 
tions in the rental market, inefficient land 
use and freezing of municipal revenue 
accruing from property tax, etc) 1 he report 
states that it is, however, vital to have a work 
mg rent and accommodation control act on 
statute books since a very large section of 
society consists of families who earn low 
incomes and are incapable of competing m 
the rental housing market under free market 
conditions The commission asserts that 
“the real solution to the housing problem 
of our cities lies not in merely maintaining 
the status quo but in encouraging a massive 
addition to the housing stock” 

The commission suggests dividing the 
rented properties into two categories those 
rented before 1 1 1987 and those constructed 
and/or rented after that date. These proper 
ties arc further divided into two classes 
residential and non residential While the 
existing protection both of tenure and rent 
are continued, the recommendations allow 
for rent increases in order to neutralise the 
effect of inflation and to make money 
available for building repair In the tnstitu 
tionaltsed system of rent increases non 
residential tenancies begin to pay over tunc 
market rent while residential tenancies with 
80 sq m or more plinth area (cut off I nc in 
consonance with that in the Urban Land 
(Ceiling and Regulation) Act) partly pay 
towards neutralisation of effect ol inflation 
from the year 1974 (the base year for deter 
mining capital gams) and fully from 11 1987, 
for tenancies in residential units of less than 
80 sq m plinth area neutralisation of the 
effect of inflation is permitted 100 per cent 
from 1 1 1987 New tenancies (after I 1 1987) 
of non residential kind or in 80 sq m or 
larger residential units would not be within 
the purview of rent control For ntwly con 
structed/ren ed smaller (less than 80 sq in) 
residential units the first agreed rent would 
be the base rent which will be subject to 
changes in accordance with the changes in 
the urban non-manual employees consumer 
price index 

‘Nationai ants 

Chapter 3 is devoted to the discussion on 
the national cities which are regarded by the 
commission as nerve centres of the country 
Since Delhi is taken care of by the central 
government, the commission has not included 
it in its recommendations at this stage and 
it deals with Calcutta, Bombay and Madras 
The report observes that the national cities 
are vital to the country’s economy and play 


a rote in spreading prosperity tar and wide 
And yet they have been allowed to deteri 
orate to an appalling state The report asserts 
that one reason for the unhappy state of our 
national cities is the poor state of the old, 
established industries in these cities There 
is, therefore, the crucial need for “total 
rethinking on basic policies relating to 
industrial location recycling of industiy and 
the land on which it stands, and the intro¬ 
duction of technologically contemporaneous 
and efficient economic activities which will 
rebuild the wealth of these cities ’ 

The commission recognises that there are 
■everal elements in the development strategy 
for the national cities which are entirely 
determined b> the central govetnment, c g 
transportation and telecommunication net 
works, industrial policy insofar as it affects 
location fiscal laws and planning rcgula 
tions which constrain development, land 
held by central (and suit) government which 
'ould be put to alternative remunciauvt 
jscs etc The commission argues that all 
such matters need to bt rtsolved such ill u 
they help reviiahse our national cities 

On the crucial question of resource 
mobilisation the commission suggests 
creating a fund to be’ centred in an institu 
non which will struct tile national cities 
uutiallv and tt tn appropriate stage 
metropolitan cities With t view to keeping 
iht size ol the hind leihstic and (used on 
an assessment of the tap tuts of <ns idnnni 
strations to absorb funds the imount ug 
gested bv the commission is R 1 000 crort 
with Ks SOOemrc hung found in the Seventh 
Flan Usd! lhe hind is tin is iced to be i 
revolving hind lelnnnislertd bv ispctulistd 
institution 

This in brie I is u h it is eoul nm d in the 
interim itporl Since a number of aspeels 
of urbtnrs itron and urban development ire 
still to be evuiuntd and tetomtntDelations 
made, it is only possible at this st tgt to 
raise some questions leguidmg the gene d 
approaeh 

Somi Ql 1X1 IONS 

The commission has an enormous task 
btfore it However this ts essential if the 
exercise is to bt meaningful and reltvam 
Not much of what has been recommended 
in the first report is new but then it cannot 
be as choices ait limited given the im 
peratives of the political economy and 
rtsoutcc constraints 

lhe commission regards cities as the 
engines which give momentum to the Indian 
economy Does it consider it necessary to 
dclinc what is produced, how, where and lor 
whom in order to ensure that urban centres 
lead the eounti y to development and do not 
end up as islands of consumerism 9 

While noting that there are enormous 
regional variations m the distribution of 
urban settlements in different parts of the 
country, the report gives a comparison bet 
ween two relatively highly industrialised 


states in India—Maharashtra which has 33 
per cent of its population living m urban 
centres and West Bengal which has only 26 5 
per cent of its people living in towns and 
cities The difference in the levels of 
urbanisation in the two states may partly be 
explained by the strong commitment of the 
West Bengal government to rural develop¬ 
ment and land reforms which the govern¬ 
ment of Maharashtra does not seem to have 
to that extent What conclusions would the 
commission draw from such an analysis for 
translating into its recommendations 9 

The question of increasing incomes of the 
urban poor is receiving serious attention 
from the commission As stated in the report 
if is looking inlo ways of making the infor¬ 
mal sector profitable It is now well esta- 
bl shed that the formal and intormal sectors 
arc not watertight compartments The link 
between them is, in lau causal My own 
work shows that the entry into the informal 
sector is no longer as easy as it was believed 
lobe Further the present emphasis on cost- 
e'tcctrvcncss in industry has, possibly 
tdsersc implications lot employment All 
'Ins makes txircmelv damping the question 
ol increasing incomes ol iht uiban poor 

I he commission is contci ned about the 
wrekhed and dtgraded living conditions in 
slums In tins connection the commission 
needs to t ikt a stand on the skewed dislribu 
non ot i cits s resources and the disparities 
ansing born it I he commission takes a 
serious view ol the usetous exploitation of 
slum dwellers at the hands ot slumlords 
who protect their [own] licfs In corrupting 
the local mthot'ties the pobet ind lhe 
political system While it is correct that 
slum dwclicis ate exploited h\ slumlords, it 
is import mt to understand that slumlotds 
act is brokers of political patron tgt This 
an tlx six re dillerent Iront the interpretation 
mentioned in the report and has vastly dif 
Itrent implications for formul tting measures 
to quell the evil ol calculation 

riure are several specific questions which 
mav have to await answers m the subsequent 
reports I he first ttpoit mentions the need 
tor releasing bed up resources through op 
burning land use How will the commission 
reconcile this with social justice lor the low 
income population 9 Is it really tenable in the 
long run to rtlv lot resources on highly in 
Hated pi ices ot land 9 Given the dangtrously 
dilapidated condition of a large proportion 
ol the old housing stock in cities and the 
high cost of repairs, would permitted rent 
increases create adequate funds to restore 
such buildings 9 This question is particularly 
peirincnt given that a large majority of 
rented residential units are less than 80 sq m 
in area for which only small increases in rent 
have beefn (justifiably) recommended 
Although the case of Delhi has not been 
onsidcred at this stage, the commission 
would have to analyse various aspects con- 
icctcd with its development, e g, the perfor 
nance of Delhi Development Authority, 



leap-frogging of development and its con¬ 
sequent costs, the element of aggrandise¬ 
ment evident in the development, the 
removal of slums to the edge of the city, etc 
The report slates that there are instances 
of viable programmes m almost every aspect 
of urbanisation that merit serious considers 
tion "What we need to change is lethargy 
that is gradually—and fatally—taking over” 
Whose lethargy’ Government's or admini¬ 
stration’s’ But is it really lethargy’ The so- 
called viable programmes are in many cases 
‘successful’ because they are token projects 
If one examines urban development and 
housing policies so far (and Town Planning 
and Slum Areas Acts) one conclusion comes 
out clearly in spite of various strategies, very 
little has been conceded by way of urban 
land and basic facilities to the poor While 
appearing to relieve the wretched conditions 
in low income areas, they largely serve 
interests of ‘property capital’ In the 
framework of the urban land market 
development plans drawn up by local 
authorities can be realised it they arc subor 
dmated to the interests of real estate 
developers Case after case describing 
shenanigans of builders and the support they 
seem to muster underscore the point And 
they are often justified in the name of strv 
ing public interest This is why the commis 
sion's diagnosis of the present unhappy state 
of our cities as arising out of past neglect 
seems to be simplistic Also, if analysed in 
this light the inability of (he authorities ti 
anticipate the scale of the demand in oui 
towns and cities which the commission con- 

INI)IJSTR\ 


ROYAL DUT( FLSHELI, the biggest non 
US multinational corporation in the world 
has been the focus ot anti apartheid cam 
paign across the globe for many years This 
campaign which developed into a boycott 
action in 1986 has gamed further momen 
turn after the International Day ot Action 
against Shell on November U when demon 
strations were held in ttn countries such as 
the Netherlands Australia and Portugal 
Yei the same Royal Dutch/Shell group 
which is planning to increase its investments 
in India, has not met with anv resistance, at 
least not on account of its support to the 
racist regime in South Africa Shell holds 31 
per cent of the equity in National Organic 
Chemical Industries (NOCIL) which has a 
pertochemical complex in Thane, Maha¬ 
rashtra Last year NOCIL launched a plan 
for the expansion of its petrochemical com 
plex at Thane involving an investment of 
Rs 1,300 crore The expansion proposal 
includes an increase in the equity involve¬ 
ment of Royal Dutch/Shell from 33 per cent 
to 40 per cent Shell has also shown its 
readiness to put in an enormous Rs 400 crore 
into the project According to reliable 
sources the project has not yet got clearance, 


siders tragic, begins to reveal structural limits 
of what can be done in the existing context 

This leads us into the last, but the most 
crucial question which the commission has 
stated in one sentence “There is room 
for a great deal of optimism about our urban 
future—as long as there is the political will 
to act” It would not be out of place to men 
non here the recommendations made in 
1983, pnor to the formulation ot the Seventh 
Five-Year Plan, bv four task forces appointed 
by the Planning Commission Their reports 
contain worthwhile recommendations (many 
of which may turn out to be not essentially 
different from those of the commission) 
which if put into practice, would have to 
some extern changed for better our urban 
situation And yet they have gone tht way 
nany others have in the past, decorating 
various shelves and occasionally used by 
scholars to quote from The terms of 
reference ot the task forces were not as all 
encompassing as those of the present com 
mission, but this is all the more reason to 
be apprehensive iboul the political feasibi 
lily ot us recommendations 

In spite ot the nr ot optimism and con 
fidence exuded bv lire lust interim report ot 
the commission, il is clear ihat there arc no 
magic solutions to ihc complex problems 
that afflict our towns and cities One fear 
however persists th » the commission may 
end up recommending a new set of pal 
liatives tor ihc exisimg ones Can the com 
mission with ill us good intuitions dispel 
this tear’ 


only due to the objections raised by the 
Maharashtra Pollution Control Board The 
board considers tint an expansion of the 
complex ai Thane would involve unaccept¬ 
able loads in tn tlrcady heavily polluted 
area Surpiixmglv enough the support of this 
multinational loi the racist minority regime 
in South Africa tias not formed an obstacle 
in expanding in i country which considers 
itsill to be a consistent tighter against 
apartheid 

Pro \i \KiHtiD 

Fated with the growing resistance of the 
peoplt to apartheid a number ot multi 
nationals have betn withdrawing from South 
Africa Six Uk anti 17 US companies dis 
invested from South Africa in 1986 This was 
preceded by 5S US companies in 1985 These 
companies included General Electric, IBM 
and Barclays Bank The latest to join those 
disinvesting is Exxon (Esso) which made its 
announcement in December 1986 

Royal Dutch Shell continues to resist any 
attempt to withdraw from South Africa In 
spite of all the pressure, Shell continues to 
argue along with Thatcher, Reagan and com 
pany that it is opposed to apartheid but con¬ 


siders discussions and negotiations as the 
best means of achieving a settlement 

Indeed in an interview last year van 
Wachem, the chairman of the committee of 
directors of Shell, said that the corporate 
sector m South Africa was prepared to play 
the role of catalyst in the process of negotia¬ 
tions and that it was his strong impression 
that the government in South Africa was 
being attentive to the proposals being made 
by the business community Shell South 
Africa, the fully-owned subsidiary of Royal 
Dutch/Shell is very open in its support of 
the system In its advertisements it has been 
proclaiming “We are backing South Africa' 
and as late as the end of last year. Shell 
South Africa has reiterated its commitment 
to the existing system 

This political commitment to the regime 
in South Africa is based on hard economic 
interests Shell South Africa has profited 
from the cheap reserve of black labour for 
more than seventy years It is involved in 
the processing and sale of oil products, 
chemicals, coal and metals and has an annual 
turnover of approximately Rs 2,500 crore: 

Shell South Africa reaffirmed its commit¬ 
ment to the racist regime by investing 100 
million guldens (approximately Rs 600 
million) in a new lead and zinc mine which 
stai ted production in September 1986 The 
supply of technical know-how by the parent 
company was crucial in developing the mine 
Shell is also planning to develop a newly- 
discovered tungsten deposit and thus make 
South Africa independent of the import of 
these strategic metals These metals and 
petroleum products directly help in main¬ 
taining South Africa's military and police: 

A 'SHm Tradition* 

The tirm commitment of Royal Dutch/ 
Shell group to the apartheid regime is clearly 
revealed by its role m the oil embargo against 
South Africa As the Shell Shadow report 
(brought out by the Shadow board of direc¬ 
tors of the Royal Dutch/Shell group, com¬ 
posed of eminent Dutch citizens) put it, 
breaking the oil embargo was a ‘Shell 
tradition 

Shell has been breaking the mandatory 
UN sanctions against the white minority 
regime of Rhodesia since 1966 Resistance 
by the maior western powers have prevented 
the oil embargo against Sou,h Africa from 
becoming mandatory The voluntary 
embargo imposed by the UN in 1976 was 
broken with impunity by the Shell group 
Research bv the Shipping Research Bureau 
at Amsterdam has shown that 23 tankers 
owned chartered or managed by Shell 
supplied 4 S million tons of crude oil to 
South Africa between 1979 and 1982 

By 1981, the manner in which Shell breaks 
the oil embargo had become public know¬ 
ledge, and Shell has since sought to make 
its supplies invisible Nowadays it makes use 
of intermediaries to cover its tracks Thus 
tor example since 1983, Brunei Shell 
petroleum company has been selling crude 
oil to the Japanese trading firm Marubeni, 
ostensibly destined for the US Marubeni 
then resells the oil to Marc Rich, a well 
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known oil supplier to South Africa During 
the last six years 56 tankers with a total 
volume of 6 7 million tons of Brunei crude 
oil have been identified to have sailed to 
South Africa Although Brunei known as a 
‘Shell Free State’ continued to resist the 
demand for an oil embargo, since 1982 it has 
been forced to change its position and is 
presently investigating the ‘disappearance’ of 
oil sold by Brunei Shell 

The Royal Dutch/Shell, claims that it does 
not know where its subsidiary in South 
Africa gets its oil from due to the South 
African secrecy laws It also claims in¬ 
nocence of the disappearance of Brunei oil 
In November 1986, Shell announced in 
Rotterdam that it would take steps against 
traders who resold Brunei oil to South 
Africa Those who remember the denials of 
the company that it had no knowledge of the 
source of oil of Shell Rhodesia and the later 
discovery of detailed information concerning 
the transactions between Shell South Africa 
and Shell Rhodesia at the Shell head-office 
at London will find it difficult to believe the 
current denials by the multinational 

Repression of Workers 

While Shell along with other oil multi¬ 
nationals such as British Petroleum have 
been undermining the oil embargo against 
South Africa, it was the recent repression of 
workers at one of the mines in South Africa 
that set the current international boycott m 
motion 

Jin February 1985 a labour dispute arose 
at the Rietspruit mine in South Africa Shell 
owns SO per cent of the shares in this mine 
which produces more than 5 million tonnes 
of anthracite annually, whose export is also 
controlled by Shell On February 11, 1985, 
two black workers died while repairing a 
cable in the mine The mine authorities 
denied permission for the condolence 
meeting organised by the National Union of 
Mineworkers The majority of the workers 
attended the meeting and the authorities 
fired two trade union leaders In the strike 
which followed demanding the reinstatement 
ot the unionists, 86 people were thrown out 
of jobs and the armed guards of the mine 
used teargas rubber bullets and forced the 
workers to go back to work at gunpoint 

When confronted with the story of this 
repression, the spokesman of Shell in the 
Netherlands at first took the position that 
it was impossible But Ken Zinn, the secre¬ 
tary ot the United Mine Workers of America 
who was visiting the Netherlands, saw many 
parallels between the situation in the 
Rietspruit mine and that at A T Massay 
Coal company in the US in which Shell has 
a 50 per cent interest Then the workers were 
torccd to go on a 15 month strike because 
of the refusal ot the company to cntei into 
a collective agreement 

He said "when the chairman of the South 
Afucan National Union of Mineworkers 
told us about the conflict in the Rietspruit 


mine and how his members were showered 
with teargas, we could imagine it very well 
because our members were also showered 
with teargas When he told us how his people 
were shot at by armed guards we could 
imagine it very well because our members 
were also fired at by the armed guards of 
Shell That is why our members have so 
much understanding for the struggle being 
waged ten thousand kilometres away in 
South Africa” 

The boycott of Shell began in January 
1986 in the US in which the United 
Mineworkers of America played an impor¬ 
tant role The Southern Africa movement 
and the unions in the US have succeeded m 
getting many of the delivery contracts with 
Shell terminated The disinvestment cam¬ 
paign has also gained momentum m the US 
The boycott campaign has been so successful 
that even institutions such as the Harvard 
University have joined those withdrawing 
their stocks from Royal Dutch/Shell 

For the last ten years in the Netherlands 
and United Kingdom, the two home coun¬ 
tries of the multinational Shell, anti 
apartheid groups have been campaigning for 
boycotting Shell On March 21, 1986 on the 
anniversary of Sharpeville massacre Shell 
was given the ultimatum that unless it 
announced the breaking of all ties with 
South Africa by the next shareholders’ 
meeting on May 15, 1986, protracted and 
persistent protests would follow Faced by 
the continuing adamant attitude ot Shell, 
activists in these two countries decided to 
join the current boycott campaign against 
Shell In the Netherlands at least 25 
municipalities including those m the big 
cities like Amsterdam and Rotterdam have 
endorsed the boycott campaign Many of 
these municipalities have term.nated their 
bulk contracts with Shell Anti-apartheid 
groups in many other countries have also 
now joined the boycott 

On September 10, the African National 
Congress (ANC) and South West Africa 
Peoples’ Organisation (SWAPO) issued a 
joint statement expressing their support to 
the international campaign against Shell In 
a reply to a question on the effect of Shell 
withdrawing from South Africa, the secre¬ 
tary general of the national union of mine- 
workers states “That would have a tremen¬ 
dous psychological effect on other com¬ 
panies Moreover, to the South African 
government it would be a slap in the face 
because it concerns a company with Dutch 
roots, and to that they are here always 
extremely sensitive fThe Afrikaaners, 
descendents of Dutch immigrants, form the 
basis of apartheid in South Africa ] If it is 
upto us, Shell may go tommorrow” 

November 15, 1986 was declared as the 
International Day of Action against Shell 
There were hundreds of demonstrations, 
pickets and other actions in many countries. 
In the Netherlands alone there were 33 
demonstrations In the week following the 


International Day there were actions in 100 
cities in Denmark Widespread actions took 
place also in the US, Sweden, Italy, Belgium, 
Ireland, Australia and Norway Enthused by 
the success of the International Day, the 
anti-apartheid activists are planning further 
activities 

Future in India 

Met, in spite of the widespread mass 
support, the success of the campaign is by 
no means assured The UN call for a manda¬ 
tory embargo has never materialised due to 
the resistance by western governments The 
resolution, adopted by the general assembly 
on November 13, 1986, aiming at a tighter 
oil embargo, in pasticular the setting up of 
an intergovernmental group to monitor the 
supply and shipping of oil to South Africa, 
was voted against by the US, UK, the Federal 
Republic of Germany, France and Israel The 
members of the European Community ex¬ 
cept Denmark and Ireland abstained from 
voting On December 2, 1986, in reply to a 
parliamentary question, the foreign minister 
of the Netherlands refused to ask Shell to 
refrain from further investments m South 
Atrica Already, South Africa has stopped 
the publication of the daily list of ships 
entering and leaving the port of Durban, 
making it difficult to control the embargo 
busting by the oil companies 
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Royal Dutch /5>hell is one of the biggest 
multinationals in the world and it has the 
capacity of a big monopolist in resisting 
these pressures At the same time. Shell is 
uncomfortable with the current campaign 
and has already begun its counter offensive 
It does not rule out disinvestment, especially 
since there is the possibility of continuing 
to maintain con trol over the company in the 
kind of constructions adopted by IBM and 
General Motois (They have sold to their 
South African managers, but retain their 
licensing agreements tor the sale of their pro 
ducts and have even included repurchase 
clauses in their sale agreements) 

But apparei ltly, even to do that, for Shell 
the situation will have to become much 
worse. As John R Wilson, chairman of Shell 
South Africa said on October 19 1986, “If 
the bottomline of Royal Dutch/Shell is 


adversely affected internationally, the share¬ 
holders will have to consider their position 
in South Africa, but it will have to get really 
bad before shareholders decide to pull out” 

It is on this question of whether it would 
‘get really bad', that the expansion by 
NOCIL and the proposed increase in the 
investment by Shell comes into the picture 
Will it get ‘really bad’ for Shell in India 7 
Would there be a boycott of the pesticides 
sold by NOCIL 7 Would the Indian manage 
ment of NOCIL, the Indian collaborators 
Mafatlals and the Indian government say 
that there can be no question of increased 
investment until Shell withdraws its support 
to the racist regime of South Africa 7 Would 
the trade unions at NOCIL take up the 
challenge and come up in defence of their 
colleagues in South Africa? 


If a sort of status quo has been main¬ 
tained in quantitative terms, the balance 
seems to have shifted against the CPI(M) in 
terms of some qualitative indices For in¬ 
stance, the CPI(M) has lost some of its old 
seats m areas with a large working class com¬ 
position in greater Calcutta and in the 
industrial belt in the Burdwan district It is 
also evident that non-Bengali masses of the 
toiling people m some areas this time shifted 
away trom the CP1(M) as also did the Utdu- 
speakmg Muslims m some pockets Another 
significant development with some strategic 
implications is the Left Front’s setback in 
the city of Calcutta in 1982, the 22 seats in 
the city were shared by the Front and the 
Congress(I) equally, this time, the Con 
gress(I) has bagged 13 seats leaving only nine 
seats to the Front 


WEST BENGAL 

Deep-Rooted Stalemate 

Ajit Roy 


THE results of the elections for tht West 
Bengal stale assembly have been variously 
described as ‘awesome victory’ of the Left 
Front (as well as of the CPI-M) and ‘virtual 
destruction of the Congress(l)' They indeed 
appear to be so Of the 294 seats, the Left 
Front got 2‘>1, out of which the CPI(M) 
alone bagged 185, registering a mark up of 
18 and 15 seats over their respective tallies 
in the dissolved house The Congress(I), on 
the other hand, lost nine seats -from 49 in 
the old house to 40 m the present Its loss 
is indeed higher as four seats in the old 
house had been held by the Congress(S) 
which later i.nerged with the Congress(I) 

A good many conclusions have been 
drawn by various commentators and 
analysts Ircrn these figures such as (i) the 
Congress(l) has lost because of its un 
questionable organisational weaknesses, (n) 
the election results have proved that Rajiv 
Gandhi has lost his ‘charismatic 1 appeal, and 
that (iu) his ‘glib talk of a nulan Bangla’ 
(new Bengal) and ‘promises of central 
largesse’ wr re counter productive, and so on 
As the cenitral objective of Rajiv Gandhi’s 
conduct of the election campaign un 
doubtedly was to secure an improved 
presence in the state assembly, the poll 
results cer tainly reveal his failure to achieve 
the set goal Perhaps, a lurid picture of the 
Congrev.(I)’s setback could be drawn by 
listing th<e districts wherein it has drawn an 
absolute blank But all this would be a 
superficial view as the Congress(I) has not 
only succeeded in expanding its popular base 
in the state, but also has done so at a relative¬ 
ly faster rate than the Left Front and the 
CPI(M), as table 1 shows 
Competed with 1982, the Left Front’s 
share in t he popular votes in 1987 increased 
only 0 36 percentage points—the CPl(M)’s 
share registered only a slightly higher rate 


of growth at 0 78 percentage points—while 
the Congress(I) s share rose by 5 71 percen¬ 
tage points A good measure of this increase^ 
3 94 percentage points to be exact, obviously 
came from the merger of the Congress(S) 
base. But even without this contribution, the 
Congress(l)’s share went up 1 77 percentage 
points, that is, by more than double the gain 
of the CPI(M) and nearly five times the gam 
of the l^eft Front as a whole 
A more interesting, and perhaps more 
significant, facet of the voting figures is that 
the depth of support for the contending 
forces has remained entirely unchanged at 
0 17 per cent, 0 18 per cent and 014 per cent 
for the Left Front the CP1(M) and the Con- 
gress(l) respectively, as measured by the 
average share of the votes polled peucon 
tested seat (table 2) 


Front/Party 

No_of Seats 

Contested 
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294 
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294 

249 


If the estrangement of the Urdu-speaking 
urban Muslim can be explained by the 
fundamentalist backlash, that of other 
sections of non Bengali toiling people is 
perhaps indicative of their unease over the 
Left Front’s intensive involvement with the 
Bengali sentiment on the Gorkhaland issue 

On the whole the West Bengal polls not 
only reveal a sharp polarisation between the 
CPI(M)-Ied Left Front and the Congress(I), 
but their unchanged depth of average mass 
support per contested seat particularly indi¬ 
cates a situation ot deep-rooted stalemate 
Neither the naive and cheap tricks tried by 
Rajiv Gandhi, nor the simplistic appeals to 
Bengali sentiment by the CP1(M) led Front 
were able to shift the existing balance 
between the two sides If the Congress made 
full use of the Rajiv Gandhi card, the 
CPI(M)’s trump card was its undoubtedly 
superb organisation which had practically 
initiated the election campaign about six 
months before the Congress(I) did But 
neither succeeded in scoring enough points 
to tilt the existing balance 
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evicted from their rooms for non-payment 
of rent, and forced to sell their household 
goods and take loans at exorbitant rates of 
interest in order to survive at all 

Worm rs Pi an 

This part ol the storv is familiar, it is pro 
bable that similar stones lie behind the 
majority ol the 1 2 lakh sick units in the 
country What is significant and different in 
the Kamani case is the role played by the 
Kamam Employees’ Union (KEU) which 
represents workers in most of the Kamani 
units Right Irom the beginning KEU 
refused to accept the rote ot passive victim 
of the employer s malpractices or even the 
traditional union role of simply fighting for 
workers’ wages while conceding to the 
management the ‘right to manage’ Their en 
croachment on the sacred territory ol 
management prerogative began paradox 
really, on the employer’s own invitation It 
all began with a bonus dispute in the early 
70s, when the minimum bonus was 4 per 
cent and the union was demanding 16 pci 
cent in KEC Management oftered to open 
their books of account to the union to prove 
that they were making losses and could not 
afford to pav more than the minimum 
bonus—a situation that the KEU recognised 
as being ver> urv dangerous What it they 
agreed and the accounts indeed showed that 
the companv was making unavoidable 
losses'* On the other hand if they refused, 
management would certainly accuse them ot 
closing then eves to the reality ot the situa 
non The solution they camt up with was 
highly sophisticated "Yes they said, “we 
arc ready to look at your accounts, and in 
the future it we see that what sou are tell 
ing us is correct, we will accept it But over 
the past we have no control, sou have pro 
bably manipulated the accounts, so we stick 
to our demand for 16 per cent bonus” And 
so successful were they in arguing lot and 
justifying their demand that thev ultimately 
won it 

From that time began an ’open system ol 
management in which a committee eon 
sistmg ot workers’ representatives staff 
representatives middle managers executives 
and board representatives would discuss the 
working of the company, the company’s pro 
duction planning procurement of material 
cash flow and financial arrangements The 
arrangement on this was minuted and also 
implemented because i nh day whatever 
information was available lo the chief 
executive was also delivered to the union 
representative and passed on to the workers 

1 his eould not last, of eourse However 
much managements may invite workers’ 
‘participation m management they in 
cvitablv feel threatened if that participation 
becomes anything more than a foimality 
The committee was suspended a few years 
later, but in the meantime union activists 
had gained valuable insights into the way a 
factory is run is well as inside information 
on the was in which the kamams managed 
their business This was to be viry useful in 
the subsequent period when the Kamani 
group began to suffer losses KEC was the 


first unit to face crisis and sickness, and 
KEU, with its thorough knowledge of the 
situation, was able to gain sufficient 
credibility with the public institutions and 
the government to influence the fate of the 
company, when they opposed its sale to the 
Birlas and insisted that it be taken over by 
public institutions 

When KT began to suffer losses, KEU 
wrote to the government in 1976 detailing 
the ways in which the Kamams were siphon 
mg out tunds by under invoicing bills, over 
invoicing purchases, making exaggerated 
claims ot burning or melting losses appoin 
ting unofficial dealers, selling high quality 
mati rial as substandard and showing large 
quantities of material sold as scrap, dust and 
dross When the malpractices continued it 
was largely the union’s persistent demands 
for an investigation and government take 
over under the I UR Act that stirred the 
government to take action on the issue Even 
more significant, when in 1981 the stale 
industries secretarv persuaded the Canara 
Bank to extend a facility of Rs SO lakh to 
the company, the Kamams were at first not 
in favour of accepting the offer, arguing that 
with such a small sum the company could 
not run normally At that point it was the 
union which examined the order position 
and all other relevant circumstances, and 
came to the conclusion that if they concen 
trated on sugar tube production where the 
cycle is 8-10 days it would be possible to 
rotate the finances three times within a 
month and achieve 85 100 tons production, 
out of which all operational expenses eould 
be met They managed to convince the bank 
chairman ol the viability of their proposal 
and even persuade him to advance one 
month s wages —the first time in Indian in 
dustry that a nationalised bank advanced an 
overdraft towards wage payment on the 
request of a union alone, without a board 
resolution or management request And the 
confidence which the bank placed in the 
union proved to be justified, because the 
factory could be run from May 1981 until 
the latter part of 1982 along these lines 
meeting all operational expenses 
In a sense this was the first Kamani 
workers’ plan, precursor of the lar more 
elaborate plan with which the workers are 
now proposing to take over the company 
The spectacular success of the earlier 
attempt which was proposed as purely tem¬ 
porary emergency measure, is powerful 
evidence ot the competence of the union in 
traming a viable production plan for the 
unit The scheme of rehabilitating Kamani 
Tubes which has been put forward by the 
Kamani Tubes’ Employees’ (Producers’) C o 
operative Society bears the same marks of 
a thorough knowledge of the industry and 
painstaking collation of financial and 
technical information It has been put 
together through discussions with workers, 
staff some officers and sympathetic experts, 
who fiavc all helped to frame a scheme 
which, if it is put into action, will surely pull 
the unit out of the crisis it has been in lor 
over ten years and save it from imminent 
closure 


The scheme includes a detailed produc¬ 
tion schedule to be followed by the co¬ 
operative, beginning with overhauling of 
equipment, repairs and replacement of 
existing plant and machinery Within six or 
seven months, production is scheduled to 
reach the break-even level of 100 MT tubes 
and 140 MT rods, for the remainder of the 
first year, production would be sustained at 
110 MT tubes and f60 MT rods, thus 
generating a profit of around Rs 3 lakh per 
month In the following two years moder¬ 
nisation would be carried out involving 
especially the import and installation of a 
new tube extrusion press which will make 
possible the manufacture of sophisticated 
90/10 and 70/30 cupro-nickel condenser 
lubes, as well as increase production levels 
of admiralty brass and aluminium brass con 
denser tubes and large diameter rods and 
specialised sections All this would require 
an outlay of Rs 20$ lakh but with the 
improved product mix and increased produc¬ 
tion, this could be repayed by the eighth year, 
along with Rs 252 lakh of the outstanding 
liabilities A proposed repayment schedule 
ot the remaining outstanding liabilities over 
a period of ten years is included in a sup 
plementary note to the scheme 

How is all this to be achieved'* The 
workus for their part have undcriaken to 
(I) subscribe Rs 2 000 taeh, ol which Rs J1 
has already been paid and the rest is to be 
taken out of their EPF accounts, (2) allow 
half iheir outstanding dues of over Rs 2 
crore to be converted into share capital, and 
take the rest as and when it becomes 
available, (3) take only 75 per ccm of their 
wages in the first year depositing the 
remaining 25 pel tent with the society lor 
one year (4) free/e the existing scrv cc ton 
ditions tor another three years, (5) limit 
bonus payments to 8 33 per ccm for the first 
live years of operalion Yel even with all 
these sacrifices, it is clear that the workers 
cannot succeed without the eo operation of 
government institutions and the banks Help 
is needed in various forms, especially legal 
and financial 

The enactment of the Sick Industrial 
Companies (Special Provisions) Act 1986 
provides for the establishment of a ‘Board 
for Industrial and Financial Reconstruction’ 
(BIFR) to decide on measures to be adopted 
with respect to sick industrial companies 
The possible measures include sale or lease 
of the company to a co-operative society 
formed by its employees However, it was 
only in January 1987 that the constitution 
of the BIFR was announced, and it is still 
not functioning The sooner the board is 
formed and takes up the Kamani case, the 
less the sufferings of the workers will be 
prolonged 

Registration of the workers’ co-operative 
is necessary, but so far the Deputy Registrar 
has been uneq-operative, demanding a no 
objection certificate from the company 
before he will agree to register the society 

The Maharashtra government would need 
to be involved in the scheme, and preferably 
should declare the unit to be a ‘Relief 
Undertaking’ 



The banks Would also need to attend thot 
facilities, especially in the initial stages of 
the scheme 

The workers' petition that the appropriate 
orders and directions be given for carrying 
out these measures is now pending before 
the supreme court If judgments in such 
cases were governed by rationality alone, it 
is dear what the outcome would be The 
Kamam's debt to tht workers is considerably 
more than the value of the company and 
they owe their earlier prosperity to the 
workers efforts too hence it is no more than 
simple justice that the workers should be left 
with the means of earning their daily sub 
sistuicc Moreover, the banks stand to gain 
too, since the scheme offers them a means 
ol recovering funds which would otherwise 
have to be written off And yet unfortunately, 
one cannot assume that rationality will 
prevail For example, the prune minister has 
repeatedly stated t hat the government can 
not afford to take over and lun sick units 
in order to protect the jobs of the workers, 
yet it seems that the government can afford 
to pour public money into the pockets of 
individuals like the Kamaniv who arc in 
terested in neither production nor employ 
ment but onlv in enriching themselves At 
present Rs 6 500 crore ol public money arc 
locked up in such units It rtmams to be seen 
whether the financial institutions will prefer 
to help tn starting workers co operatives 
producing socially useful products or to help 
in the private tnrichment of unscrupulous 
businessmen 

If however the change in government 
policy towards sick units leads to an mcreas 
mg number ol we.kcrs' takeovers then it may 
bt seen as a positive development Workers’ 
co operatives are not insulattd from the pre 
sent society they cannot produce fot human 
need alone, since they have to obtain hetnets 
and stll their products on tht market but 
they need not be totally subject to the 
pressures of profitability and cost cutting 
either Within the range of products which 
aic marketable theiefore, it would be 
possible to make choices based on social use 
lulncss rather than profitability, especially 
once the initial phase of loan repayments is 
over Secondly the hierarchical and authori 
tartan relations which ptevail even within a 
public cnterpiise can be overcome within a 
workers' co operative Pven though a co 
operative hkt the one in kamam TUbes 
would need to appoint professional managers 
for ihe dav-to day running of the plant 
workers would still be able to make policv 
decisions thus gaining vital txpenence in 
self management without which workers 
self determination could never become a 
stable reality In the western capitalist coun 
tries the prevailing record levels of un 
employment have give.i rive to a large crop 
ot workers co operatives, and these are pro¬ 
ving to be more resilient in the face ot reces 
sion than the ordinary capitalist enterprises 
In India too there is a strong argument tor 
setting up such co operatives in order to save 
existing jobs create new ones and provide 
socially useful goods and services What is 
lacking here and would need to be built up 
however, is an infrastructure of support 
organisations, especially those providing ad 


vice and training to groups of workers 
wishing to set up co-operatives Lacking 
these, what ofien happens is that these 
organisations are co-operatives only in 
name, their structure and functioning ends 


up being indistinguishable from that of 
other business 

[This account owes much to information pro 
vided by D Thankappan, working president of 
Kamam Employees Union ] 


PAKISTAN 

Is Democracy the Answer? 

Babar Alt 


Al 1 the politicians anu political parties in 
Pakistan arc agreed that all ot Pakistan s 
problems—whether those originating from 
the Afghan issue those of ethnic riots in 
Karachi, those of lack of industrialisation 
or those of lack of press freedom—are due 
to a single factor the lack of democracy in 
thccountiv Of course the official Muslim 
league, the pa'ty of Junejo, does not agree 

All political gioups who are not in power 
seem to think that Pakistan » problems will 
be solved once the people art allowed to vote 
and elect their true representatives To these 
groups the turn Icmocracv'sunply means 
the right to vote mJ thev arc not concerned 
with any otl tr dimension of the term Quite 
tltarlv Bun/u Bhutto and htr People’s 
Parly arc in the forefront of the toices who 
demand democracy, lor she has the most to 
gam from this sort of system And it is not 
the organised political parties alone who 
believe this but i broad section ot the lay 
public also avrtes th u democracy is indeed 

the answer 

Pakisnn his hid a verv brut period of 
what can be teintcd bourgeois dcmotricy 
In 1970, the people ol Pakistan elected thur 
representatives to the Nation il and Piovin 
eial assemblies with the result that Sheikh 
Mupbur Relim in ol the A« mil Icigue 
swept more than 90 per cent of the scats in 
cist Pakistin miking him not onlv the ab 
solute majoutv leader in east PiktsUn but 
also Ihe rnaprity leader in iht whole ol 
Pakistan both cast and west 7ulfiqur Al 
Bhuttos People s Panv gained enough voles 
from two provinces in west Pakistan to 
emtigt is tht majority jiarty in west 
Piklst 111 

1 lit hrst experiment m one man one vote 
in unned Pikistan was the final nail on the 
collin ol wh il was united Pakistan Mujibur 
Rthmans ninonalist programme had him 
elected from c ist Pakisnn and when the 
political lorees in west Pakistan refused to 
accept the Jcusion of ihe majority of 
Pakistan the \wanu League and ihe people 
of east Beng il were forced to enter into a 
war with the iimv of west Pakistan which 
resulted in the uctory ol the Bengalis and 
in the indept ndtnce of Bengal and the crea 
lion of the st itc ol Bangladesh The strug 
gle for Beng ill n itional rights began soon 
after the division ot India in 1947 and 
reached its mev>tibli imal stage in 1971 One 
must add th it throughout this period of 
twentv four vtars ihe Beng ill people and 
their leaders were not interested in inde 
pendence but would have been willing to tire 
within the union of Pakistan on equal terms 
and with greater autonomy with a right to 


determine their own particular future 
Needless to say the reactionary element 
which dominated west Pakistan (and thus 
Pakistan) was not willing to do so and thus 
the peoplt of east Bengal were pushed 
into a struggle for complete freedom and 
independence 

Thus the very simple tenet of democracy, 
that the minority will accept the view of the 
majority, was rejected bv the minority in an 
attempt to gam powu for itself Thus the 
first experiment m democracy in Pakistan 
was turned sour by a greedv and intolerant 
despot whose era is now termed as the 
‘age of democracy’ in Pakistan It is this 
democracy’ which our politicians refer to 
whenevtr they discuss the present-day pro¬ 
blems of Pakistan 

CONTRAOIC riONS Oh BHU7 IO ERA 

The democratic era of Bhutto is riddled 
with contradictions which brings into ques 
non the term ‘democracy itself He was an 
uncompromising, ambitious and brilliant 
despot who could not tolerate any dissent 
He used his absolute power to further his 
own interests and used strong arm and 
goond t tactics to remove all opposition 
There is absolutely no doubt that he was 
elected tairly and an absolute majonty of 
the people of Pakistan in the more populous 
provinces ol the Punjab and Sind had put 
him in otticc However, he misused this 
power entruvitd to him by the people 

The base and programme of Bhutto’s 
People’s Parts from 1968 onwards was 
indeed very radical and he had had the sup¬ 
port of the Utt parties in winning power 
But one can see some semblance of demo 
cracv inlhc country for at best only one year 
after Bhutto took olfice in 1971 The People's 
Parly was considered by most lo be a radical 
parts and thus it had widespread support 
amongst the peasants and the trade unions 
in the coumrv It was this mirage dong with 
Bhutto’s own meg domain a which resulted 
in a rude shock to the La.lt in the country 

Onlv seven months after hi took office, 
Bhutto hid his police fire upon tradt union 
demonstrations and rallies in Karachi In 
June 1972 eight workirs were killed m the 
city of K irichi when they were protesting 
against the ‘lock outs bv their tinployers 
Three months later (out more workers, who 
were also agitating against their employers, 
were killed in another area of Karachi This 
action by Bhutto heralded the death of 
democracy in Pakistan Soon after, the Left 
and mili.ani leadership of Bhutto's People’s 
Parts wav weeded out from the party These 
letders were not simplv asktd to leave but. 
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like the senior leader, i A Rahim, were 
brutally beaten up at the instance of Bhutto 
by the newly created terror squad, the 
Federal Security Force Similarly, other 
senior party members like Mai raj Khan were 
put in jail while other leftists like Bhutto's 
finance mmtster Mubashir Hassan were 
stripped ot all powei and left m the cold 
Members of the Communist Party of 
Pakistan and other ‘underground’ revolu¬ 
tionary groups and parties were also thrown 
in jail 

After this very early turning point in the 
‘era of democracy' the country entered an 
era ot one man rule where Bhutto became 
the overlord of his entire estate Pakistan 
A reign of terror was imposed over the coun¬ 
try and all opposition was brutally quashed 
Newspapers taking an independent line were 
banned and journalists and writers were ar 
rested Even membeis ot the opposition in 
parliament were arrested Since Bhutto had 
an absolute majorits in Punjab and Sind 
only, the provinces of Bduehistan and the 
Northwest I tontier Province (NWFP) were 
ruled by politicians who did not see eve to 
eye with the Peoples Party In the NW1 P, 
the charismatic SAali Khan a Pakhtun 
nationalist led his pirtv the lett oriented 
National Awumi Parts in an alliance with 
the Jamait Ulemai Islun and formed a eoali 
tion government in that province Similarly 
Chous Baksh Bi/enjo along with other 
Baluch nationalists formed a majority in the 
province of Baluchistan Both the pros in 
cial governments were a major thorn in the 
side ot the People s Party at the ctntit and 
often took independent stands which Bhutto 
was not willing to tolerate Eventually both 
governments were dismissed and Bhutto s 
chosen persons were made governor and 
governor’s rule was imposed There was ob 
solutely no justification lor the move of 
dismissing the provincial governments and 
no lorm of democracy could defend Bhuttos 
move 

Pakistan’s army is one which has regularly 
been used against its own peeiple whenever 
the classes in power has felt threatened by 
the people's uprisings The army action in 
east Pakistan is indeed a very black chapter 
in the history of Pakistan The heinous 
crimes committed by the army on its people 
in Bengal convinces one that Pakistan is not 
a civilised society Soon after their 
humiliating defeat by the people ot east 
Bengal, the Pakistan armv was asked to 
attack its own people in 1971 when 
democratically elected government sent in 
troops to end the nationalist uprising 
in Baluchistan The most sophisticated 
weapons in Pakistan's arsenal at that time 
were used indiscriminately against a hand 
ful of guerilla fighters in the hills of 
Baluchistan The press was not permitted to 
print even a word on the army action and 
the people were left in the dark about w hat 
their military was upto No democratic 
government, by any definition of the word, 
could either justify these steps, nor in a 
democratic set-up, could it be allowed to get 


away with such action 

In short, the ‘golden era of democracy’ in 
Pakistan under Zulfiqar Alf Bhutto was one 
of terror where a civilian dictator was out 
to remove all opposition with whatever 
means possible 

It would be simplistic, naive and untau 
to write off Bhutto’s period in a one sided 
manner and not look at the silver lining 
along with the authoritarian form ot demo 
cracy Although his dictatorial methods wert 
the dominant form in his rule, some positive 
steps were also taken in his fivt years in 
otticc There was indeed a mass realisation 
by the peasantry and urban petty bougeois 
and working class that they may just be able 
to get * foothold in the system and improve 
their material conditions Although this 
realisation was not lull tiled and Bhuttos 
brilliant rhetoric and oratory kept these 
classes hopefully waiting there were som 

impoitant changes in the consciousness and 
psyche ot these classes The ‘politicalisation 
ot these classes came about as foi the first 
tune they felt that they had a say in running 
the system and tor the first time the ptesi 
dent ear prime minister ot the country was 
talking to and tor thtm He even dressed tike 
them He promised them the woi Id bit did 
not (and could not) deliver Nevertheless this 
hope and expectation given 10 thtm bv then 
gitat ’AvvamT Itader is the reason wli he 
is still so popular and why his daughter mJ 
his People s Party wdl sweep any elections 
in Pakistan todav 

Those who suppori the People’s Parts 
today and demand democracy ind elections 
ire not only those who were swayed h> 
Bhutios charisma and those who hid 
developed false expectations’ but turlv laigt 
section ot tht middle class who also g until 
economically under his rule He biokc th. 
hold ot the big mdustri ilists and permuted 
smaller businessmen to tnrieh themselves 
with the help of tile opening up ot the 
Middlt Fast lhtre was some dcgicc ot 
intellleetual freedom in Bhuttos turn ind 
this is something tile academies and Intel 
hgcntsia crave for today T he liberal westei 
msed elite wants the golden days back when 
it could wine ind dance till d lwn ind whu h 
abhors the Isl umsation bv Genet il /n 

NMIONAl DlMOCRAMC PRtX.KAMMI 

Many ot those who want dtmotriev and 
say chat all the ills ot the country art due 
to the lack of dtmouucv settle for one man 
one vott onls as a minimum condition 
Those who suffered under Bhuttos demo 
racy art not willing to hive history repeat 
itseli- and ot couist n cannot and will not 
1987 is not 1970 Pakistan has changed 
dramatically, both internally and externally 
There is no Shah ot Iran Daud Shah or 
Indira Gandhi on Pakistans border There 
have been resolutions in both Iran ind 
Afghanistan which have had a positive 
effect on the masses and intelligentsia in 
Pakistan Internally the National Question 
dominates all political issues T here is a very 


substantial anti-imperialist movement and 
feeling ainonst the people in the country 
The lslamisation programme of General Zia 
has failed to win ovei the hearts of the 
Pakistanis And, very significantly, theie is 
no /ultiqar Ah Bhutto 

Thus even if all sections of society da 
moured tor bourgeois democracy, thrs type 
of democracy this time round would be 
much more liberal and ‘better than under 
Bhutto This will be so foi all the reasons 
outlined above and also for the fact that 
theie is no single leader who has the bill 
hance and cunning ot Bhutto Benazir lives 
only on the basis of her lather and Bliut 
toism' and once in power will be exposed 
quite optnlv Those unwind her who form 
her small circle ot acfvisus aie mainly op¬ 
portunists ind will cut each others' throats 
given half a chance Nevertheless one must 
suppori the demand lor democracy but not 
stop at that That should be tht minimum 
piogiummc to launch a tuither more id 
v meed struggle 

1 he parties ot the Left are supporting me 
demand lor demociacy, and at the s inn arm 
att offering a comreic alteinaii e to the 
bourgeois democratic progr'mme ot the 
Peoples Parts Ihtv arc UlkniK ol i higher 
si tge in the democratic process I Lev e ill 
it the National Democratic programme m 
which they ddinc democntic’ in the radic.il 
(Soviet M triditu n raiher than in the Wxsiun 
tiaineavoik then piogi mum is(verv simply 
put) (i) inti iiihx.ii rlisui which includes the 
nationllisation of loreign eipilil the end 
ot ltd and imperialist domi i uion git uti 
independence in tile economic -md politic il 
field, (n) anti feudihsni wliieh in ms <m 
end to ill fmdjl holdings which i < to tx 
distnbutcd to I indites pc is oils m uni to 
targe holdings ot wricultui il land it 
(m) in indusio ilis ition prom mimcoMciu d 
to the needs ot (lie people til the lountiv m 
which the si ite cdoi likes the leal with 
sin illu indusiiulisls gelling libci il turns it) 
expend ptod Ktiou ind(iv) e progi inline 
which goes ilnmdim lights to the sm tlh i 
nationalities i,i tuc c nmir - the , critic will 
have eontiol over only defence comimmica 
non money and trade this progi mime is 
slowly guning te eplaine anontsl the 
people ol the eountrv and is i mcrgini 1 is m 
alternative to i he Peoples Pirlvs 
progi amme 

tor is lone is Benazir is dtilitd the volt 
her invth will decav is li is indeed Ii ippened 
m the list ten months suuc her tcutrn 
to Pakistan She lia-i I tile ot substance to 
s i> and she keeps s ivmg the s erne tiling tiver 
and ovu again I he people lint begun to 
icalise this and now are getting wiser They 
are looking lor alternat'ves Nevertheless, if 
elections art held she will come to power 
but with a different type ot support than 
earlier Onto m powei gistn the eontradie 
nous within her p^m and her dependence 
on imperialism, she will not be able to 
deliver the goods Tht National Democratic 
parties are aware of this fact and are plan 
mng ateordinwlv 
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Nanndar Singh 


I 

Introduction 

ACCORDINO to J Robert Oppenheinier, a 
protessor of /oologs at the University of 
Munich used ^lwavs to ask only such ques 
tions as ptrtaincd to worms Only naturally, 
therefore, hts students also would not try to 
learn anything which did not pertain to 
worms But on one particular occasion, the 
protessor changed his mind and as » stu 
dent’s turn dine tor an oral examination, 
said, ‘Tell mt all that you know about an 
elephant The student knew precious little 
and felt utterly unnerved Bui he managed 
to recovei his composure before long and 
said, An elephant is a large animal with a 
trunk which looks like a woi m Worms can 
be divided into the following classes ’ 

1 ike the student in the story I must take 
cait not to move away trom my primary 
academic concern Which happens to be 
Ptact Studits And like him, again I must 
also tike circ to reduce the concerns of 
others fo my own Which is 011 c reason whv 
I seek a coincide pacification’ ot tduc ition 
Bui the mote strums reason whv I ptcad for 
tins puitu moil lus in ni> conviction to 'he 
cllcct tint thete is little more important that 
wt in iv do in the litld of education today 
thin Piaei f ducat ion Indeed to borrow a 
phi isc fimn font Robinson’s last testament 
which the Wonthh Kt\in\ camtd in its 
issue ol October I9H1 everything else would 
he totally btsult the point 1 his follows 
liom the gum threat ot complete extinction 
that out ract now 1 ices And fir from bung 
a urs distant kind ol t thicit 'o our 
existence it happens to be one which is the 
most ininiidute But tht. mere tact tint this 
problem h is not become a consuming con 
icrn ol t\ui t pencptiblc mitiontv of the 
inicllcciuuls ol our nine shows that the 
thitat is gtner illy not pueeivtd to be sen 
serious much lev, immediate Ytr all that we 
have to itimnibti n that a nucleir holocaust 
whull could umsuim the entile planet has 
now conic wiilnn the domain of what 
Bdhi uni Russell would hise iilled ‘ftasi 
blc lunacy lo bt sure it may not actually 
take place during siy the next hour or so 
and perhaps it will not But it vir i will tan 
and that is wh it matters and that is what 
wt ought to bt concerned witn 

The late F F Schumacher once spoke of 
the cheerful brutality' ot Keynes s well 
known dictum that in the long run wt art 
all dead But the brutality teases to bt thecr 
lul and instead becomes untxceed rbly grim 
tht moment we realist that Ixiid Keynes 
would now have to sav sonitihmg like the 
following In the ven short run we tould 
all be dead Besides while in tht earlier 
situation, all of us would have been replaced 
by our children and our children s children, 
in the situation now prevailing, that possi¬ 
bility is altogether exc'uded For now all of 


us could vanish at the same time and 
therefore without leaving a trail 

But the point must still be made that while 
it is os a nue that we face the threat of 
extinction, it is not as a race that we share 
the responsibility for it— at least not directly 
The responsibility lies primarily and squarely 
with the superstate military industrial 
establishments of our time and with their 
ideologues as well One may be emphasising 
tfie obvious here But given the tenacity of 
the view that the human race has come close 
to us self destruction and in fact is the only 
species ever to have got into this situation, 
the emphasis is entirely in order 

lake for instance, George Kennan's oft- 
quoted statement that like lemmings rushing 
to eliown themselves in the sea, the human 
race is getting ready for its own destruction 
Lemmings we may well be, and we certainly 
arc standing perilously close to annihilation 
But wt still have not tome here on our own 
Rather wc have been brought here by the 
superstate esl iblishments and their scholarly 
pied pipers 

This entails nothing less than a ptofound 
crisis ot ltg'timition foi the two super- 
pvramtds of power For in acquiring the 
power to blow up the entire planet and in 
devouring us resources in the very process 
o( aequirmg this power, neither can possibly 
hast retained even a modicum of legitimacy 
Iht two must therefore be recognised as 
exceedingly virulent menaces which we must 
lake e la to guard ourselves against It is easy 
to see too that it would be only natural for 
the ill consuming menaces of this kind to 
bt self consuming as well Indeed, their 
managtrs must know, if they may know 
anything ai ill that a nuclear war cannot 
but meui then mutual destruction This is 
an outcome which Andrei Sakharov once 
desettbtei is then collective suicide But of 
course in the scry process of commuting 
this kind ot suicide they would also put to 
death btlhors ot people who would have no 
intention ol killing themselves 

More recently while writing on what he 
calls 'the lattonalitv of collective suicide, 
Noam Chomsky has said that the American 
society is dulling inexorably towards a 
cdtastiophe which may well involve a 
nation tl and perhaps global suicide’ Yet it 
is easy to see that what our ract now faces 
is noi ind cannot be the prospect of suitide, 
whiefl no matter how irrational, must by 
definition be something entirelv voluntary 
Rather what it has to contend with is the 
possibility of the very ultimate genocide 
unleashed by some of Us own members who, 
as Paul Rogers has suggested, seem to treat 
it as ‘lambs to the slaughter^But if the world 
of our tune is an Animal Farm, the ruling 
class ot Pigs preoccupied as it is with the 
deadly job ol evireminating everything, can 
only be designated as the Exterminanat 
This then, is the gnm dynamics of power 


which mankind has now to live with and to 
pay for 

An egregious asymmetry is involved here. 
While only a tiny minority has managed to 
produce a plethora of omnicides m order to 
pursue what it perceives to be its interests, 
all of us have to suffer the consequences and 
the insecurities which their development and 
deployment cannot but give rise to I am not 
saying that it is for the first tune that the 
underlying populations are being made to 
pay for the pursuits of the ruling circles For 
it has always been so Still there is something 
entirety unique about the prevailing situa¬ 
tion, and to my mind, it can be traced to the 
fact that the pursuits of (he ruling circles of 
our time, particularly the superstate esta¬ 
blishments, are exceedingly expensive and 
exceedingly dangerous If we fail even to try 
to generate this awareness, we would do well 
not to claim to be engaged in the business 
of education This also means that what we 
need perhaps is not so much of what is 
called Adult Education as of Adult Re- 
Education 

II 

Education as Awareness 

Education is the pursuit of awareness At 
least, it ought to be if it is not to become 
a self-defeating process This simple affir¬ 
mation merits much greater attention today 
than it may ever have done before For what 
passes for education all the world over has 
long been used to make us less not more 
aware of the kind of world we now happen 
to live in Little wonder that even the 
preparation for the coming oblivion en¬ 
genders frequent and frantic demands for 
tver more ol ‘education’ This kind of 
demand it was, for example, which the 
Sputnik evoked in the Untied States 

Adolph Lowe once wrote an article entitled 
‘Is Present-Day Higher Learning ‘Rele¬ 
vant”’” 1 But the title could better have 
been 'Is the Present Day Higher Learning 
Safe Enough 7 ’ 1 am persuaded that only if 
care had been taken to focus on the preuse 
content of education and also on awareness 
as the common concern of both teaching 
and learning the educational undertaking of 
our race would not have been used to en¬ 
danger our prospects as a species This is 
easy to see The word ‘awareness’ signifies 
two distinct but mutually compatible state* 
of the mind one, the state of consciousness 
and two, the slate of wariness But it is a con 
cern with the Whole alone which enable 
one to attain to a state of consciousness a 
to a slate of wariness That is to say, it 1 
a concern with the Whole which puts us it 
a state of awareness Indeed, by definition, 
focaltsed and partial concerns must neces 
sartly spell an infra-conscious state of the 
mind By definition, loo, a concern with the 
Whole must mean, and feore than ever 
before, a concern with tne unmitigable 
grimness of the prevailing Whole. Extremes 
of human misery and structured violence 
which people have continued to suffer 
directly tn the wake of a releq&ss pre- 
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h«fnption of resource! by militarism, wars 
Which have continued to rage in the third 
world with the help of not-so conventional 
Weapons systems' which the superpowers 
have always taken care to supply, and the 
unabashed and recurrent military interven¬ 
tions which also they are not very averse to 
these are some of the ingredients of the 
nuclear peace of today in other words, this 
is the kind of ‘peace keeping’ which we have 
to thank the superpowers for This only 
means that what passes for the Cold War 
of our times is in fact something intensely 
hot More so, because the threat of a nuclear 
holocaust always keeps hovering overhead 
But once they begin exploding, the nukes will 
put an end to everything including a pursuit 
of security so hypocritical and counter 
productive that it can lead only to absolute 
Insecurity 

But this still is not a complete picture of 
the kind of dysfunctional reality we have to 
contend with Indeed, we would do well to 
remember the fact that what we have to con 
tend with ts not just a military civilisation 
but a military-industrial civilisation with its 
military and industrial wings being com 
pletely integrated with each othei As such, 
thedysfunctionahty of the military wing of 
the military industrial civilisation is com¬ 
pletely matached by the dysfunctionality ot 
tts industrial wing In support, one has 
merely to refer to (a) joblessness becoming 
a chronic and an intensifying phenomenon, 
(b) the concomitant marginalisation ot 
exploding millions, and (c) an inexorable at 
tnbution of the human habitat In sum, the 
entire civilisation ol today is in a state of 
utter dysfunction and crisis This is evident 
in the grim concomitancy of I he Bang which 
U very much of a technical feasibility now 
and the Whimper which is alrtady on this, 
then, is the kind of reality which education, 
defined as the pursuit of awareness, must 
make us conscious of 

But then, too, a concern with the Whole 
must perforce mean a concern with the 
future of the Whole This can only mean 
that education must put us on our guard 
against the fell hazards which the prevail 
mg reality is now known to be heavy with 
Thus understood, education cannot but 
mean liberation from a more or less tenden 
tiously created plethora of misconceptions 
about the world we live in But then a libtra 
non from a prolusion of lata) illusions is the 
profundest kind of liberation that one could 
think of 

This only means in sum that in order to 
understand the essential nature of our times, 
we must know that our habitat as a whole 
is undergoing a fairly rapid erosion and alsc 
that it may well be burnt up in a more or 
less sudden nuclear (flash that our rulers 
might manage somehow to produce. In other 
words, we must know that our rulers are 
sawing off the braafch on which we happen 
to be sitting and/Sprther that they are so 
arranging to bur£fl also that even if they 
fail to saw it off completely, they will 
manage to turn it into a cindered stub all 
the same ’ 

This bespyks the fundamental novelty of 


our situation which lies in the fact that 
we cannot take the existence of our race 
for granted any more. Indeed, to borrow 
Robert 1 ifton's telling expression, ever since 
Hiroshima, the natural order of living and 
dying has been replaced with an unnatural 
order of death-dominated life. The Bhopal 
gas tragedy only provided another deafen 
mg affirmation of the supremacy of Death 
over Life in the world of today We cannot 
assume any longer that we will continue as 
a species, and therefore, have no right to 
accept plans and acquiesce m policies w/inA 
mst on the unstated assumption that we will 
\ mortal human is not the same thing as 
a mortal humanity With the species intact, 
the individual has a posterity to look for¬ 
ward to But with the species facing elimina¬ 
tion, the posterity also faces abolition Some 
years ago, Hans Jonas made the point that 
what distinguishes Crusoe is not a lack of 
companions hut of children and that a whole 
company ol shipwrecked sailors could con¬ 
tinue to live from hand to mouth in a 
makeshift manner without ever constituting 
a human economy In a word, unable to 
experience self transcendence, they would 
become irresponsible More recently he has 
also argued that the tact that there aic men 
that there is life, that there is a world for 
both ustd to be the most elementary of the 
givens But now ‘this suddenly stands 
forth as if lit up by lightning, in its stark 
peril through human deed’ 2 Or misdeed ? 
indeed, while earlier it would have made no 
sense to talk of the possible extinction of our 
race as a whole, it would now make no sense 
not to talk of this possibility In refusing to 


take note of this fact, we cannot but tnvialise 
the prevailing reality and therefore also our 
perception of it In consequence, education 
becomes a mere pretence That is to say, 
education ceases to be uself and degenerates 
instead into miseducation 
All this argues the essential futility of 
whatever we may do unless it is intended 
directly to counter the absolute virulence of 
the military-and industrial vandalism of our 
time It is this, which to my mind suggests 
the paramount task of education today, and 
this could only be the generation of aware¬ 
ness in each of the senses indicated above 
For we cannot afford not to know what the 
powers that be are doing to our habitat and 
therefore to our prospects as a species The 
moment we begin to comprehend the gnm 
meaning of what they are doing, or rather 
the moment the awareness of these issues 
ceases to be confined to relatively small 
groups of concerned people, the process of 
genuine as against spurious education will 
start An essential catalyser of this process 
will have to be a measure of what Hans 
Jonas describes as sane tear’ It follows that 
the self evidently ommcidal nature of the 
current pursuits of the superstate rulers can 
not but havt at least two profound imphea 
tions fot the educational project of our race 
The first ol these is tint as of now this pro 
ject has more or less completely collapsed 
for had it not, we would not even be talk 
ing ol these problems And the second is that 
prior to a renewal ot the prospects of our 
race would have to be a revival of our educa 
tional project achieved primarily through a 
redefinition of its goals and >t r ategies The 
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of its tenses, education cannot bat be a 
subversive activity while as mtseducation it 
is subverting our prospects as a race, as 
education proper it will have to subvert the 
prevailing order itself 


III 

An Educational Dystopia 

This is not the first time that dire pro¬ 
gnostications are being made about the 
future and the fate ot man In fact, in the 
past this has been a favourite pastime of 
many people, not all of them professional 
soothsayers While delivering his Darwin 
lecture in 1972, J W S Pringle drew atten 
tion to the tenacious regularity with which 
forecasts of doom have continued to appear 
over the ages "1 here have been few periods 
in the history of mankind when numbers of 
people have not believed that a disaster of 
some sort was about to descend on the 
world” He went on to argue that the spread 
ot Christian ideas at the time of Jesus Christ 
and immediately after "would have been 
impossible without a widespread belief in 
the ultimate catastrophe—the end of the 
world" In contrast, over (he last hundred 
years or so, the course of history has been 
largely dictated by groups of people who had 
almost no sense of the impending personal 
or cultural doom Under the banner of ‘pro 
gress, the mainstream of life in the western 
world has flowed over scattcied groups of 
cranks who for one reason or other have 
tried to call a halt to or reimpose checks on 
the pact of development ' 

However what Pringle called ‘the threat 
of Lcodoom’ has changed all this But even 
though he was talking primarily as an educa 
uonnlist and not as a biologist, he tailed to 
see the threat essentially as evidence of the 
failure of education itself Besides since he 
did not make even a passing rclcrence to the 
tact ot txcessive overkill embodied in the 
nuclear arsenals of our time, he seemed to 
comprehend ncithei the full gravity of the 
thicat nor the true immensity of the failure 

As far as 1 know, not many have blamed 
education as such tor the apocalyptic situa 
tion we happen to be in But the one 
who can now be taken to have suggtsted 
something along the lines therefore comes 
to mind Aldous Huxley Indeed soon 
after the end ot the Second World War, he 
chastised the dispensers of education in 
terms which ought to have obliged them to 
question the very assumptions ot their craft 
But what he said has been all but forgotten 
"The benefactors of humanity deserve due 
honour and commemoration Let us build 
a pantheon for professors It should be 
located among the rums of one of the gutted 
cities of Europe or Japan, and over the en 
trace to the ossuary I woutd inscribe, in let 
ters six or seven feet high, the simple words 
‘Sacred to the Memory of the World’s 
Educators Si Monumentum Requins, 
Ciriumspue A 

When I first saw it, the concluding phrase 
in Latin was all Greek to me and could well 
be so to many others Therefore, 1 should 
like to add that this is what it means ‘If you 
seek (his) monument, look round you’ At 
the time Huxley wrote these words, the look 
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following and a lot of other things as well 
In Germany, a firebombed Dresden which 
suffered as many as 60,000 dead during 
fifteen hours of saturated a»r raids, tn the 
Soviet Union, a staggefing ‘body count’ of 
20 million dead and in Japan, the charred 
remains of Hiroshima and Nagasaki each 
of which took a moment to die 
Modern technology, and therefore what 
passes for science today, and therefore what 
passes for education or rather higher educa¬ 
tion today, cannot possibly disclaim respon¬ 
sibility for all this It would be no use preten 
ding that education merely generates the 
knowledge, so that it is only for the powers 
that be to choose to use or to misuse it For 
education is veiy much an integral part of 
the system of power or at least a willing 
handmaiden of it, and over the years it has 
provided increasingly vicious technological 
wherewithal for it to use Little wonder, then, 
that when we do the ‘looking round’ over 
the period since the Second World War, the 
kind of monument which Huxley had in 
mind, becomes uncxceedably dreadful Now 
there are in existence not just two or three 
nuclear bombs waiting to be exploded but, 
if we take the Hiroshima bomb to be the unit 
ol reckoning, as in my as I 6 million of them 
Indeed, a rough calculation shows that ever 
since the dropping ot the Hiroshima bomb, 
the military machines of the nuclear weapons 
states taken together have been accumulating 
nuclear explosive power at the rate of one 
such bomb every liftecn minutes, day and 
night seven days a week and foi forty years 
at a stretch Besides, involved here is not just 
an unending accumulation of nuclear blast 
power but also an unending sophistication 
of nuclear warheads and a corresponding 
piolileration ol the vehicles’ which would 
‘deliver’ them Also to be considered arc all 
sorts of biological, chemical and most un¬ 
conventional of the conventional weapons 
systems which continue to be developed and 
deployed in a spiralling spree of historically 
unprecedented madness The ‘nuclear um¬ 
brella’ it seems, is meant essentially it not 
entirely to provide an impregnable cover 
undtr which as many as 5,00,000 highly 
trained scientists and engineers or at least 
those who are known as such and who have 
naturally had the benefit of the highest of 
higher education can work in peace for the 
development and perfection of increasingly 
diabolical and expensive weapons systems 


But this kind of work can only promise 
to destory the world evenrually and in the 
meantime so to dtplcte ns resources that 
from the point of view of human habitation 
it must get necessarily and increasingly 
paralysed The continuation of such work 
alone shows that those who are doing it are 
both blinkered and short sighted They 
cannot see sideways and they cannot see 
ahead Indeed anything that lies bevond the 
extremeiy nariow confines of then im¬ 
mediate concern cither in space or in time 
must remain to them something entirely m 
comprehensible Unable to see the Whole, 
they lack awareness and therefore they can 
not but lack education itself What they are 
doing is not science and cannot be but a 
technology which makes a blatant misuse of 


v sefaneft'F-ia as 1 see it,' science can remain 


an authentic undertaking if and only if it 
also remains structurally concerned with the 
problems of human existence and takes care 
to internalise such values as this concern en¬ 
tails In particular because our very existence 
as a species is now known to be at stake In 
other words, science, to remain authentic, 
must take care to remain miles away from 
reductiomsm in all its forms and mani 
festations 

In contrast, technology by nature tends to 
be reductionist Concerned primarily and 
even exclusively with the execution of a par 
Ocular task, it remains unconcerned with any 
of the consequences of its success it is 
informed by whai Barry Commoner calls the 
‘tubular vision’ of its practitioners But while 
m the past, this deliberately reductionist 
orientation, this looking through the tube, 
could not possibly have done much harm 
and actually did a lot of good in fact, it may 
now spell the ultimate catastrophe itself 
That is to say while m the past reductiomsm 
could well have enabled men to fabricate 
such artefacts as tnabled them to cope with 
their environment, reductionsim now means 
the possible development and fabrication of 
the means of complete annihilation Which 
the nuclear weapons indeed are 
One reason why nuclear weapons systems 
continue to proliferate lies in the fact that 
neither side may lire them without causing 
its own destruction It nevertheless continues 
to claim that the stockpiles of the other side 
are a threat to itself, and then it seeks to 
justify the expansion of its own Little 
wonder that the nuclear arsenals of one side 
serve only as a cover for the proliferation of 
the nuclear arsenals of the other side And 
ot course, each manages to spread its nuclear 
umbrella also for the expansion of the non- 
nuclear arsenals of the other side In this 
situation what is known as the ‘overkill’ 
capacity of the two blocs cannot but esca 
late obliging us all to be prepared to die 
repeatedly In fact, according to an estimate 
which was attempted way back m 1969, each 
one of us may well have to die not less than 
690 times Whether the updated figure 
would be higher or even lower than this 
hardly matters A Pantheon for professors 
is long overdue and should better be built 
in a country like India where more people 
would die as a result ot an exclusive Soviet 
American nuclear exchange than m the 
Soviet Union and the United States put 
together But care should be taken to build 
such a pantheon before the 1 hird World War 
breaks out for the simple reason that no one 
would be there to build or to sec it after 
wards Evidently care should also be taken 
to put over the entrance to the ossuaiy the 
following inscription ‘The Lower Philosophy 
of Higher Education’ 


1 am persuaded that a world so morbidly 
militarised as ours cannot but be a world in 
crisis, and a cultural process like education 
which has helped produce this world must 
also be in a state of deepening crisis Which 
to my mind is rooted in what I have just 
designated as the lower philosophy of higher 
education Which, m turn, takes care to 
eschew all concern with fundamental issues 
of deeper, broader and longer term import. 
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which refuses to be informed by humanisa¬ 
tion as a value of paramount significance, 
and which encourages an obsession with 
some specialisation or other as a fetish But 
the educational powers that be remain en 
tirely unbothercd by all this and continue to 
persist instead with triviality as such For a 
concern with profoundtr issues would oblige 
them to examine the legitimacy ol the status 
quo and therefore to question the pertinence 
of their own existence But in just ignoring 
the fell perils which confronts us todav, 
and in seeking salvation in exclusively 
technological solutions, in other words, in 
failing altogether to locus on the grimmest 
crisis we have ever faced the educational 
managers of our tunc have long ecaved to 
be relevant That explains why thev have 
ceased to be responsible to us to postcritv 
or even to themselves 

Here I should like to submit that unlike 
the earlier warnings ol an impending clisastci 
which demanded and depended upon a 
superstitious tear of soint siipciilitiujl 
intervention the present concern with the 
tile ol the l irth is in response lo the ac 
cumulated constquun.es ol a series ol purely 
human misadventures 

But the moment we sav this vu cannot 
but lasso education es a nuior wulpru 
responsible for the wives ol our time lot 
ours is ihe only species which actually needs 
education lor its virv existence One may 
add here that ‘education thus understood 
forms part ol what inthiopologists call 
culture arid lhat is something which evtiy 
soutts needs lor ns reproduction and eon 
nnuanon formal education is merclv i 
relatively small part ol this enterprise though 
in the recent past it has undergone i trulv 
phenomenal and evidently eatastiophie 
expansion 

Wh it I am trying to make here is the vers 
simple point that it mankind needs and must 
produce education tor its own existence’ inci 
that if its existence h is conic under moital 
threat something must nccessanlv have 
gone scilouslv wrong with ediicitton itself 

To my mind the source ol this dtadlv 
transformation of fht role ot education and 
of a complete and concomitant erosion ot 
values which 1 have alrcidv referred to lies 
in Francis Bacons piogrimme toi the 
establishment of ‘the dominion ot man over 
ihe universe He demanded nothing less than 
‘the effecting of all rhmgs possible' And 
modem reductionist Science mloimcd since 
its inception bv what he said has tried to 
do just that But in the process it has also 
effected an explosion ol what Bertrand 
Russell would hive called knowledge 
without wisdom', and, as aigucd above has 
in the process been itself swallowed by bla 
tant technocracy 

It would come as a surprise to many But 
the fact remains that from a purely educa 
tional point of view the explosion of this 
kind of knowledge has been an unmitigable 
disaster The explanation lies in the fact that 
wisdomless knowledge allows us to havt 
only partial perceptions of reality and by this 
token alone it cannot have much educational 
significance ‘The investigation will be most 
educational* 1 , Paulo I rare has written, 
"when it is most critical, and most critical 


when it avoids the narrow outline* ot par¬ 
tial or ‘localised” views of reality, and sticks 
to the comprehension of total reality” 5 
In other words, wtsdomless knowledge 
cannot possibly be critical enough Little 
wonder that what to standard scientists or 
their admirers appear as so many instances 
ol a successful Baconian onslaught against 
Nature usually turn out to be as many steps 
towards an unnatural catastrophe What 
matters, therefore, is the content of educa 
non itself defined as a cultural process which 
we need to help us cope with raw nature and 
in the process to realise our best It follows 
that just any and every scientific or rather 
technological breakthrough need not be ae 
cepted as a positive achievement It could 
well be anything but 
All this does not seem to argue for 
11 Ci Will's conception of human history as 
becoming more and more a race between 
education and catastrophe’ Indeed, it is 
doubtful il at least since Bacon it has been 
so I heielort history may not be taken to 
be t rate between education and catastrophe 
Rathtr it ought to be taken to be a process 
which has been distorted by a catastrophic 
pci version ol education Making a massive 
undeistttement 1 ntjof Capra said some 
time ago that ever since the genesis ot the 
Greek science ol iht sixth century B ( there 
has hardly been any piogress in the conduct 
ol social affairs h But the very distinct 
possibility ot extinction which we now face, 
shows if anything that as lai as the eon 
duet of social affairs is concerned it is 
I nluie md not success which should com 
mand our attention And our lailuic on this 
count can be assigned to the sheer excess ol 
the success of rcekkss science and therefore 
io the resounding failure of education itscll 

IV 

Towards an Educational I'topia 

However, this precisely is a kind of failure 
which we cannot afford to accept For 
education propcrlv undustood is nothing 
less than what Paulo Ficne calls mans 
ontological vocjuon In letting it fail 
irrevocably therelore we cannot bui accept 
as final Ihe collapse ot oui existential 
possibilities Pessimism ol this kind we must 
take care to dispel For else we would ncvci 
be able to escape out ot the present situation 
It mav seem p u idoxieal But our salva 
lion lies in (he shttr plethoia of gloom 
which ihe foregoing argues I expect to see 
light’ at the end ot the tunnel beeaust 
1 am persuaded that the tunnel itself can 
not possibly be without end In other words 
the boom in gloom which we are txperitne 
mg certainly does produce in me a great deal 
of intellectual pessimism But, and at the 
same time, it also does happen to produce 
some ‘optimism of the will’ 

Involved here is what Hans Jonas tails the 
Heuristics of Fear We begin to discover 
ourstlves as also our true potential only 
when we begin to perceive the true gravity 
of the threat we fact As long as the danger 
is unknown, we do not know what to 
preserve and why knowledge of this tomes, 
against all logit and method, from the 
perception ot whai to avoid I his is per 


' of feeling which acts ahead of knowledge, 
to apprehend the value whose antithesis so 
affects us We know the thing at stake only 
when we know that it is at stake” 7 

In other words, the prtmry task before us 
is not and cannot be the precise articulation 
of the bonum It rather is the identification 
of the malum which threatens our very 
existence now This is the sheer immensity 
of concentrated power But no matter how 
reckless, this power is essentially self-limiting 
in the sense that the weapons systems now 
stockpiled, being indiscriminately destruc¬ 
tive, cannot actually be fired They can only 
be used for purposes of blackmail Indeed 
those who happen to wield power also must 
know that the moment the missiles begin to 
fly, everything will get consumed, themselves 
included 

This suggests the possibility that the sheer 
costs of an unending accumulation of 
overkill will sooner or later make the people 
refuse to be duped and to be fleeced To per 
suade them to do it at the soonest is to mv 
mind, the paramount task ot education 
today Once the process gets initiated, an at 
tcnuation of power will be more or less 
inevitable. We can then expect that the luture 
leaders ol education, awate of ihe trauma 
which happens to be our lot will be able to 
decide what kind of research to pursue and 
will also be able io mark it off clear l\ from 
the kind of gcnoeidal enqun v which will not 
be allowed to be undertaken 

Way hick in the forties when loseph 
Rorbl il in Fnglish member of the Manhat 
nn team realised thai the Germans were 
nowhere near making the atomic bomb, he 
resigned his job and went oack to do physics 
proper Way ahetd in ihe twenties of the 
next cuiturv perhaps, scientists, awaie of the 
tell perils that hi arc exposed to, could well 
bt expected to rework their intellectual 
prtonnes education will acquire meaning 
only if that happens Let us try to make sure 
that it does As a first step towards that end 
let us not Icive education as in undefined 
nine feller word loi only when we insist on 
defining it as a humane and a humanising 
prcieess and take care to focus on us precise 
content, will it cease to be an ethereal and 
a grossly misusable abstraction 

Noti s 

1 Adolph Lowe Is Prcstnl Day Learning 

Relevant’ 1 Somil Resiarih Fall 1971 
pp 563 80 

2 Hans lonis ‘ Ihe Impeiatist of Re spun 
sibihtv rht University of Chicago, 1984 
p 139 

7 J W S Pringle A Visum ol Man’ The 
Hio/okisi November 1972 pp 223 24 

4 Aldous Huxley Brave New World’’ 
Triad'Panlhc Si Albans, 1977 p 8 

5 Paulo Ficirt “Pedagogy of the Oppressed", 
Penguin Books Hurmondsworih 1975, p 80 
I mphasis m the original 

6 Fritjof Capro* ‘Buddhist Physics in Satish 
Kumar (ui) ‘The Schumacher Lectures’ 
Sphere Books iondon 1982 

7 Hans Jonas op cit, p 27 Emphasis in ihe 
original 
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IN the mid 50s the Imperial Bank of India 
was taken over by the government of India 
The bank was redesignated as State Bank of 
India with the obvious purpose of building 
the banking infrastructure tuned to the 
developmental needs of a planned economy 
This was the first significant step in align 
ing banking institutions with national 
development priorities and goals However 
even after that the required transformation 
of banking institutions in conformity with 
the national goals and priorities did not take 
place The Social Control Act in the late 60s 
and the creation of the national credit coun 
cil did riot significantly help in channelising 
bank funds to desirable sectors lor planned 
growth During this period adequate bank 
ing infrastructures in rural and semi urban 
areas were not created After nationalisation 
ol 14 major comtntrcial banks in July 1969 
a big push was given by the policy makers 
towards expansion of banking activities 
Banks wtu declared as instruments of 
development We noticed rapid expansion of 
bank branch network into rural areas and 
expansion ot bank credit to agriculture and 
reiaitd activities l ertain desired economic 
activities were declared priority sectors as far 
as the flow of bank credit was concerned 
In this initial phase of big push the wotd 
social hanking was not current in the bank 
ing policy circles During the late 70s it was 
felt by the police miKcrs that banks should 
adopt a policy ol consolidation and should 
not develop as fast as in the past Slowly the 
woid social banking' became more current 
To mans students ot dcselopment banking, 
this was an unfortunate development as this 
seemed to connote i bifurcation of bank 
ing into one which was profitable, desirable 
and real commercial banking, and the other 
which was not real hanking but had to be 
done because policy makeis wanted bankers 
to do so Such bulking was not based on 
any sound banking principles but essentially 
welfarist in nature Thus the so tailed social 
hanking’ has become a matter of obligation 
It is not one that emerges naturally through 
the practice ol sound business principles 
keeping in view the long term interest of 
the banking system and the enlightened 
marketing approach This dichotomy that 
arose in the minds of bankers has since 
created a lot ot ambivalence and hindered 
appropriate attitudinal involvement of banks 
in the economic development process One 
has to recognise that all banking has to be 
developmental, socially relevant and econo 
mtcally viable It is true that the time scale 


of such viability may vary from activity to 
activity and some special provisions have to 
be made in respect of certain developmental 
activities 

Dl I INITIONAL ISSULS 

The twenty ninth report of the Estimates 
Committee of the Eighth Lok Sabha while 
examining various aspects of ‘social bank¬ 
ing’ m relation to the State Bank of India 
has very rightly devoted its attention to an 
examination of the fundamental definitional 
issues related to social banking as posed 
above I he report though written with 
reference to Siatc Bank of India has wider 
relevance lor the banking system m India 
Indeed the observations made, inferences 
drawn and the actions suggested should be 
applicable to the entire banking sector and 
would become useful guidelines in toning up 
the operation ll sysiems of all banks 

As such wt carefully examined the reconn 
mendations ol (he report regarding the 
definitional issues involved in ‘social bank 
ing The committee in spite of some initial 
hesmney has ultimately declared that “social 
banking tetniiy c mnot be and should not 
be treated as a deviation from normal com 
mircial banking as it lavs the foundation lor 
eventual commercial banking among the 
beneficiaries (mavbe not in the immediate 
future) Social banking also implies modi 
lication of tht internal system of working 
ot the bank so is to facilitate the extension 
of credit on intensive scale to the hitherto 
neglected sections of the society' Keeping 
these perspectives in view tilt committee con 
sidets the concepts ot commercial banking 
and social banking as complementary and 
supplemental to each othei ‘ They are not 
to be viewed as mutually competing and 
conflicting concepts 

‘ Sou il banking according to the com 
mittce, ‘constitutes bankers’ participation in 
schemes and programmes that have content 
dominantly social in relevance, i e, future 
oriented in context and welfare oriented in 
content" It further emphasises “The bank 
ing activitv of all financial institutions 
particularly of the nationalised banks, has 
to contorm to the needs of the society to 
effectively contribute to the socio economic 
developmental programmes of the country 
I he benefits from such schemes directly 
accruing to the bank's beneficiaries are 
sometimes difficult to quantify' However, 
according to the committee, “effective 
implementation of such schemes and pro 
grammes leads to development of banks as 


besides generating goodwill and trust, these 
activities impart stability to the socio 
economic life of the target population” 

The committee wants the above ideas to 
"pervade the entire banking system if it has 
to serve as an effective instrument in the 
process of accelerated economic growth of 
the society with emphasis on the uphftment 
of the hitherto neglected and downtrodden 
sections of the society” 

The report stresses on duties and obltga 
ttons However, for the desired attitudinal 
change more important would have been to 
stress the marketing approach Ultimately 
the future of banking depends solely on our 
ability to create purchasing power through 
generation of productive economic activities 
in the rural, semi urban and backward sector 
of our economy which constitute more than 
70 per cent of the total population Thus so- 
called ‘social banking’ really means good 
investment for future potential business (in 
the long term) The enlightened business 
approach (apart from social duty and 
obligation) calls for the attitudinal changes 
advocated by the committee 

CRH3IT ABSORP1ION CAPACITY 

In addition to the concept of social bank¬ 
ing certain other issues have been under 
focus since the period of nationalisation of 
major commercial banks One of the crucial 
issues debated and discussed was the role of 
banks in rural areas and the essential mstitu 
tional and other infrastructural support for 
the success of this role Further, during the 
last 15/16 years bankers development agen¬ 
cies and politicians have also been discus 
sing the credit absorption capacity of an 
area Bankers generally felt that certain 
undeveloped/underdcveloped areas had low 
credit absorption capacity and as such banks 
could do very little in accelerating the pace 
of economic development of such areas 
Here again one is faced with the problem 
of clarifying concepts and roles It is 
heartening to note that the Estimates Com 
mittee report has dealt with both these 
aspects 

The committee has adopted an equally 
forthright and frank approach in defining 
credit absorption capacity To quote, “The 
committee see the logic behind the view put 
forth before them that the initial phase of 
credit deployment should be on the basts 
whether the credit is helping the target 
groups in building up further credit absor 
bmg capacity According to the represen 
tative of the RBI who appeared before the 
committee it is presumed that when banks 
assess the viability ot the schemes, they look 
into the repayment capacity of the borrower’ 
According to the committee, “the capacity 
to absorb credit and the repayment capacity 
are two different things” What they would 
like 10 emphasise is that “the cycle of credit 
deployment has to be on the basts of genera 
non of credit absorbing capacity ot the bor 
rower’ Banks must not consider only repay 
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ment capacity of the borrower at the initial 
stages If the deployment in the first instance 
is well planned, it will certainly generate 
surplus and lead to enhancing the repayment 
capacity of the borrower The approach of 
the financial agency should be for “an 
overall upliftment of the target groups and 
not like (hat of a disinterested agency con 
cerncd with giving loan and looking for its 
repayment only" 

The committee’s observations on non 
availability ot proper infrastructure at the 
field level are frank and revealing It has 
done a valuablt service to the development 
of banking by clarifying the role of agen¬ 
cies like DRDA in tins regard In fact the 
committee has very categorically observed 
“The committee are unhappy to be informed 
that the provision of adequate infrastructure 
facilities by the District Rural Development 
Agencies which was to form the backbone 
of the economic development of rural areas 
turned out to be its weakest link resulting 
in limited impact of the programme. The 
committee, therefore, are firmly of the opi¬ 
nion that while formulating the schemes for 
the provision of credit facilities, matching 
schemes should also be formulated for the 
provision of necessary guidance about non 
credit inputs simultaneously and very close 
co ordination and liaison should be main 
tamed with the District Rural Agencies ir 
the matter" 

BANhS IN Pi ANNINC PROCESS 

In the late 60s and early 70s when con 
cepts of multi level planning was advocated, 
special stress was laid towards state level and 
district level planning After nationalisation 
of banks, along with the introduction of lead 
district scheme and preparation of lead 
district credit plans, banks got involved in 
the process of area planning and district 
planning However, even to this day the 
nation has neither evolved an appropriate 
tramework for multi-level development plan 
ntng We do not have a clear delineation of 
various activities to be planned at various 
levels amongst the various implementation 
agencies involved in respect of such acti 
vines At the micro as well as macro levels 
of planning and implementation, banks’ 
roles have also not been clearly specified 
Should banks become passive implemented 
of schemes and programmes prepared by the 
planning authorities and various develop 
ment agencies or should they be also actively 
involved in the planning stage itself’ These 
questions have occasionally been raised and 
debated in academic discussions However, 
out of these debates no clear cut role 
prescription for the banks has emerged Th« 
Estimates Committee examines this specific 
question m depth and makes certain impor 
tant recommendations 

The c^pmittee has realised the worth 
whiteness of bankers’ participation in the 
plaffjftg process The committee's statement 
inJlMtegard not only admits the need for 


bankers’ participation, but also appreciates 
bankers’ legitimate role and competence as 
planner This opens up new opportunities 
for the bankers to show their competence 
(and of course implies larger responsibility 
for the bankers) The committee agrees with 
the view that bankers should be more 
actively involved in planning for rural 
development because bankers have the 
expertise of micro management of finance 
According to the committee “association 
of RBI alone though necessary was not 
enough” The committee feels that “repre 
sentation of commercial banks at least at 
micro-level in the formulation of schemes 
for rural upliftment was equally important 
as the ultimate implementation of the 
scheme was their responsibility” The com¬ 
mittee would like the government “to 
examine as to what extent the banking 
industry vould be involved in the process of 
formulation of schemes by the government” 
This recommendation is very significant 
and if implemented m proper spirit will have 
important effects on the national planning 
system at macro/micro-levels However this 
suggestion has important implications in 
respect of 

(a) institutional requirement 

(b) changes needed in the planning system 
and 

(c) modalities for making involvement of 
banks in the development planning pro 
cess a real its 

One has to caicfully work out all such 
implications in detail to ensurt successful 
implementation of the suggestions 
At micro level while implementing the 
1RDP scheme a number of constraints and 
problems have been laced by the banks One 
also constantly learns of misidtntifuation 
of beneficiaries and deliberate corruption in 
built in the delivery system, inadequate 
supervision of end-use and inappropriate 
monitoring of the loan accounts The com 
mittce has discussed how things can be 
improved lrom identification ot benefi 
ciaries to improvement of momtonng system 
through new computerised technology 
The committee discusses the useful role 
that Gram Sabhas could play in proper iden 
tilication of beneficiaries Moreover volun 
iar> agencies also van play useful role in this 
respect However the committee has neither 
discussed the structural aspects in a rural 
society, nor has it discussed how local 
influences and power dynamics vitiate pro 
per identification Under such conditions 
how can anyone take professionally effec 
live corrective measures to obviate the pro 
blems of misidentifieation/improper iden 
tification of beneficiaries of the 1RDP 
schemes’ Unless one comes to grips with the 
problem of rural power structure and its 
related biases/influences the methods sug 
gested are ai best palliatives and will not be 
adequate either to reverse the wrong iden 
tification or fo prevent corruption at the 
grassroots level 


The committee has taken a very pragmatic 
view regarding computer technology needed 
for social banking Thu type of banking 
must endeavour to reduce transaction and 
risk costs of credit Banks are to deal with a 
large number of accounts of small amounts 
As such, traditional methods of appraisal 
may be inadequate, time consuming and 
costly One has therefore to examine whether 
the benefits of micro computer technology 
can be utilised for this purpose. The com¬ 
mittee's views on this aspect are quite clear 
as seen in the following statement “So far 
as the problem of handling of very large 
number of small loan applications is con¬ 
cerned, the committee feel that the desired 
results can be achieved by computerisation 
of the whole process The committee would 
urge upon the State Bank of India to take 
expeditious decision on the computerisation 
as recommended by the committee ap 
pointed by the bank Recommendations of 
that committee about procedural problems, 
etc, also merit immediate consideration and 
implementation" 

The report has also given a fresh look to 
the area of deposit mobilisation in the rural 
segment and has re emphasised the need for 
an integrated approach which takes deposit 
mobilisation as a vital link in the entire 
development process To quote, "the com 
mittee would like to stress that the overall 
planning of the bank should be such that 
eveiy beneficiary of the credit programme 
ultimately turns out to be a genuine depositor 
of the bank Fulfilment of this condition 
should be one of the criteria for judging the 
effectiveness and correct implementation ot 
the schemes There is need for more infra¬ 
structural facilities and we should attempt 
to stimulate growth of industi les particularly 
agro-based industries in the rural areas, so 
as to augment substantially the credit absor 
bing capacity in the rural areas” The com 
mittee wants that all possible measures to 
be evolved for “increasing the credit-deposit 
ratio in the rural areas” 

In this connection it has made valuable 
suggestions in making proper use of publi¬ 
city media such as radio and television in the 
area of social banking Particularly note¬ 
worthy is its suggestion on the mechanism 
of getting the feedback and making use of 
such feedback in creating the right type of 
awareness among the present and prospec 
tive beneficiaries of development program 
mes in particular and bank clientele ip 
general 

Problems of Rural Banking 
In respect of rural banking several related 
problems do crop up One can classify these 
problems into five clear groups 

(a) Problems related to branch licensing in 
rural areai and making these branches 
effective institutions for fulfilling the 
developmental roles of banks 

(b) Problems related to resource mobilisa¬ 
tion in rural areas and special attention 
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LADIES & GENTLEMEN 



On behalf of my colleagues on Ihe Board of 
Directors and my personal behalf I extend 
to you all a hearty welcome at Ihe 
Company s Twentysixth Annual General 
Meeting and thank you for sparing your 
valuable time and making it convenient to 
attend this meeting 

The Annual Rape,' containing the Directors 
Report and Ihe Audited Accounts for the 
year ended 30th September 1986 sent to 
you along with the Notice for this Annual 
General Meeting has been with you for 
quite some time and I am sure you have 
had the opportunity to peruse them 

As you would have observed Irom the 
Directors Report your Company has 
maintained an upward trend in its business 
operations The Directors have therefore 
recommended higher dividend as 25% Your 
Company has made significant strides in its 
export business which was higher by 167% 
over the previous years exports accounting 
for a turnover of Rs 9164 Million 

The turnover of the Company in the first five 
months of the current year is higher by 
about 26% than that during the 
corresponding period of the previous year 
Barnng unforeseen developments in the 
business of the Company s ma|or 
customers the Company hopes to maintain 
the uptrend in Ihe remaining part of the 
current year Similarly the Company hopes 
to maintain the uptrend in its Export 
Business 

The Company has drawn a plan for the 
expansion and modernisation of its facilities 
entailing an investment of Rs 23160 million 
These programmes are proposed to be 
implemented during the next three years 

The Honourable Prime Minister has initiated 
a series of measures that will propel the 
Indian Economy foiward at desired rates of 
growth OeHcensmg Broad Banding, 


establishing organic links between an 
industry seeking foreign exchange for its 
technology equipment and phased 
manufacturing programme and its foreign 
exchange earning capability prescribing 
minimum economic levels of operation etc 
are measures that any healthy growth 
oriented and ‘mancially sound industrial 
venture will welcome Your Company has 
responded quu kly to the new policy 
indications by substantially stepping up its 
exports and also by expressing its 
unequivocal commitment to bring in totally 
new and sophisticated technologies into the 
country 

The Government has already initiated 
measures to make available inputs at 
international prices to exporters It is 
essential lo make available concessional 
export credit lo exporters which will finance 
their indigenous raw material costs which 
very often are substantially in excess of the 
export price realisation These steps taken 
together with the neutralisation of hidden 
diseconomies by means of the cash credit 
assistance will make i! worthwhile for 
industries to take up the challenge and risk 
of exports A further filip to export can be 
given if Government adopts the policy of 
giving a preference to large and established 
exporters seeking new licenses 

The Government has recently announced a 
higher debt equity ratio of upto 4 1 for 

export oriented Thrust industry While this is 
most welcome a simultaneous decision on 
non applicability of convertibility option on 
the rupee term loans availed of for this 
purpose will also be necessary to secure 
the desired objectives 

I would also like to appeal to Government 
that the priority accorded to exports should 
Override other locational considerations and 
in particular the export oriented unit should 
be permissible at existing locations even In 
cities with population of more than 1 million 
as long as the State Government s location 
criteria permit the same and the industry Is 


not highly polluting This will pave the way 
for economies on account of use of existing 
infrastructure and bring export costs more in 
line with export prices 

As large-scale Industry becomes more and 
more export oriented it wilt need the support 
of a stable base of anclllarles on the 
Japanese Pattern The large scale units can 
serve as the Nucleus Plants conceived of In 
the Industrial Policy Resolution of 1980 The 
Nucleus unit will provide technology and 
quality control for the ancillary unite 
Increasingly Small Scale Units will be 
encouraged to become ancillary units rather 
than manufacturers of finished goods 

While the Small Scale needs 
encouragement on account of its ability to 
generate jobs at lower levels of investment 
it must also be remembered that the small 
scale usually is a convertor or assembler 
rather than an integrated manufacturer (and 
hence the better employment Investment 
talio) 

I take this opportunity to express my sincere 
thanks to the Central Government the 
Government of Maharashtra and the 
Financial Institutiona/Banks for their 
encouragement and support to your 
Company I would like to thank our 
Collaborators for their help and assistance I 
would also like to place on recoid my 
sincere appreciation of the oontnbutions 
made by the employees al all levels under 
the overall guidance oi the Vice Chairman 
towards the Company s progress and 
growth 

Whilst concluding on behalf of my 
colleagues on the Board and my personal 
behalf I convey our gratitude for the 
confidence you have reposed in us I 
sincerely hope that you will continue to 
extend your whole hearted support and 
confidence in future as well to enable us to 
further improve the working of the Company 

Thank you 


Hkik* 

FSje 


NOTE This does not purport to be a record of the 
proceedings of the Annuel General Meeting 
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that rural customer service should 
receive at a time when vocal and 
articulate urban metropolitan bank 
customers are trying to attract (undue) 
attention from the banking system 

(c) Problems related to simplification of 
procedures 

(d) Problems related to involvement of staff 
in rural areas and measures needed 
towards ensuring adequate involvement 

(e) Pioblems related to identification of 
beneficiaries maintenance of assets 
created and ensuring better recycling of 
funds through propagation of repay 
ment ethic and in all rhese to ensure adc 
quatc role of the RRBs 

The committee has examined all these 
issues and its recommendations arc worth 
noting Some ol these arc as follows 
(i) To understand the varying conditions 
present in respect ol the branch been 
sing scheme it may be dcsitable to con 
duct imp let studies on an ongoing 
basis rffcctivc lollow up action can 
then be taken to quickly remove the 
identified deficiencies 
(it) 1 xistmg schemes for deposit mobihsa 
tion arc more suited ‘to urban and elite 
population No innovative schemes lor 
deposit mobilisation suited exclusively 
to lural population have been initiated 
by the RB1/SB1 This observation is 
true in case ol other commercial banks 
also It is to be noted that sheer expan¬ 
sion of bank branches in rural areas 
is not enough as an incentive for the 
rural population for savings and 
deposits One has to therefore giv< 
serious attention in devising suitable 
deposit schemes for attractng oral 
clientele 

(in) At present in the area of ct met ser¬ 
vice all attention is tiveuscd towards 
urban and metropolitan customers It 
is imperative that rural customers 
should also get their due share ol at 
tcntion from the banking authorities 
Banks should ensure belter customer 
service at the counters ol rural bran 
ches which deal with poor rural 
clientele Officials who are found wan 
ting in courtesy and good behaviour 
should be dealt with severely 

(iv) Systems and procedures for rural 
banking are adopted from the tradi 
tional banking procedures and are 
therefore not very functional and are 
unduly complex and cumbersome 
These should be simplified Bank ol 
ficials should offer help and guidance 
to the illiterate beneficiaries in getting 
the necessary formalities completed 
and m ensuring that loans are sane 
ttoned expeditiouslv 

(v) Officers trained in rural banking 
y,should be posted in rural areas for a 

^minimum period of three years and 
"^arrangements should also be made to 
11 took after their welfare Suitable 


residential accommodation, “educa¬ 
tion of children at the place of posting 
and some extra allowance if their 
children are to receive education in 
areas different from their posting” are 
to be provided 

(vi) In many cases of rural lending, it is 
found that assets are not existing at all 
or created assets have already been 
sold Many of the beneficiaries have 
also been wrongly identified Govern 
ment should initiate measures “to 
educate beneficiaries to drive home the 
point that assets purchased oul of the 
loans and subsidies given by the 
Regional Rural Bank should be mam 
tamed with utmost care and constant 
efforts should be made to use such 
assets for generating economic 
activities" 

(v ii) It is necessary to ensure supervision 
and adherence to directives 1 here are 
many directives issued from time to 
time by the controlling authorities for 
better supervision of the itiral credit 
portfolio, however quite often at the 
opcrtiional levels these directives are 
not followed It should be paiticularly 
seen that the banking officials in a 
branch art not indulging in any mal 
practices and the benefits actually 
reach the target groups 
(vui) There arc large sums which arc locked 
up in bad debts and are doubtful of 
recovery It is necessary that the 
ministry of finance and the Restrve 
Bank of India should immediately 
conduct an indepth study to ascertain 
the reasons lor this dismal practice and 
should “initiate corrective and result 
oriented measures” to avoid such 
losses in future 

(ix) Willi a view to give adequate stress to 
the question of recovery a separate 
recovery cell with adequate staff 
should be created The cell should try 
to improve upon the recovery position 
for all sectors/segments While sane 
tionmg loans particularly to the weaker 
sections, repayment ethics should be 
explained and emphasised The benefi 
ciaries should be briefed by the field 
staff about the advantages (such as 
grant of further loan) after repayment 
of previous loans 

In all these suggestions some degree of 
understanding of the complexity of rural 
binking is demonstrated by the committee 
1 he transaction cost of rural banking may 
increase in ensuring the better end use of 
credit and recycling of funds but may 
significantly reduce the risks involved it ad 
vocates the establishment of a compas 
sionate link between bank officers and 
poorer section of bank borrowers in rural 
areas By implication it advocates greater at¬ 
tention to the priority sector and according 
adequate importance to improvement of 
quality of customer service both in case of 


deposits and lending services m the rural 
areas Motivational issues are important 
However, it has been rightly identified that 
such issues cannot be tackled by simple 
exhortation of bankers to take up rural 
banking as a challenge. The committee sug 
gests practical steps to make work in rural 
areas for bank executives less stressful 
through provision of residential accom 
modatton, educational allowances and 
welfare measures 

Development is an all-comprehensive pro 
ccss, proper involvement of all engaged in 
the process is essential for the success of the 
process This is not purely a matter ol ful¬ 
filling formal obligations of duty Every 
agency involved must display correct at 
titudtnal responses towards problems of 
development which must go much beyond 
formal routine bureaucratic involvcmtni in 
a 10 b It is a matter of <omniiimeni to an 
ideology, to some values dear and respected 
foi giving richer meaning to life This at 
titudina! change is not only important foi 
bankers but equallv essential for ill other 
p irtners tn the presecss ol development I his 
ispcct has been realised by the committee 
and it h is made some indications to this ct 
feet while making its obsuv llions regarding 
the functioning of the DRDAs I he role of 
training publicity mcdn and more pir 
ucululy shaping the ittitude ol the opinion 
leaders including formal le tdeis need to be 
more eategone illy re emphasised 

From Ci ass to \1 \ss Bxnkisci 

The report has pointed out the need loi 
the review of the woiking ol DR1 scheme 
In fact, such efforts have been already m tdi 
by the ministry of finance binking division 
ihrough two specific steps The ministry 
requested the National Institute of Bank 
Management (NIBM) to make a eompichen 
stve studv of the working ol this scheme 1 lie 
study was completed in 1982 It covered 
selected beneficiaries served by 72 branches 
of 18 public sector commercial banks 
operating in 34 districts located in 16 stales 
ol the country The findings of the studs 
have been published bv NIBM and have been 
discussed with the ministry of finance and 
bankers 

The ministry of finance then appointed 
a task force in 1983 84 to suggest appro 
priate revisions in the DRI scheme The lisk 
force comprised of representatives ol the 
ministry of finance and ministrs ol agri 
culture of the government of India, Reserve 
Bank of India, public sector commercial 
banks and the NIBM The task force col¬ 
lected additional information from the state 
government credit institutions, SC/ST 
development corporations, etc, in addition 
to information contained in NIBM’s study 
It submitted its report to the government m 
1984 8$ It is not clear why the Estimate 
Committee was not made aware of this 
study 

The committee's suggestions for an in- 
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dipth study ofsome of the innovations of 
SBI and for appointment of an expert group 
on IRDP tor going into all the pros and cons 
of the issues are welcome. Some suggestions 
made regarding the role of the lead bank 
officers/dcvelopmcnt officers need to be 
viewed from two angles The suggestion of 
the committee regarding the role of lead 
bank otticer/lead district officer in making 
on the spot studies tor proper miplementa 
lion of the financing schemes needs to be 
appreciated However as regards appointing 
more such officers this has to be done in 
a niort systematic wav We have a tendency 
lo prescribe a uniform pattern for most of 
our institutions It would be worthwhile first 
to make effective use of the services of the 
existing lead bank officer/lcad district 
otticci before more such officers are 
appointed 

In this connection it mav be re emphasised 
that the committee should h ivc discussed the 
role tcsponsibilns and function of ihe 
toi mal (local Icscl) leaders in the contest of 
social banking Ihcsc leaders \.an play a 
more constructive and useful role in tile pro 
per implementationol the schemesincludmg 
(he ret-wlim: of tlu funds 

I he committee s observation on SBI s role 
in ihe emrepieneiiri.il deselopment pro 
gramme also deserves carctul consideration 

RfcVILWS 


\ PlKflPIlM studv ol soeiil and 
economic conditions ill jgiKultur.il labour 
and mirginil lirmeis in ihe context ot 
economic development e in hold Ihe kes to 
a piopcr underst mding ol not onlv rural 
pencils but also poverty in the economy as 
a whole We have two books here f he one 
bs ( haltopaelhs iv is a set ot sluelits ol dll 
Itienl ispeets ol iirisultunl labour using 
secondare dll i Irorn vanotis sources like the 
NSS Census ot Indii ihe farm Manage 
meni Suivtvs ind other official documents 
like the Rui el I thoui l nquirv Reports The 
other book bs Cnan Singh concentrates on 
one state Pimjib done and is based on 
primary data eollieiid lieun a survey of 
agrieultui il labour and marginal farmer 
households Both thiovv some light oil whai 
h is happened lo these weaker seeliesns in tile 
contest ol agricultural development 
Chattopadhvas deals respectively with 
asptcis like the growth of agricultural 
labour magnitude of employment and 


In sum, the committee, has examined «, 
number of relevant issues in respect ot 
development banking (social banking) in 
rural areas with special reference to the 
poorer sections of the community It has 
attempted to clarify a number of tricky con 
eeptual issues and has given certain valuable 
recommendations Some ol these arc a bit 
too genual to bt of practical utility Never¬ 
theless the report has made certain specific 
policy level suggestions like banker’s involve 
ment in mtero/maero planning, improve 
ment ot technology of banking in the rural 
sector ensuring better harmony and eo 
oidmation among different agencies of 
development at held level and ensuring at 
titudina! changes across the board These arc 
some ot the useful suggestions which deserve 
attention 1 hesc should not tcmain as mere 
suggestions Appropriate steps should be 
taken by all concerned to speedily implement 
these suggestions so that the transformation 
of banking system from class banking to 
mass banking becomes a reality One only 
hopes that this will happen 

D he auihi'rs wish to thank their faculty col 
leagues discussions with whom have greitels 
helped in prep mng this note Special mention 
must be made ot T S Ravisankar who kindly 
went through the eathcr diaft ot the note and 
offered valuable suggestions | 


unemployment along them the extent ot 
suiplus labotn trends in real wages types 
of I ibour eontriets and airangements 
iiKOini levels ol dilleient tvpes of labour 
and variation in I abour use and productivity 
icrosx ditfeieni si/e classes ot farmers At 
the end he ilso provides itl overview of 
chtngmg labout conditions and relations 
based on his findings tach of these studies 
reviews ihe work done bv different scholars 
on the aspects bung studied, followed by the 
lutlior s own analvsis and conclusions They 
should therefore be quite useful to students 
of Indi in agricultuic in our universities The 
book i all the more useful because it not 
merely deals vv ith the subjtcl at the national 
level but takes into account stattwise dif¬ 
ferences In a country with a significant 
diversity in agrarian structures and produc 
non conditions national averages are not 
vtrv meaningful 

A major limitation of the book is that dtf 
'erent aspects ol the conditions of labour are 


treated 

of linking them up in a central tneoreonV 
framework In an introductory remark m the 
overview in the last chapter, three factors are 
identified as affecting agricultural labour 
land reforms, the expanding domestic market 
for agricultural products and technical 
changes in agriculture But the book has not 
succeeded in linking them in an integrated 
iheorettc.il pattern with each other and also 
with the dilfcrcnt aspects studied The over 
view at the end tries to present a holistic 
understanding of the situation ot labour, but 
falls shori ot 11 mainly btcause of lack of 
clarity about the author s theoretical 
perspective 

It emerges clearly howevet that the 
increase in the demand for labout that has 
occurred has not been adequate enough to 
productively and remuneratively employ 
all the increased availability of labour 
Technological change m agriculture has no 
doubt show n some potential lor improving 
the lot of labour as it has increased both the 
level ot einpleiynunt and real wages Tht 
impact of this has not been significant 
because of the vastly larger increase in the 
final workfoicc 1 he author also points out 
sigmhcantlv that ‘the rate of growth 
achieved in the non agricultural sector and 
the technology adopted in that sector do not 
help much to reduce the dependence on 
agricultural employment’ (p 133) He 
emphasises in conclusion that there should 
be a development ol productive forces on 
labour intensive lines (in the economy as a 
whole presumably), but has not discussed 
what prevented tilts development, how tt 
could be piomoted and what other options 
favourable lo rural labour are available 
Tveil a state-wise uoss section picture does 
not necessarily facilitate an answer to 
the question of how far a higher level of 
development benefits the weaker sections, 
since ihe states art quite big entities having 
significant diversity within themselves The 
NSS data however are not available at less 
disaggregated levels like districts This pro 
vides the rationale lor micro level studies like 
the one by Cnan Singh His study covers as 
many as 4S() sample households of agri 
cultural labour and marginal farmers, 
scltttcd from three distilets of Punjab at dif 
ftreni levels ot development as indicated bv 
average gross productivity per hetlare The 
three disiucts are I udhiana Bhatinda and 
Ropar, with productivity levels of Rs 3 382, 

2 910 and 2,202 per hectare respectively The 
wealth of information presented bv the 
author shows that agricultural development 
has yielded positive gains to the weaker sec 
nons Both per capita income and consump¬ 
tion of marginal farmers and agricultural 
labourers are 40 S5 per cent higher in the 
most developed district as compared to the 
least developed Poverty measures are also 
significantly lower in the lormer There is no 
consistency however, in this if the district 
at ihe middle level of development is also 
taken into account 

The possibility that agricultural produc 
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tion can be a minor source of income to 
agricultural labour seems to have been 
ignored by the author There is no mention 
of this in the tables on income from various 
sources earned by agricultural labour It is 
seen, however, that per capita income of 
agricultural labour households are higher 
not lower, in all the three districts as com 
pared to that of marginal farmers Though 
income levels of marginal farmers arc higher 
in Ludhiana, this does not appear to make 
them all viable enough, since 2S per cent ol 
households in this category arc poor m this 
district, compared to 18 per cent in the case 
of agricultural labour households The 
presentation of findings lor agricultural 
labourers and marginal farmers is in separate 
chapters, making it difficult lor the reader 
to compart them with each other It appears 
however, that the Green Revolution has 
made wage labour mote remunerative and 
marginal farming relatively less so The pro¬ 
portion of marginal larmer households 
decreased from 15 per cent in Ropar to 6 per 
cent in Ludhiana while the proportion of 
agricultural households increased from 12 
to 19 per cent 


284, Rs 150 

SHUJA UD DAI 1 \ (175174) the first 
Nawab of Awadh lived in I at/ ibad ifter the 
Buxar war in 1764 His son Am! ud Daula 
(1774 98) moved his capital to I ucknow 
shortly altct he succeeded his father Thtrt 
after six more Navsabs ruled over Awadh 
from Lucknow The I ist one was Wajid All 
Shah (1848 15) who w is deposed bv the 
British government m 1851 All these 
Nawabs lived tn luxury and the last Nawab 
Wajid Ah Shah became known for his 
interest in music dance and beautiful 
women A number of Muslim families 
became rich by tiadc or bv serving in the 
court Some ol them tried to emulate the 
Nawabs, but all ol them lived in a style 
which tn later days was taken as the model 
ot gracious living This life was later des 
cribed in a romantic manner bv Abdul 
Halim Sharar who himself was a counter of 
Wajtd Ah Shah when the latter was in 
exile in Calcutta Sharar wrote about the 
I ucknow ol the Nawabs in a number of 
essays in Urdu These have been collected 
together and published some years ago as 
tiuzashla Luknau (ttanslatcd into English as 
‘Lucknow the Last Phase of an Oriental 
Culture 1 ) 

1 A number of Europeans and Eurasians 
had also come to the Lucknow of the 
Nawabs Some of them were traders They 


Unfortunately, the study is rather com¬ 
partmentalised and mechanistic on the 
whole and shows no evidence of theoretically 
interpreting various findings Even the last 
chapter, 'Summary, Conclusions and Fin 
dings', is as mechanistic and conipartmen 
talised as the main study and hardly moves 
an inch further from the earlier pages The 
author could at least have presented a few 
field insights, even it qualitative, about con 
ditions ol living at diflerent levels of 
development For example how do condi 
nons of housing, sanitation and quality 
of rural life affecting the weaker section 
varied as between the prosperous and under 
developed villages 1 Are the agricultural 
labour in prosperous regions mostly im 
migrants 1 Or, were they marginal/small 
farmers earlier, compelled to become 
labourers and if so, under what circum 
stances 1 A micro level study focused onlv 
on weaker sections could have thrown light 
on these issues Should there be no difference 
between a thesis at micro level based on per 
sonal tnvestig ition bv the author and an 
official teport based on data collected bv 
hired investig ttoiv ’ 


supplied imported luxutv goods to the 
Nawabs and the counters Others came as 
adventurers Manv of these foreigners bmli 
gr uid houses I he Nawabs also constructed 
a large numbct ol buildings as palaces 
religious buildings md tor showing off their 
interest in public works astronomy, etc 
Sometimes the Niwabs built to please the 
Bntish government in C alsutta or thur Rest 
dent m 1 ucknow I he style of architecture 
of some of these buildings was mixed that 
is h was neither purely Indi in not purely 
1 uiopcan I he buildings wuc made ot brick 
and stucco and many ot them locliy aic in 
ruins Some ol the buildings wuc destiovccl 
bv the British when they matched into 
I ucknow after suppressing the Mutiny ip 
1818 

The author of this hook Llewellyn tones, 
came to Lucknow lot a week in 1972 during 
a degree course in Urdu at the l ondon 
University Slit became interested in the city 
after reading Guzashla Laknau The present 
work is the result of the research she did on 
the history of the city during the period of 
the Nawabs She has particularly examined 
the architecture of the constructions made 
during that period 

Among the European adventurers who 
settled in Lucknow the most prominent was 
Claude Martin Martin was a Frenchman 


who enlisted in the French army and fought 
against the English Later he joined the East 
India Company and became a trusted officer 
of the Company In 1776 he was sent to 
Lucknow as superintendent of the Nawab’s 
arsenal, and soon gained his confidence 
Martin imported luxury goods from Europe 
and sold them at highly inflated prices to 
Nawab Asaf ud-Daula This Nawab had an 
unsalable hunger for European trinkets, and 
he must have spent more than a crore of 
mpees on these things Martin who was his 
principal supplier became rich 
Martin was also interested in architecture 
He obtained books on architecture from 
Europe and built a number of large bull 
dings in the western style One of his 
buildings was decorated with statues of 
Roman and Greek gods Later, some of the 
Nawabs copied or adapted this style of 
architecture in a tew of their buildings It 
became a fashion for the European traveller 
to Lucknow in the second half of the nine 
(tenth ttniury to sneer at these buildings as 
ridiculous absurdities 
A novel thing built by the Nawabs was an 
astronomical obscivatoiv It was tailed Tara 
wall koihi The obscrvaiorv w is well equip 
ped li contained four telescopes, bare 
miteis, thermometers magnetometers and 
vinous ''electric'll and galvanick machines 
The eonstiuction of the observatory began 
in 1812 It was completed in 1841 Lorughi 
years thereafter C ol Wilcox the astronomer 
regularly submitted hall yearly reports to the 
Bimsh government in Calcutta Wilcox died 
in 1848 and within a sen tht observatory 
wav closed down bv the thtn Nawab \kajid 
Alt Shah According to the author of this 
book the observatory w is originally set up 
at the suggestion ot the British government 
who wete interested in the leadings taken 
there Sharat, the author ol Gusashta 
Uiknuu however wrote, Nawab Nastr ud 
din Haiti ir believed in aslrologv He studied 
the science of astionomy and decided to set 
up ail observatory in the utv” 

I he major part of this book deals with 
the buildings and ihe.tr architecture I he sub 
ject is dry Tht author has tried to make the 
book interesting by describing also the life 
stsIt of the 1 uropeans in the city Most ol 
these peoplt who livtd by sponging on 
tlte Nawabs and had one or two Indian 
mistresses assumed a supenor air Claude 
Martin, for instance had two mistresses, and 
he wrote that sincerity, giatuudc and friend 
ship were not known in the dictionary of the 
black people 

On the whole it is a good historv ot 
Lucknow of that period It complements in 
many ways the work of Abdul Halim Sharar 
Neither of the books however, tried to find 
out how*thc majority of the people of 
I ucknow, the Hindus, lived Perhaps they 
lived tn hovels, arid neither their lives nor 
the places where they lived wete worth 
writing about 


Lucknow, the Last Phase 
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Statutes and Standards for Pollution Control in India 

Susan G Hadden 

For many years pollution control was thought to be incompatible with rapid industrial development By the 
time the need for a policy to regulate the environmental damage caused by industry was accepted, there already 
existed a complex system of industrial legislation rhe environmental policy in India has evolved out oj a senes 
of exercises by policy-makers to strike an appropriate balance between the two goals, of rapid economic develop¬ 
ment on the one hand and pollution control on the other 
This paper reviews the industrial pollution policy in India focusing on the procedures through which the policy 
is being implemented and the attendant problems 


With the realisation that poverty and the 
state ot underdevelopment led to many of the 
environmental problems that confronted the 
nation came the understanding that it was 
more rapid development which was the best 
approach This development has to benefit 
people (and particularly the poor) by pro 
viding lor their basic human needs and rising 
aspirations However, another class of 
environmental problems have arisen as 
unintended side effects of the very attempts 
at development These have to do with 
mismanagement of natural resources large 
scale delortstation, the unplanned discharge 
ol residues and wastes 

-Seventh hive Year Plan 

GOVERNMENT intervention to protect the 
environment is necessary because individual 
manufacturers wilt always find that it is 
cheaper to pollute thin to control the waste 
products ol their enterprises I he public that 
pufers not to bi e\posed to pollutants must 
act in concert (through the government) to 
provide incentives to manufacturers to 
behave as desired These incentives can take 
siseril lot ms including both the carrot of 
bcnclits lot non pollution and the stick of 
penalties lor polluting 

Public action would not be necessary if 
public goals did not conflict with pnvate 
ones in this case maximising profit In 
everv union but especially in developing 
economics environmental protection ton 
flicls with other public goals as well As the 
quotation fiom the Seventh Plan suggests, 
the most impottant ol these is industrial 
development Indias ollicial unemployment 
rate is 20 per cent which most informed 
observers believe understates the trut case 
If capital invested in pollution control would 
otherwise be invested to create jobs, or 
worse it potential investors are completely 
dissuaded Irom new projects because of the 
constraints imposed by environmental regu 
lanons, then perhaps protection of the en 
vironment is a luxury India cannot afford 
Even maintenance of jobs in existing fac 
tones is problematic when old plants have 
special difficulty complying with pollution 
standards formulated on the basis of new 
technologies Similarly, how can India fulfill 
a plan predicated on minimising imports of 
industrial products when much of its poilu 
non control and effluent monitoring equip¬ 


ment must be imported 1 

Despite these contradictions, India ap 
pears to hast determined that environmen 
lal protection is important As the memory 
of the incident at Bhopal fades, the en 
vironmental interest that it engendered has 
taken oil a life of its own No industrialist 
would publicly admit to a lack of concern 
about pollution control and government 
officials from the prune minister on down 
frequently innouncc new initiatives in the 
area Mvnad public interest groups have 
loimccl to monitor industrial pollution and 
light it when necessary 

Agreement at the highest level that cn 
vironmental protection is an important com 
ponent ot Indus development effort dots 
not imply agreement about cither the means 
to achieve the goal 01 the evtent to which 
its achievement should be allowed to in 
tcrlcie with oil ei uo tls In a deinociacv sueh 
as Indu's it is ililficiilt divisoe and 
piobablv eounterpioductise to liv to resolve 
these dillcitrices cvplicitlv In the absence ol 
such rcsoluiions however policy goals ic 
main elusive and selectsslul implementation 
as mueh a muter ol luck as intention 

The purpose ol tins paptr is to assess 
industrial pollution pobev in India today 
Several recent articles hast dtstribed the 
institution tl Iramcwoik ol pollution 
policy 1 This papti docs not repeat their 
contributions Rather it lotuses on the pro 
cedures tluough which pollution contiol 
policy is implemented, with special .‘iiintion 
to effluent standards It also discusses gaps 
and probitms in ihtst pioccduics with 
reference to the Environment \ci p issed m 
Mav 1986 Although nnnv ol the papers 
findings arc ncgiiivt indeed this new act 
and the discussions it is provekmg appe ir 
to hold out real hope ol ievolving omc ol 
the most pressing difficulties 

I 

Goals of hmironnionta! Policy 

The goals ol pollution contiol uselt may 
be formulated in many dilleant w ivs One 
goal is to protect human health polluted an 
is known to exacerbate mans lunc condi 
(tons, for example while ingestion of 
pollutants m water mav cause mam im 
mediate as well as long-term human health 
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problems Another goal may be to ensure the 
viability of wildlife water is of high enough 
quality to sustain fish and related biota 
Preservation ot histone monuments is 
another goal of air pollution control, many 
Indians first became aware of air pollution 
when the Taj Mahal was threatened by emis 
sions Irom a proposed new fertiliser plant 1 
Another simpler goal often employed early 
in a nanon’s efforts at environmental pro¬ 
tection, is to stop further degradation of the 
environment 

This section of tht paper attempts to 
assess Indian pollution control policy on its 
own terms—that is, in light of articulated 
policy goals It examines the laws and the 
rules promulgated under them to see what 
policymakers hope to achieve This serves 
two purposes first to acquaint the reader 
with the framework of present environmen¬ 
tal policy and second to lay the ground¬ 
work tor the contention that informal nego¬ 
tiation between government and industry is 
the real sourie ol policy Although the 
Seventh Plan is cleat that environmental pro 
tection and industrial development often 
conflict tht piopei balance between them 
is nowhere discussed Moreover in neither 
the formulation of policy in Uws nor in the 
implementing standaids art these goals 
cleat the inherent conflicts between poilu 
tion control and other important economic 
values is scarctly even visible in these for 
nial instiuments ot policy Thus as pollution 
control is implemented theic is no standard 
against which to measure industry petitions 
for relief and therefore no scientific or policy 
justification toi a p-utiuilti action 

THl I AWS AM) 1 MI Rl 1 t S 

India’s federal system divides responsibility 
for different governmental functions bet 
ween the centre and the states Since natural 
resource management has traditionally been 
a state subject many aspecis ot environmen 
tal policy including forestry and water poilu 
tion are considered to be state matters 
Indeed, many states and localities had acts 
dating to the colonial period regulating the 
polluting aspects of industiy Nevertheless, 
lor the last fifteen vears the impetus for 
government regulation of environmental 
polluttor has come from the centre In 1976, 
for example the constitution was amended 
to include statements that both the govern 
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mem ana citizens nave a duty to protect and 
improve the environment 1 

The primary pollution control statutes are 
the Water and Air Pollution Acts ol 1974 
arid 1981 respectively and the Environment 
Act of 1986 The latter is discussed in sec 
non IV below Iht regulatory framework 
created b> the water act is essentially still in 
place It provides lor state boards for the 
prevention and control ol water pollution 
(now often called simply pollution control 
boards or PCBs) to enict and enforce ef 
lluent (emission) standards lor lactones 
discharging pollutants into bodies ol water 
It also provides for a central pollution con 
trol board to perform the s ime function lot 
federal tcrtitoncs as well as to gutdt and 
assist the state boatds The in tet espands 
the purview ol ihcsc boards lo rtgulaiing 
emissions into air in designated ‘air pollu 
lion comrol areas Because water is a slate 
subject the centia! water let is limited m its 
application to ihe states but the air act is 
truly a central statute and compels states to 
tst iblisli pollution control boards In 1985, 
an mtegi lied elepaitmcnt ol environment, 
foiests md wiiclhle came into bung ol 
which the central board lor the prevention 
and control ol water pollution is one unit 

Neither the pieamblcs nor the provisions 
ol the water and air aus piov idi much eon 
ertte policy guidance the purpose at the 
loimu is the ptcvcntion and control ol 
water pollution and the maintaining or 
residing ol wholesomcness of water and 
ol the latter the prevention control and 
abatement of w iter pollution 4 The re 
mamders ol the acts are given over to 
describing llie constitution ol the PC Bsand 
quahliealions ol membus the powers ol 
boards to eonduel inspections take samples, 
and restrict new disehatges, the penalties and 
procedures associated with board activities 
and requirements tor audits and rcpotls 
Only in the water act s list ol slate board 
posvers does ihe analyst tind any hints that 
legislators undersiood that there might be 
costs to bal ince against the benefits ol 
pollution control tile boards are to evolee 
economical and reliable methods ot treat 
mem ot sewage while the central board may 
lay down different standards for the same 
stream if justified by its How chuiactcristics 
and proposed use ' 

The rules issued under these acts follow 
the usual pattern in India they focus on 
procedural matters For example the rules 
associated with the water and air acts it 
lustrate the forms to be filled out by the een 
tral board for its annual report, list the fees 
for particular pollution tests, and give sam 
pie application forms for consent orders 
without describing how to make use ol the 
information thus provided Although in the 
case of the water act the central rules are 
scanty in part because they concern a state 
subject, they still do not take advantage of 
the power granted to assist and guide state 
PCBs to promulgate substantive rules with 
policy unport 


The one initiative in formulating national 
pollution control standard! began about 
1984, when the central department of the en¬ 
vironment began to promulgate minimum 
national standards (MINAS) MINAS have 
been promulgated both for water (ten m 
dustries) and for air (twelve industries) The 
industries to be subjected to MINAS appear 
to have been selected because they were 
highly polluting or so large m volume that 
pollution is a problem because they were 
located in or near population centres or 
because there were known technologies that 
could allow standards to be me! 6 

Preparatory to issuing each MINAS, 
technical specialists toured the country in 
speeting most or all of the plants to be 
affteted Data on manufacturing processes, 
inputs, pollutants water use, and other rele 
vant data were obtained for each unit and 
reported in technical documents issued prior 
to promulgation of the standards Although 
not all of them have in fact been issued 
these documents give some indication that 
policymakers aie aware of the conflicting 
purposes of the standards economic and 
technical viability on the one hand and pro 
lection of the environment on the other 
Thus costs av well as effectiveness of both 
txisting and alternative pollution control 
methods art considered at length, ealeula 
tions of costs and pollution are usuallv pro 
sided per unit production in order to allow 
accurate asstssmenr of the effects of recom 
mendations on small and large units 7 I he 
documents >etually promulgating tht 
minimum national standards are shot lent d 
versions of the technical documents with no 
explicit discussion ol policy eo ils or 
conflicts 

The goal or purpose of the pollution eon 
trol laws and standards is difficult to deter 
mine Neither tilt laws noi the doeumcnis 
concerning lilt standards contain ntoit than 
pertunetorv discussion of the goals pro 
lection ol the tnvironmehl being the most 
common formulation I he single exception 
is the technical documents lor MINAS 
which implicitly acknowledge the need to 
balance economic and technical eonsidera 
lions against the goal of pollution control 
In the third section of this paper, 1 will argue 
that the lack ol a clear policy purpose 
hampers government agencies in their die 
tussions with industry about the balance 
betwetn economic and environmental eon 
siderations embodied in particulai stan 
dards In order to understand the context 
within which these discussions occur 
however, it is fust necessary to describe ihe 
industrial licensing procedure I hat is ihe 
subject ot the lollowing section 

II 

Getting n l icenc« 

Under the provisions of the Industries 
(Development and Regulation) Act of 1951, 
a licence is necessary for operating a new 
manufacturing cstablishmcni or significantly 


altering the operation of an existing plant 
In broad outline the process requires that 
an entrepreneur submit an application which 
is revitwed by numerous departments and 
committees at both central and state levels 
After the initial review the government 
issues a letter ol intent (I Ol) The letter 
describes the approved project and also 
stipulates a set ot conditions for tht licence 
The applicant has a year (which may be ex 
tended upon request) to convert the LOI to 
a lull fledged industrial licence (Il) by 
fulfilling these conditions 

I icenee reviews eovci every aspect of in 
dtistrtal development, from site selection to 
market share There aie special additional 
forms for compames*propostng to import 
matei idls, rely on foreign technical oi capital 
assistance export significant parts ol their 
output or locate in tree Hade zones oi dc 
signated backward are is md paiiieularlv 
for enterprises falling mulct the Monopolies 
and Resilience Trade I’i ictiees (MRI I’) Act 
Since indusinal licence review is conducted 
by agencies with diverse ind often conllic 
ling goals, deferences among government 
dcputincnts mevn ibis uise these must be 
settled b> negotiation, discussion oi refer 
nl loone of the relevant ministers In addi 
non requirements lor documents may be 
iterative agency A requires the application 
lo include a letlci fromagenev H bur igetiey 
B cannot issue its letter without ipptnv il 
Irom tgenev A The scope loi dc lav both in 
advertanl ind deliberate is therefore cnoi 
inous it may cost the proposers ol a maior 
project 2 to 5 per cent of the tot il eapit il 
investment iusi to obtain the licence ' 

Ibis licensing svslem provides in obvious 
mechanism lor ens iring rh il einiioiimc.nl il 
concents tie met cnvironmcnld review is 
simple added lo the many oilier criicri i lor 
piojcct appiov il Who she'll Id conduct [he 
tnvironmnlal icview md whtn it should 
occur are obviously questions ol considei I 
ble prune il impoilance, and indeed pro 
etdurts hase changed as each in luin was 
subverted or subordin tilted to the needs ol 
industrial development 

The first requirement to be imposed w is 
the ‘consent order’ or pci mil Issued by ihe 
pollution contiol board (PC B) ol the state 
in which the factory would be loc iled the 
consent order was the last hurdle in the been 
sing process The consent order lists the 
levels ol effluent tllowcd lo iht I leloiy is 
we'll as any other (environment related) eon 
ditions oT operation, and stays in el ltd lor 
a limited penod of time, usually two ytars 
ft is illegal for a factory to operate without 
a consent order 

Since environmental protection was a new 
goal ot industrial licensing, it was noi sur 
prising to find its legally binding mamfesia 
non (he consent order, tacked onto the end 
of the Iicensing^irocess Because it came so 
late in the process, however most if not all 
critical decisions had already been made 
before the state board even knew the pro 
ject was being considered, consent orders in 
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effect ratified thc&e choices but imposed 
after-the-fact conditions for operation that, 
if met, would enable the desired effluent 
levels to be reached For example, a consent 
order might give a factory permission to 
operation on condition that smokestack 
height be increased or one pollution control 
process be converted to another 9 

Aware that belated attention to environ 
mental protection seriously mitigated it' 
effect, the COI quickly added another form 
of environmental review earlier in the been 
sing process Among the standard conditions 
of the LOl is now one requiring that “ade 
quale steps shall be taken to prevent air, 
water, and soil pollution Further, such anti 
pollution measures to be installed should 
conform to the effluent and emission stan 
dards prescribed the state government >n 
which the factory or the industrial under 
taking is located" 10 To meet the pollution 
control condition, applicants must file a 
copy of a letter from the state PCB approv¬ 
ing their proposed pollution control plans 
This brings the PCB into the licensing pro 
cess when plans are still somewhat flexible 

Recognising, however, that installing 
equipment is not by itself a sufficient 
guarantee of environmental protection in 
1984 the GOl designated 20 categories of 
‘polluting industries’ for which the choice 
of location is also to be an important eon 
trol mechanism 11 For these 20 industries, 
which cover a broad range of chemical and 
metal manufacture's the LOl can be con 
verted into a licence only after the state direc¬ 
tor of industries confirms that the site has 
been approved “from an environmental 
angle by the relevant state authority and the 
state PCB certifies that the proposed pollu 
lion control mtchamsms are indeed ap 
propriate and adequate in addition to 
meeting the standard requirement IJ Thus 
applicants from these industries hoping to 
eonvut an LOl to a licence must file addi 
tional documents relating to site selection 
and implementation of the pollution con 
trol measures 

Moving environmental review to an earlier 
point in the industrial licensing process is 
only effective if reviewing staff are firm in 
implementing the criteria In fact, the 
secretariat for industrial licences and its eight 
assisting review committees are often so busy 
ensuring that an application meets the com¬ 
plex financial and economic conditions of 
the LOl that the licence itself is issued with 
the pollution control conditions still un 
fulfilled, it is therefore simply restated on 
the licence as a condition of future opera¬ 
tion Eaily in 1985 a new procedure, the ‘no 
objection certificate’ (NOC), was instituted 
The state pollution control board must issue 
a NOC, which specifies the particular pollu¬ 
tion control methods to be used in the fac¬ 
tory, before the LOl can be issued The NOC 
describes the size or type of pollution con¬ 
trol facility to be installed or, even more 
effective, particular manufacturing process 
to be used Since agency staff must become 


sufficiently knowledgeable about tne details 
of pollution control in the particular in¬ 
dustry to impose reasonable conditions in 
the NOC, it takes four to eight months to 
issue a fully-researched certificate Because 
resources are limited, however, and because 
the licensing process is extremely lengthy 
without the NOC, state pollution control 
boards are under considerable pressure to 
issue NOCs quite quickly For this reason, 
some critics believe that the NOC review is 
“ritualised" and perfunctory, rather than a 
serious point of environmental review 11 
A still earlier point of review is required 
for new projects in four categories hydro 
electric power and irrigation, thermal power, 
industrial, and mining Environmental lm 
pact assessment, or EIA, was introduced in 
1984 to achieve more comprehensive over¬ 
sight of major projects The EIA is the 
responsibility of the department of the en¬ 
vironment, but is actually conducted by a 
team (different for each category of affected 
projects) that includes not only department 
staff but also members of the CPCB and 
relevant outside experts The industrial pro 
jects subject to the EIA include those which 
come under the purview of the public invest 
ment board or the industrial licensing 
system State environmental departments are 
also expected to impose an EIA requirement 
on industries that need state approval, in 
Apnl, 1986 the government of Maharashtra 
identified 31 categories of industry that 
would require a state level EIA, including 
metals electroplating, paper, agricultural 
product processing, leather, chemicals, and 
plastics—in fact most industries 14 To sup 
plement the stick of the licensing process, 
the centre and many ol the state govern 
ments have provided economic incentives to 
industry to comply with environmental regu¬ 
lations In Gujarat, for example, small 
business can be reimbursed for professional 
consultations about pollution control, for 
the control svstem, and for technical 
employees to service the control system 15 
Central incentives include income tax deduc 
tions, increases in the depreciation allowance 
and investment allowance exemptions from 
capital gains taxes, and rebates on water 
cess 16 Industry argues with considerable 
justification that these incentives are too 
small to make a difference, especially when 
the cost of retrofitting a plant may run to 
hundreds of thousands of dollars 

The best protection of the environment is 
not to generate pollutants m the first place, 
non-polluting manufacturing processes can 
not be added on to existing units but must 
be planned from the outset Similarly, the 
most effective pollution control mechanisms 
are integral parts of the factory and not 
afterthoughts Therefore, policymakers have 
indicated their commitment to the environ 
ment by placing each new point of environ 
mental review earlier in the licensing process 
In practice, however, it is possible to com 
plete the review requirements at each pom 
by stating a set of conditions that must be 


met by the time the next review is conducted 
These conditions may be passed along inde¬ 
finitely, even from operating year to opera¬ 
ting year as the consent order is continually 
renewed 

One commentator on industrial licensing 
has suggested that the existence of multiple 
criteria gives bureaucrats the opportunity to 
emphasise those that suit them, fads have 
changed from self-reliance and indigenous 
technology in the 1960s to export promotion, 
backward areas, and the import of sophisti¬ 
cated technology in the late 1970s These 
buzzwords give applicants a hook on which 
to hang the justifications for their projects 
and bureaucrats a criterion upon which to 
base their reviews 17 Environmental protec¬ 
tion and pollution control have been added 
to the list of possible review criteria Since 
the review process is dominated by industrial 
bureaucracies, and since there is no policy 
about balancing environmental concerns 
against other goals or even about the degree 
of pollution control to be achieved, however, 
environmental review is often placed low in 
the list of priorities Implementation efforts 
later in the process, which are discussed m 
the next section, cannot entirely make up for 
this gap 

III 

Government-Industry Negotiations 
about Standards 

The complexity and economic sensitivity 
of the licensing process has made it an ob¬ 
vious target for attempts to resolve problems 
informally Negotiations among agencies 
and between agencies and applicants are vir 
tual necessities if a licence is to be issued 
As environmental considerations have been 
embedded more deeply in the licensing 
proces, they have also become subject of 
negotiation 

Although there are many environmental 
issues about which industry-government 
negotiations (both formal and informal) 
may be conducted diluent standards are 
among the most visible It is not surprising 
that these standards have become important 
points of contention since they have a con 
creteness notably absent from other aspects 
of the licensing hurdles Indications or 
promises that a company will not obtain a 
monopoly share of a market remain mere 
hopes but eftlucni standaids are stated as 
numbers compliance with which can be 
clearly determined "* I his section examines 
industry government interactions in the set¬ 
ting of three kinds of standards and in their^ 
enforcement 

ISI 

Most effluent standards in India are 
derived directly from the standards of the 
Indian Standards Institute (ISI) a private 
standard setting body analogous to the 
American National Standards Institute In 
both organisations, committees composed 
of independent scientists and engineers as 
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well as industry representatives develop 
specific standards Once approved by the en¬ 
tire committee, a process which may take 
years, the standard is promulgated by the 
parent body The standards are voluntary 
but are widely followed 

The ISI has issued a variety of pollution 
related standards, including permissible con¬ 
centrations of several pollutants in air and 
water and quality of personal pollution con¬ 
trol equipment such as gas masks ISI is 
presently developing a series of standards for 
hazardous materials regulation When en¬ 
vironmental concern burgeoned, ISI wanted 
to issue many standards quickly, so it bor¬ 
rowed many of the effluent standards from 
other countries and international bodies 
These standards are gradually being refined 
in light of the Indian experience. 

The format for developing voluntary stan¬ 
dards deliberately involves industry represen 
tatives, many of whom are the only people 
with the technical expertise necessary to 
assess the impacts of proposed standards 
Meetings of committees are not open to the 
public, but interviews with members indicate 
that economic feasibility supplements tech 
meal feasibility as an important criterion for 
an acceptable standard If the result of ISI’s 
deliberations were only voluntary industry 
standards, more detailed observation of its 
procedures would not be necessary fhe cen 
tral board and most state boards, however, 
have adopted ISI effluent standards as the 
basis for their environmental reviews If ISI 
standards are to continue de fauo as legal 
national standards, representation should 
probably be broadened by creation ot a ‘con¬ 
sumer council’ similar to the one that reviews 
all standards tor ANSI and inclusion of 
small business and labour on standards 
committees 14 

Minimum Nationai Standards MINAS 

The MINAS are formal government stan 
dards, binding on state PCBs As such, they 
are clearly of considerable interest to the 
affected industries Industry has interacted 
with government concerning MINAS in at 
least three ways as members of the technical 
teams that obtain the data upon which the 
MINAS are based, as providers of that data, 
and in post promulgation conferences in 
tended to achieve relaxation of the standards 

In order to assess the validity of data 
provided by industry and to achieve some 
balance between economic viability and 
environmental protection, members of the 
technical team must have considerable 
industry specific knowledge Members 
therefore, tend to have a direct association 
with industry, either present or past The 
technical report on standards for the fer 
tiliser industry, for example, was written by 
a consultant who had formerly managed a 
fertiliser factory The director of research for 
the Fertiliser Association of India, an in 
dustry association composed of more than 
50 manufacturers, including both publicly 
and privately owned companies, is a member 


of a Ifesk Force Committee on Fertilisers, 
which visits existing plants to oversee com¬ 
pliance and recommended possible changes 
in standards 

The technical reports are based on mfor 
mation provided by the industry Manufac¬ 
turers face a risk, however if they provide 
accurate information, it might prove that 
pollution control is too expensive or techno 
logically infeasible, but it might also show 
that they are making inadequate efforts The 
available technical documents suggest that 
information provided is incomplete or dis 
ingenuous, in some cases, information is 
simply not forthcoming Thus the technical 
consultant for the MINAS for the fertiliser 
standards noted to a group of industry 
representatives that he finally had to for 
mulate the standards on the basis of the 
literature because they simply would not res 
pond to his requests for information about 
effluents after different kinds of treatment 
procedures have been used 20 
These indirect methods for affecting stan 
dards arc less amenable to documentation 
than the more direct methods employed both 
during the formulation of ihc standards and 
after their promulgation Each industry has 
had meetings with the central PCB to put 
its east concerning standards that are 
economically feasible A representative of 
the lerniisei industry tor example, succee 
ded—alter more than fittecn meetings with 
the board st iff -in getting a proposed stan 
dard ot IU0 ppm ammonia in effluent raised 
to ISO ppm by suggesting that industry 
would rcallv like a standard of 200 ppm 21 
Even after the standards are piomulgated, 
industry continues to trv to obtain changes 
Both central and state PC B stall argue that 
these changes can be approved only if strong 
supporting data is provided This data, 
however, is difficult to obtain may reveal 
trade seertts and, as indicated is open to 
interpretation that may justify strengthening 
lather than relaxing standards Thus, al 
though industry has frequently argued that 
the poor quality of the government’s con 
sultants has resulted in inappropriate reeom 
mcndations for standards, u has generally 
been reluctant to provide strong technical 
justification for its requests 22 

More important thus far than post hoc re 
quests for changes in standards has been the 
continual bargaining for more time in which 
to comply The MINAS for water for the fer 
tiliser industry was to be implemented in a 
year, industry requested and received three 
years A sharp reduction (increase in 
stringency) in the fluorine standard elicited 
a request for a three-year phase-in period, 
some states accepted a one-year period A 
related area for negotiation has been the 
creation of classes of ’new’ and ‘old’ plants, 
where old plants have longer times to com 
ply with the standards or are de facto 
exempt 2 ' 

These few examples are illustrations of a 
growing trend The MINAS are relatively 
new, and not all industry associations have 


the staff or the interest to work with the cen¬ 
tral PCB As MINAS are extended tq other 
industries and as they come to be more 
closely enforced by state PCBs, however, it 
is dear that there will be more and more re¬ 
quests for variances in individual cases or 
alterations in the standards themselves 

The examples are all striking for the ap¬ 
parent arbitrariness of the changes sought 
by industry A proposal to change 100 ppm 
to 200 ppm so that there would be an even¬ 
tual compromise at ISO ppm may be a good 
application of game theory or bargaining 
psychology, but appears to be a poor way 
of making public policy Such bargaining 
may simply be an instinctive reaction to 
regulation, a response learned from years of 
experience with other aspects of industrial 
licensing One synthetic fabric manufacturer, 
for example, sought central assistance when 
the MINAS for zinc effluent in water was 
set at I ppm m comparison to the 1S1 stan¬ 
dard of S ppm Central PCB staff reportedly 
agreed to discuss the problem—but also 
pointed out that the applicant haa not 
yet complied with the less stringent ISI 
standard 24 

In short, the absence of clear policy goals 
or of any guidance to appropriate tradeoffs 
between environment and development 
creates a situation which virtually begs 
regulated industry to try for variances No 
particular number has any more legitimacy 
than any other number, since the effluent 
levels are not tied to broader purposes such 
as protection of human health or prevention 
of degradation of the environment Based 
as they are on technical documents, the 
MINAS are somewhat less vulnerable in this 
respect than other standards, nevertheless, 
lack of data and lack of policy direction 
ensure continued dickering about the 
MINAS as well 

CONXt-N t ORDERS 

Negotiations over MINAS take place at the 
national level with industry associations tak¬ 
ing an active role Only a relatively unified 
industry with a technically sophisticated 
staff m New Delhi can participate in this ac¬ 
tivity Every factory, however, understands 
the potential effects of pollution control 
upon its own operations, and requests to the 
state PCB for relaxation of the standards 
specified in the consent order arc mnumera 
ble In addition to the petitions by specific 
factories, some industry associations work 
with the state PCB on its general standards 
Slate standards are set by the state PCB. 
Very few states, however, have chosen to set 
different standards from those formulated 
by the ISI or central PCB Some uncertainty 
is caused by the fact that the state boards 
have not yet gazetted, or formally published, 
their standards Although they act as if they 
have the effect of law, this is in fact not the 
case There is thus no limit on industry’s 
freedom to seek variances 
In attempting to issue consent orders, state 
PCBs are hampered by the large number of 
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factories relative to the sizes of their staffs 
The staff of the Punjab PCB for example, 
consists of 108 people, of tfhich 27 are en¬ 
vironmental engineers, 3 are chemists, and 
3 aic lawyers, who must issue consent orders 
to 2,000 large and medium and untold small 
factories as well as enforcing the consent 
orders, issuing no objection certificates and 
assisting in the conduct of environmental 
impact assessmentsIn the last eight 
years, the Maharashtra PCB has granted 
nearly 12,000 consent orders for water et 
fluent and 2,000 for air effluent with an 
annual budget of under Rs 2 6 crorc’* 
Board staff are also hampered bv lack of 
good data on existing effluent levels and 
overall quality of air and water 

It is no surprise that boards have sought 
to establish heuristics that will shorten the 
time needed to issue a consent order The 
procedures of the Gujarat PC B are tvpieal 

1 Requests for consent orders are first ex 
amtned at one of tour regional offices by 
the technical staff The constnt older form 
is read over for completeness and sections 
on raw materials and products arc examined 
to see whether stated inputs and outputs are 
physically related I he list of effluents is 
examined to see if it contains any toxic 
materials The staff’s primar> method is to 
compare the data vlith information obtained 
from similar plants 

2 If the industry is subject to MINAS 
these standards are applied 

3 The quantity ol effluent is determined 
If it is small (less than 5 000 litres per day) 
then the consent order request is hkelv to be 
approved If the quantity is large (more than 
1,00 000 litres per day) then special alien 
tion is paid 

4 The disposal method is considered 
Calculations are performed to d. tumine 
whether proposed disposal metln ds would 
meet the preset ibed standard I or extensions 
of constnt orders samples are obtained to 


determine tne extent of compliance This is 
the area where most changes are suggested 

For new industrial areas, the review is 
much more detailed An effort is made to 
project which industries will be coming and 
give consent orders to individual factories 
based on that total rather than on the 
amount of pollutants discharged bv the ap 
pheant Staff do some formal modelling of 
river basins and air currents for large 
industrial areas Areas designated far tfv 
chemical industry are given extrcmclv close 
attention 

Lach consent older issued specifics ef 
fluent levels tor the pirticular factory These 
levels may not be less sinngent than existing 
>tate standards, but may be more stringent 
For example Gujarrts standard for ses 
pended particulate matter in air (tom a tex 
tile milt is 500 ppm but one factory found 
its consent ordci spccifvmg 2SO ppm In fact 
the lower limit was imposed by the stare 
pollution control board on all similar fac 
tones located in densely populated areas as 
part of a largei effort to reduce overall 
pollution ill the area 2 

As the consent order is rcvic’vvcd rn tnagt 
rnent has an opportunity to meet with board 
stall to review data md conditions of the 
consent order Perhaps the most common 
complaint ol industrv is that the proposed 
conditions arc economically mfe isible 
owners thcreleuc olicn ask slate bond, to 
suggest appropriate equipment tell where n 
can be purchased assess the relative merits 
ol different conriol methods, and rccom 
mend consultants 

Most boards believe lhat they should riot 
scivc as technical consultants lor ptuiic m 
dustries although they do provide references 
to ipproved consultants and supplius 
Iherctorc, another common complaint to 
boards is that mdustiy needs more tun* to 
determine which pesllutioti < ontiol method 
to adopt or to install it I htis de I iv is is it 
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the central level, probably the most common 
board response to industry pressure Con¬ 
sent orders are issued that contain conditions 
that must be met before the order can be 
renewed, such conditions, including instaila 
tion of specific equipment or completion of 
a feasibility study may appear in several 
consecutive orders, allowing years of delay 
A general source of concern has been the 
relative stringency of the standards imposed 
by the PCBs i -smpared to municipalities 
lactones located in cities have tor many 
years had to have permits to discharge their 
wastes into the municipal sewers, »hese per¬ 
mits specify effluent limits for a number of 
pollutants In most instances however, 
municipal corporation limits arc higher than 
the standards imposed bv state boards, and 
industrv is restnttul of having to achieve the 
more stringent goal Tht Gbit presents some 
tvpreal elflutni levels under some ISI and 
Ahmcdabad inuniciprl standards Often 
after negotiation the conflict is resolved bv 
requiring industrv to meet the municipal 
si mduds at Ihc input to municipal sewer so 
long as the discharge from lire municipal 
rewcis meets tire st itc limits Since the either 
municipal sewage is diluting the factory s ct 
fluent it may leech the specified conccntra 
lion oniheolhei Innd 1 1 the sewrgc already 
has high conccniianons municipalities mav 
h ivc in strengthen ihcir own requirements 
so lh it individual lactones will ultimately 
be required to mtti Male standards 

lust as i! the central level state boatds 
prefer to gram extensions of time rather than 
clnnges in the standards Applicants who re 
quest stand »rd changes are frequently told 
to lustilv them on a technical brsis In one 
*ic toi example mdustiy rtpiescni Hives 
requested an increase in the elfluent limits 
for sodium and chloride in water Board 
olliccrs agreed to allow this increase if 
tgiictiltui tl screnlists would lgrec that these 
mere iscs would not hurl the agucultnial 
I md onto which the w rici wemld be dis 
eh need Similarly j proposal to loosen 
limits on oil and grea c would be entertained 
il industry eould find reputable countries 
with eottiparablt standards 1)1 later, 
evidence biought bv industry that the stan 
daitl exceeded existing btckgiound levels 
resulted in an agreement by the board to 
relax the standards on a ease bv-case 
basis 

W hy should state boards accede to these 
requests bv industv’ There are a number ol 
reasons, both economic and bureaucratic 
Perhaps tht mr>st important is the fact lhat 
industry can threaten to close down or eur 
tail production it pollution standards are too 
stringent India’s economy can ill afford the 
loss of fertiliser or many other manufactured 
goods In the case of fertiliser, moreover, any 
decrease in production would require an 
equal increase in imports A related eco¬ 
nomic argument is that strict standards will 
result in lost jobs, a result no politician can 
withstand in India’s labour surplus economy 
Finally many factory owners have argued 
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with varying degrees of lustification that 
there is no technology available 10 mett the 
proposed siandards or that the technology 
is available only m other nations, which Will 
further strain the balance ot payments 
Ihesc political arguments can be clftuivc 
■n a technical bureaucracy because ststc 
boards are comprised largely of elected ot 
ficials The chairman himself is often an 
elected official, in Maharashtra he is a 
member of the state legislature and in West 
Bengal a cabinet minister hven when the 
chairman is a career bureaucrat, however, he 
is subject to pressurt of a mote subtle kind 
Industry ministers reports dls have lew 
qualms about mentioning dead end postings 
in less than desirable spots to PCB charimen 
or secretaries who ate holding up’ impot 
tan! projects with their unreasonable stan 
daids Industrialists ire an important 
political lorct at the stale level 

Some of the bargaining and negotiation 
over standards must also be aimbuted to the 
rehtise newmssot the pollution control pro 
cess Despite the. I let that the water act has 
been in cltcct lor moic than a decade and 
the nt act lot 5 scars boirds have been 
issuing effluent pcimits foi water onls for 
4 oi 5 \ters consent orders lot air pollu 
non hist onlv been being issued lor 2 or 
eve 11 less As ill elliliaic within which pollev 
is implemented becomes moic ' ivournnlc lo 
Sin MOilinciit il prolei Invn and as si md lids 
aie refined to lit Indian conditions onie ol 
this consunt sees ing tor vamnccs mav 
decline On the other hand business govern 
merit interaction is an inevitable put ol 
rceniiMon mu obsuvei ot the United 
State, reguli’oiv scene has c died it the 
icgul ition gum in which the actois aie 
const intlv tiMrm lo ilkct both the rules and 
their i[)plie Hums in particular cases As 
mine Inch in businessmen ualise the extent 
to which environment tl uvulations alfcct 
them tlieie mav be t period ol still more 
line use mdividiill [de idinj 

Il would be uni lit to chiiactcrisc all 
business goveinnieiil interaction as special 
pie ldmg Industry has dso teted to promote 
eoinphince inel uneletslinding ol die en 
v luninicnnl I iws I he Puniib H itv in i 
Delhi ( hunbei ed ( eiiruneiee (PHD) foi 
example not emlv upresenls its U) member 
assoeiaiions (wuh then own 7 000 sm ill 
scale mdushml inembtis) in discussions with 
relevant PC Bs but dso developed a pro 
giammc to help its members implement (he 
hws I ach Siturdav morning lot thiee hours 
for a veai PHD paid two consult mis—one 
a sped ilisi in air pollution control and one 
in wale*! pollution control- to be ivadable 
ten discussions with m inagers of member 
lactones At the end ol the vear the pro 
gramme was discontinued it had created 
enough successful pollution control projects 
that PHD now ttlcrs small businesses to 
them lor detnonstiations 10 I he Fertiliser 
Association of India and other trade 
associations have established working 
groups to teach members about pollution 
control methods such groups regularly in 


site state and central environment officials 
to talk with ihem about pollution control 
programmes 11 The federation of Indian 
Chambeis of Commerce and Industry is 
publishing a scries ol general guidts to potiu 
non control in dittcrent industries Not only 
do the guides review the kinds of pollution 
most likely to be associated with the in 
dustrv hut I lies include state PC Bemissions 
siandaids and suggestions about equipment 
and instrumentation ,J 

LNK)RCLMt N1 

l ntoreemeiit ot pollution control in India 
is sporadic md uncertain There arc many 
rea ons tint cntorcement of pollution con 
trol polio is difficult Most have been widely 
discussed m ihe analyses of the Bhopal in¬ 
cident " Ihey include ihe following 
luck ot /(sources for enforcement As 
noted PC 13 siills are too small for review 
mg applications tor consent orders and 
NOOs and even more inadequate for the 
field work neeessars for enforcement 
Fquipmtni is also scarce it was not until 
1985 that the Punjab Board acquired equip 
mtnl lor s miplmg water pollution M Finally 
people md equipment ire scarce because 
monev i. limited the entire 1985 86 budget 
ol the C until ISoaid which has direct res 
ponsibilitv toi i-.suing concern orders and en 
le ictiru im m ill union terntoncs and Delhi 
is well as implicit responsibility tor pro 
vidim teehuii tl ass slante lo ill si ite boards, 
was Rs 18 0 million " 

/ „( a ot /xku' lo intimi l Inti 1 rceciitly 
(see nevl iUioo) bonds could like no 
imrnedi ilt 1 iinnil lilts found viol itions 
. at lie r lilts h itl lo lilt ctiminil i isos in 
eellllt (owls i 1 e slow it clinic ills UilSO 
phislitaled uni inconsistent uuo s imisdie 
noils lints , t sen bed III Ihe lets aie 
Iduc’hdhlv snnil md eldt'iii imposed even 
when eise s lie I in tils decided Hoards tie 
not dlo veil lo chop e ises once fill tl so thcic 
is 11(1 I Hat III is < lor viol ilors lo negotiate set 
t le me ims on! ot t ourt In Punj lb ill 1984 85, 
218 eonsenl oidtiswcic issued on condition 
th u ilie I icioi t mst ill a pollution Meatmen! 
['lull bv tin lollowing’ vt ir 7s had dtine 
n I ik il mi lee ll si uus ol samples md 
illspe. Molls Mills ullllt e Ises lie thrown 
out het ms. 'he simples oi inspections thal 
provided the tvicltiicco! non eomplMilet aie 
I llleel III itlliliss ible I ht \u Attimpowtrs 
bo utls lo ,nit i I ictories lor inspection onlv 
al icisoiiible limes inti some slates le 
quile bo lids in i o e 21 hom s nollet ol 111 
spec lion I he sc n quiremenis eltailv inhibit 
heiaids ibililu s lo obtain it curate lnloim i 
lion ibililies ill u lie further reduced bv tile 
uncertain si uus ol many samples brought 
in tviutucc Industry believes that grab 
simples oi one lime samples aie not lair 
evidence ol nem compliance suite il is 
ugutd invonc could be ibove the pumuted 
limit but IK thes prtlu 24 hum aveiagtd 
samples Industry h is also expressed concern 
about tin lahoraioiies that teM the samples 
suggesting that boaids own laboratoncs 
might be biased A consistent sampling and 


testing procedure that will not serve as the 
basis for a court challenge is yet to be 
developed 

Unavailability oj sampling equipment 
Knowledge that enforcement is sporadic 
reduces industry’s incentive to purchase 
sampling equipment, which in turn reduces 
the sue ol the domestic market The result 
is that domestically produced detection 
equipment is expensive and, reportedly, 
unreliable, while imported equipment is 
beyond the means of all but the largest units 
Boards are naturally affected by the same 
market forces, decreasing their abilities to 
obtain samples and increasing the likelihood 
that the quality of the samples they do take 
will be challenged 

At the beginning of a new programme, en 
forccinent can serve as an important means 
of educating affected parties Surprise visits 
to factories can be used to show employees 
how to take samples and illustrate areas of 
potential non compliance Industry has put 
considerable pressure on state boards to 
seive as consultant partners rather than en 
forccment agencies and boards are attemp¬ 
ting to serve both functions to some extent 
f (instillation and education arc time con¬ 
suming however without additional re¬ 
sources neither role can be well filled 

No policy can be successful it it depends 
prtmanly on cnlorcement The legitimacy of 
the government that promulgates the policy 
and the legitimacy ol ihe policy itself are 
equally impoitant factors in ensuring suc¬ 
cess Strong words from top politicians and 
widespread public concern have created a 
climate in which industrialists agree that 
pollution control is necessary a sense of 
what kinds ol coks industry should expect 
to pay is lacking however As soon as a 
regulation impinges on an indusiiv or lac 
torv theielorc, its instinctive reaction is to 
oppose impede or seek a variance As the 
number ol consent oiders issued by slate 
F< Bs grows and mduslry has consistent and 
continued interaction with pollution control 
autlioriiics compliance may become more 
rouiint Unfortunately even the educational 
role ot cnlorcement cannot occur in the vir¬ 
tu il ibstricc ot resources The complex in 
icraeiion ol enforcement wuh technology— 
technology for pollution control and lech 
riologv fot pollution measurement—and the 
equally complex interaction of technology 
with import resMKtions also h unper move 
men! of pollution control police lo the next 
pi ticnu of accept nice Updinng ol hnan 
ci il incentives lor compliance and esta 
Wishing policies io ciicoiingt a native pollu 
lion control technology will issivl ill this 
goal 

SiVvnVRDS V9L) LNIORCI MINI 

1 Iflium standards designed lo protect the 
environment trom industrial pollution are 
made in n least lour different ways by the 
ISI by the central PCB, by the state PCBs 
genet ill' and by the slate PC Bs specifically 
lor a partieulai lactorv in the convent order 
At every point, the standards are subject to 
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negotiation and bargaining However, 
neither the environmental nor the economic 
effects of the changes obtained through 
negotiation can be evaluated systematically 
This is true in part because it is obviously 
impossible to determine just how many such 
exemptions and changes have been granted 
Mcee u n gimtan t, howcwn. a the lack of clear 
policy goals against which to assess the 
relaxations of standards Thus we cannot say 
whether a change in emission standards 
from 30 to 300 ppm is acceptable, because 
we do not know whether the air standards 
are an effort to keep air breathable, ensure 
that air is pure enough not to harm machi 
nery or prevent further degradation The 
boards frequently request applicants to 
justify their petitions with data or on a 
technical basis, but, again without any sense 
of how much economic hardship is too 
much, the “technical” information can be 
interpreted m many different ways Both lm 
plementation and enforcement are slowed by 
the boards’ lack of resources and by their 
inability to impose penalties outside a slow 
and often unsupportive court system 

In emphasising the policy vacuum within 
which environmental standards are imple 
mented, I have downplayed the considerable 
success of the programme Thousands of 
consent orders have been issued, two thirds 
of large scale factories are reported to have 
installed pollution control equipment and 
nearly half of medium scale units 11 In 
dustnalists seem to be unwilling to state 
publicly any opposition to the idea of en 
vironmental protection—perhaps convic¬ 
tions will soon follow Boards' requests for 
technical information to justify variance 
petitions at least generate base line data for 
later use A growing number of universities 
offer undergraduate and post graduate train 
ing in environmental engineering, and there 
are an ever-increasing number of private 
companies that provide consulting services 
for pollution control l he scale of all these 
activities may be vastly increased by the new 
environment act described in the next 
section 

IV 

The New Environment Act 

1 he Environment (Protection) Bill of 1986 
was passed hurriedly on May 8, just before 
the Lok Sabha adjourned, to overcome some 
of these problems with co-ordination im¬ 
plementation, and enforcement (and, some 
say, to ensure that India fulfilled the condi 
tions stated by US judge Keenan in his deci 
Sion concerning the Bhoapl incident) 38 

The act itself is quite short compared with 
the other major environment acts and is if 
anything more sparing in its policy guidance 
It clearly vests power in the central govern 
ment "to take all such measures as are 
necessary or expedient for the purpose of 
protecting or improving the quality of en¬ 
vironment ’ and lists a variety of subjects, 
including quality standards, maximum per 
missible concentrations of pollutants, and 
location of industry, that it may regulate in 


pursuit of this aim The act thus extends 
government control beyond air and water 
pollution to include other possible polluted 
media, extends the effect of the act to ail in¬ 
dustries from the ‘scheduled industries' af¬ 
fected by the air act, and specifically defines 
hazardous substances as a regulatable cate¬ 
gory separate from ordinary pollutants It 
also gives the government power to close a 
factory or to cut off its electricity or water 
if it repeatedly or seriously violates the stan¬ 
dards, a significant improvement on the need 
to tile cases in court Finally, it clarifies that 
management is responsible for violations 
and provides for significant increases in 
penalties for violations 

Although the new act clearly extends 
government power in several ways, it does 
not address certain problems and may ac¬ 
tually have created others For example, in 
stating that the central government may 
establish authorities to perform the broad 
functions listed, the act leaves m doubt the 
status of the standards already promulgated 
by the state boards A rule specifically em 
powering boards and adopting their stan¬ 
dards will be necessary Similarly the new 
act contains an extraordinary clause that 
states that actions punishable under both it 
and any other act will in fact be punished 
under the older act, thereby effectively keep 
ing in place the minimal fines of the air and 
water acts 39 

Since it is primarily an enabling sutute, 
the new Environment Act must be followed 
by considerable r ule-making activity In ad 
dition to clari /mg the role of tilt state 
boards rules must be made that dtfinc 
powers of inspectors to enter a factory what 
constitutes an acceptable sample and when 
a pollution episode is serious enough to 
warrant shutting oft wafer or ckctricity 
Naturally the prospect of effecting these rules 
has already elicited considerable interest 
among both industry and environmentalists 

The issues that will be debated in creating 
the rules constitute a catalog of unresolved 
questions in pollution control in India They 
include the following 

1 Industrial loiation pohtv rheFnviron 
ment Act allows the government to restrict 
areas where industries or any class of them 
may locate Using this power, the govern 
ment can enact formally the stung guidelines 
issued in 1984 for twenty special categories 
of industry and in 1986 for all industry Ac 
cording to the guidelines, areas in which 
polluting industries should not be located 
include major settlements, coastal areas, 
ecologically sensitive areas river flood 
plains, forest land, and prime agricultural 
land, other criteria include siting of factories 
on enough land to allow for treatment of 
wastewater (in ponds) and storage of solid 
wastes and provision of barriers between the 
factory and proposed housing for workers 

The Bhopal tragedy made clear the im¬ 
portance of keeping factories that handle 
hazardous substances away from population 
centres In that case, however, as in many 
others, formerly isolated areas become 


heavily populated as factory employees and 
those who provide services for them built 
dwellings near their work Many factory 
owners complain of the extreme difficulty 
of discouraging development of such un¬ 
authorised shanty towns without actually 
owning and fencing vast tracts of land *° 

The siting guidelines often conflict with 
other important economic and social goals 
Factories must be located so that their in¬ 
puts and products can be easily and cheaply 
transported, coastal and riverine locations 
as well as population centres best meet this 
need Similarly, factories that do try to locate 
away from population centres will almost by 
definition use agricultural land Owners who 
try to locate m designated ‘backward areas’ 
also face so many other special costs that 
they frequently try to avoid any pollution 
control, arguing that theirs is the only pollu 
tion source within miles Finally, as the price 
of land increases, acquisition of adequate 
land for water treatment ponds may become 
increasingly uneconomic 

Some industrialists—especially manufac 
turers of hazardous substances whose fac¬ 
tories are in heavily populated areas—believt 
that they will be asked to move Irom their 
present sites Many states are establishing 
special industrial areas for the chemical and 
petrochemical industries, it factories are 
asked to move, clear guidelines will havelo 
be established for purchase of existing 
capital facilities transfer of workers etc 
Since government requirements to move may 
allow non competitive and outmoded units 
to modernise, the government must avoid 
being forced to pav for useless capital 
facilities 

2 Unijormity of standards is standards 
appropriate for partuular cases The En 
vironment Act allows the government to for 
mulatc standaids that may differ according 
to different circumstances Industrialists 
hoping to comply with effluent standards 
face conflicting goals On the one hand 
uniform standards assist those with units in 
different areas, increase predictability, and 
elicit technological innovations On the other 
hand, uniform standards do not take into 
account important differences among units 
and therefore, impose veiy different 
economic burdens on them 

Perhaps the most frequently mentioned 
category of industries requiring different 
standards is old vs new ‘Retrofitting’, or 
equipping existing units with pollution con¬ 
trol equipment, is both more expensive and 
less effective than designing factories to 
achieve particular effluent standards Thus 
far, boards have tended to respond to this 
concern by giving the old factories more time 
to comply, rather than by relaxing the stan¬ 
dards However, the argument will be made, 
plausibly in somg, cases, that old factories 
will never be able to meet existing standards 
Distilleries, for example, are supposed to 
emit less than 100 ppm of BOD, their un¬ 
controlled emissions average around 5,000 
Owners argue that a ten-fold reduction of 
pollutants, which is feasible for many ex- 
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hung units, would be extremely beneficial 
to the environment, while achievement of the 
present standard is impossible Faced with 
the alternative that these units will uther 
pollute or close, few governments will care 
to exacerbate unemployment 
A related argument is made in the cast ot 
small scale industries, for which pollution 
control is often said to be too expensive De 
facto, most states have not tnforced pollu 
tion standards on the myriad small units, 
concentrating instead on the more visible, 
more accessible, and generally more regula 
table large and middle scale units The 
Gujarat board’s decision heuristics mentioned 
above explicit!) exempt faciones with 
relatively small amounts of effluent the 
same state provides incentives lor compliance 
exclusively to industries with a small capital 
investment Whether or not the rules under 
the new act distinguish small scale units, 
however, there is little likelihood that boards’ 
resources will allow them to enforce the laws 
in that sector for some time to come 
Industry has also frequently made the case 
that factories in isolated areas or situated on 
clean bodies ot water should not have to 
meet standards as stringent as those in 
crowded or alrcads polluted areas The 
government s police of encouraging industry 
to locate in economicalls backwaid areas 
suggests that it might be somewhat sym 
pathetic to this aigumtm Opponents ask 
whether standards will change as areas 
become more developed and whether it is 
not worth preserving ihc purity of these 
areas from the outset Existing policy does 
distinguish lout uses ot bodies of waier thai 
require diftcient levels ot cleanliness ring 
ing from ponble to suitable lor industrial 
use The an act as indicated, is to be lin 
posed only in areas designated as problem 
areas thus in elleet cndoismg industry s 
argument Those who formulaic the rules 
will have to detemnne whelhtr imposing lull 
ctfluenl standards will diseoui lge mduslrv 
from lexcatmg in backward ireas and how 
much degiadation o' the tnvitonmtnt is 
acceptable in return for stimulating 
employment 

3 Exemption', Jot i//ort pros ess vs per 
formame standards Noi only do existing 
factories have dillicultv meeting standards 
by retrofitting but manv industries argue 
that the standards mans ot which were 
derived from other eountiics or international 
bodies, are technically impossible to meet 
even for new factories in India In addition 
to the obvious request to relax the standards, 
industry proposes two other solutions to this 
problem Tint, give ‘credit’ for good faith at 
tempts to achieve the standards and second, 
promulgate process standards 

The two proposals are quite similar Pro 
cess standards describe a procedure or equip 
ment that a factory must install, if it is 
installed, the unit is judged to be in com 
pliance without regard to the actual level 
Boards are understandably reluctant to adopt 
this p.acticc, since equipment may break 
down and, more important, theoretical per 


formance is seldom achieved m fact In 
dusirtalists complain, however, that their 
technical consultants prescribe methods for 
achieving the performance or output stan¬ 
dards set by the boards but that those 
methods do not achieve the desired levels 
“With all that investment ’, they argue, "I 
shouldn t be liable for non compliance with 
the standard After all, I tried” Partial solu 
lions may lie in developing professional stan 
dards for pollution control consultants and 
in obtaining more experience with exisnng 
methods under Indian conditions, but 
pressure wilt continue lor rules that give ‘E’ 
(exemption) lor effort 

4 The proper rule of the boards—enforcer 
vs teihnnal aduser The enactment of the 
new law may provide an occasion for recoil 
sidering the tole of the state boards Boards 
were designated by the water and air acts as 
enfoieemcnt agencies, granting no objection 
certificates and consent orders, inspecting 
faetorits to ensure continued compliance, 
and filing suits Industry has sought, 
howivu to use the boards as technical ad 
usors Often ihe hope was that board staff 
would suggest some equipment—in effect 
providing a performance standard Other re 
quests are tor names of consultants infor 
mation about success in other factories, 
names ot equipment manufacturers, or in 
struct ions for operation ol equipment Since 
there is little hope of improving the boards’ 
present modest record as entoiceis unless 
significant additional money is made availa 
ble ii may be tempting to redefine their role 
to be technic rl advisers to industry Boards 
generally resist this icdefinition not only 
weiuld n me in tint there would be no en 
fotee merit agcricv but there is a general sense 
that the government would be taking over 
a toic induvtrv should play tor itself As the 
chairman ol the central board said to a 
meeting ol industrialists, “You have been 
verv successful it looking worldwide tor in 
nov iting pioduclion technologies Why arc 
pollution control technologies different’’ 41 
Undti the new act there will also be pressure 
lor bouids to assume duties relating to the 
new requirements to control hazardous 
materials it they do their resources and 
roles will be further stretched 

ordination among agencies Lack ot 
eti oiditntion is perhaps the most widely 
mentioned problem outside ol the stringency 
of the standirds themselves Tmbtdded in 
the alradv Bv/ inline piocess for obtaining 
an mdustrul licence environmental protce 
tion is often perceived as Ihe last straw The 
incident at Bhopal illustrated how many 
issues fall between the cracks of the industry 
environment md other departments active 
at cential state, and local levels Mans 
observers interpret the powers granted to tile 
centre in the Lnvuonment Act as the prelude 
to designating one to ordinating agency lor 
pollution contiol 1 he advantages ol a singlt 
overall agency would be clear if it could 
reduce delay and increase consistency 
whether any new body, especially one 
dedicated to the environment, can wrest the 


necessary power from existing departments 
and exercise it efficiently is an open ques 
tion Even within [he central department of 
the environment, there are potential battles 
for control Technical expertise lies with the 
CPCB but other parts of the department are 
more experienced in broader environmental 
policy concerns including forests environ 
mental impact assessments, and the m 
tegrated Ganga clean up project 
These issues were submerged by, but im 
plicit in, the old pattern of government 
industry negotiation and bargaining over 
pollution standards and their application 
Discussions about implementing the new 
Envitonment Act have made them explicit 
While the act itself provides no new policy 
guidance, and could be argued to have 
undermined the little policy guidance pro¬ 
vided by the old acts, u has engendered open 
debate on a series of issues whose resolu 
tion will provide a clear understanding of 
the nature and purpose of pollution control 
policy in India 1 he process bv which these 
will be resolved is one of the most impor 
tant questions ot all 

Courts and Pubik in I nvikonmentai 
RKsUI aiion 

One way in which many important issues 
ol cnvuonmcntal policy may be resolved is 
through more negotiation ol the type des¬ 
cribed above This process favours organised 
groups with funds tor technical consultants 
Another way in which these issues may be 
resolved is through the courts 
Although the Environment Act of 1986 
appears to reduce thv dependence of state 
boards on the courts lor enforcement by 
allowing them to close down olfcndtng units 
it also contains an important provision 
regarding filing ol eases Vi hereas the earlier 
acts reseivc the ability to file eases against 
non complying lactones to government cn- 
tilus the new act allows citizens (o tile such 
suns as well I irsi, however the citizen must 
notify the state board ot the problem and 
give it 60 davs to tile Us own suit or notify 
the citizen that it will not tile a sun 
This clause appeals lo be borrowed in part 
from the US C Ivan Air Act which provides 
that the individual must notify tht govern 
ment and give it 60 divs in which to com 
menct or “diligently prosecute’ an action 
in court, after which he mav procted The 
Indian act may conversely allow anv kind 
of action by the government to inhibit a 
citizen’s sun, furthermore, it does not pro¬ 
vide tor access to the kinds ot data necessary 
to prosecute a sun successfully 
If the act does open the door for more 
citizen suits some ot the problems of im 
plcmcntation and enforcement outlined 
above mav be reduced One of the primary 
problems has been boards inability to 
monitor the thousands ol polluting factories 
C ui7ens, however who live neai them are in 
in excellent position to monitor In the 
Unucd states, related problems with im 
plemuitation and enforcement ol the Clean 
\kater Act gave rise to more than 200 suc- 
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cessful citizens suns 4: Similar actions have 
begun in India SOCl CAN, a group com 
prised primarily of trained scientists 
regularly takes samples of Bombay air and 
watei, tests them for pollutants, md 
publicise the results its data have formed 
the basis for a number ot citizen actions and 
the publicity the group has engendered spur 
red some local industrialists to build a joint 
treatment facility rather than inefficient and 
expensive separate ones 41 The Bombay Fn 
vironment Group, composed pnmarily ol 
non scientists, has attempted to stop or alter 
projects after being informed of potential 
environmental problems b\ local residents 44 

One impediment to citizens’ suits has been 
the basis upon which such suns might be 
biought Prevented until the passage of the 
1986 act from filing suit directly under the 
air or water acts citizens successful^ 
brought suit m the Supreme Court under 
Section 131 of the Cr.minal Procedure Code, 
which prohibits nuisances In the Ratlam 
Municipality Case, 4 ' residents ot a com 
munity complained that their municipal 
government was not fulfilling its statutory 
duty to remove various nuisances, including 
effluents from an alcohol factory that weic 
flowing into the street Hit court has also 
accepted petitions bised on Article 21 of the 
Constitution which grants right to life and 
personal liberty arguing that the right to live 
in a pollution free environment is pail of the 
right to lilt 

The dclavs common in the lower courts 
treatment ol cnvuonmentil pollution cases 
and tht iclative success in the Supreme 
Court hive convinced mans environinen 
talists that cnfoicemcnt would bt enh inccd 
bv cst iblishing sep mu. environmental 
courts at the st itt level Judges would have 
special ironing oi interest in environinen 
tal matters and the courts would have special 
proccduics for settling e ises in a timclv m in 
ner Although sceptics aiguc that there will 
not be enough casts filed even under the 
new act to kttp such courts occupied and 
that certain procedural requirements of tht 
law will always lend themselves to deliberate 
dclav by defendants it is widely btlicvcd that 
some sort ol citizens oi environmental court 
will constitute an important provision ot an 
act concerning voluntary organisations 
(NGOs) mans ot which altcadv receive 
funding from government that will be in 
troduccd in the tall session of parliament 

Ltfoils bv NGOs to intervene in environ 
mental matters arc ilso assisted bv the 
EN\ IS project ol the central government 
Established in December 1982 the purpose 
of the project is to provide information to 
decision makers and the public about en 
vironmental m liters Ten separate regional 
centres focus on particular aspects ol the en¬ 
vironment including toxic chemicals, bio 
degradation of wastes and coastal ecology 
The Environmental Services Group, set up 
as a consultancy and action wind ot the 
World Wildlife Fund India, also serves as an 
ENV1S centre for voluntary action groups 


It carries out sponsored projects on behalf 
of governments and non-pi'ofit groups in 
India and pros ides information to any group 
that requests it In March 1982, ESG con¬ 
vened an all-India meeting of NGOs in¬ 
terested in the environment at which it was 
decided to eo ordinate efforts After less 
than a year this effort was abandoned Not 
only were there too many groups with 
divergent interests and emphases but, more 
important, the groups eould not afford to 
spend their scarce resources on co ordi 
nation perferring instead to concentrate 
them on action 47 The growing number and 
sophistication ol thtse groups may lead in 
time to another effort at co-ordination 
Although the new environment aet will 
stimulate widespread discussion on a variety 
of important issues its potential tor aiding 
citizen suits mav be its most important 
effect If environmental courts arc indeed 
established this effect will be even stronger 
Fven in their absence, however, the act ap¬ 
pears to have svmbohc importance in giving 
existing citizens groups a chance to make 
a real difference in their own environments 


(aimlusions 

Foi many years pollution contiol policy 
w is bcluvcd to be incompatible with rapid 
economic development When pollution 
control was finally accepted as a necessary 
component t f economic development a 
complex industrial licensing procedure w is 
tlready in place into which cnvnonmental 
uview had to fit Since the earhtr cn 
vironmental acts ind the rules promulgited 
to implement them gave policvmakeis no 
guidance in achieving an appropriate 
bihnce between the two goals it was easier 
lor industrial licensing officials simplv to 
proceed as before As a result pollution 
control conditions imposed on licences aie 
often perpetuated vear alter year without 
compliance 

Moreover at both the central and state 
level, industry tries to dicker with pollution 
control boards to win concessions on et 
fluent standards if the luthoutics will not 
vicld on the standards applicants try to win 
more time for compliance Without policy 
guidance on the pioper balance between in 
dustnal growth and cnvnonmental protec 
non however these negotiations take place 
in a vacuum, the results cannot be assessed 
for their effectiveness beeause theie is no 
yardstick against which to measure them 
Finally, enfoicement ol whatever standards 
are decided upon is inhibited by a sevue lack 
of resources 

Nevertheless the mood in Indian environ 
mental circles is almost upbeat Widespread 
public concern about the environment has 
nearly laid to rest official worries that the 
government would be criticised if it ‘sacri 
fieed’ development to pollution control In 
dustrialists and citizens alike proclaim the 
need for mitigating factory effluent, and 


politicians join the chorus The consent 
order, issued at the very end of the complex 
and uncertain industrial licensing process, 
no longer serves as the only means for im¬ 
plementing environmental policy, instead, 
several different procedures have been in¬ 
stalled ever earlier in the licensing drill in 
order to ensure that pollution control is con¬ 
sidered as'an integral part of a project TVo- 
thirds of large factories have installed pollu 
non control devices, and the number in¬ 
creases daily The Environment Act ot 1986 
has raised the possibility that burgeoning 
activist groups will have a real effect through 
the courts on the quality of citizens air and 
water . 

The courts alone cannot fill the policy 
vacuum, however Passage of the new act 
also provides an opportunity for dialogue 
among affected parties on a variety of issues 
central to a sound environmental protection 
policy Among these issues are the proper 
role of the state boards the use of industrial 
siting policy to achieve environmental pro 
tection the extent to which special categoues 
of industry especially old and small fae 
tones, should have less stringent standards, 
and the appropriate uses of performance 
standards Underlying all of these, however 
is the pnmarv problem of how to balance 
industnil growth against industrial polhi 
lion control 

Since posing rhe issue in this wav may 
create tensions too threatening to India’s 
democracy it might be appropriate instead 
to set particular environmental protection 
goals of increasing stringency For example 
lor the next decade India might choose a 
go’ll of preventing further degradation of its 
environment This coal is implicit in some 
ot the present standards and policies For the 
following two or three decades it might 
choose a goal of gradually improving the 
quality in certain badly affected areas Alter 
natively certain areas might bt designated 
as so polluted that they require immediate 
ainclioiation Setting general goals such as 
these will not answer all questions that 
presently arise in the course of setting ef 
fluent standards, then remains considerable 
scope for industry to negotiate with govern¬ 
ment Even these goals provide policy 
makers and industrialists with some gui 
dance and narrow the scope for bargaining 

Both the positive and the negative features 
of the present system will persist pollution 
control policy in India will neither die nor 
clean the environment overnight It is likely 
that some central co ordmating body will be 
created under the new act That body must 
avoid becoming mired in the swamp of the 
industrial licensing process, instead focus 
ing its atienuoiym obtaining more resources 
for state boards and ensuring that irrelevant 
import and monopoly restrictions do not 
hamper growth of the market for pollution 
control equipment and pollution measuring 
devices At the same time, it should work 
with the Indian Standards Institute to tn- 
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sure that elfluent standards are meaningful 
but appropriate for the Indian context It 
it can do these things it will go a long way 
towards limiting the unintended side effects 
cl development 
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ABRIDGED BALANCE SHEET AS AT 31ST DECEMBER, 






(RUPEES IN LACS) | 

31-12-1985 

CAPITAL AND 
LIABILITIES 

31-12-86 

31-12-1985 

PROPERTY AND 
ASSETS 

31-12-86 


32000 

33610 

10683320 

1178658 

91639 

662641 

323033 

175068 

002 

Subscnbed and paid up 
Capital 

Reserve Fund & other 
Reserves 

Deposits and other 
accounts 

Borrowing from other 
Banking companies. Agents 
etc 

Bills Payable 

Bills for collection being 
bills receivable as per 
contra 

Other Liabilities 
Acceptance, Endorsements 
and other obligations as per 
contra 

Balance of Profit 

32000 

408 29 

12870314 

14095 31 

1168 89 

815111 

2861 73 

2783 23 

002 

1211011 

247 58 

Nil 

3483164 

6822503 

662641 

175068 

29086 

36097 

735643 

Cash 

Balances with other Banks 
Money at call and 
short Notice 

Investments 

Advances 

Bills receivable being Bills 
for Collection as per contra 
Constituents Liabilities for 
Acceptances.Endorsements 
and other obligations 
as per contra 

Premises 

Furniture Futures 
and vehicles 

Other Assets 

17514 48 
24904 

Nil 

4152058 
7754970 
8151 11 

2783 23 

365 70 

447 57 

991031 


13179971 

TOTAL 

158491 72 

13179971 

TOTAL 

158491 72 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31ST DECEMBER, 

1985 

EXPENDITURE 

1986 

HBfl 

INCOME 


1 

751767 

3345 51 

1205 86 
4500 

Interest paid on Deposits, 
Borrowings etc 

Salaries, Allowances etc 
Other Expenditure 

Profit 

909670 

409091 

134124 

10162 

1074688 

136674 

042 

Interest and Discount 
Commission, Exchange & 
Brokerage etc 

Other Receipts 

12749 75 
1879 39 

133 


1211404 

TOTAL 

1463047 

1211404 

TOTAL 

1463047 



PERFORMANCE HIGHLIGHTS 

1 All Social lending benchmarks achieved. 2 Profit more than doubled. 
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'ESflKafieTbf ValueMded at Constant Prices 

in Manufacturing Sector 

An Erroneous Methodology 


D P Bhaba 


This paper argues that the present methodology adopted by the Central Statistical Organisation in India for 
converting value added at current prices to that at constant prices for the manufacturing sector incorporates an 
error of a nature requiring immediate attention if the contribution to the national income by this sector is to 
be interpreted correctly 

I 


THE data base of the Indian economy has 
substantially widened during the past two 
decades However, with the increasing quail 
tity of data, the quality has not improved 
The limitations of the data have been 
discussed at the academic as well as non 
academic level Some of the data limitations 
were pointed out by the present author in 
a paper presented in a Conference of the 
Indian Association tor Research m National 
Income and Wealth 1 In a more recent 
paper, M Mukherjec has drawn attention to 
the limitation of NSS data relating to 
household final consumption 2 

The error in the estimation may be intro 
duccd either at the level of data collection 
and compilation or at the processing level 
The error added in the estimates of in 
dustrial production at the data collection 
and compilation level was admitted by the 
government in the Economic Survey lor 
1985 86 1 The present paper is confined to 
the trror introduced at the processing level, 
i e in converting the estimates at current 
prices to that at constant prices 

The present methodology adopted by the 
Central Statistical Organisation (CSO) in 
India for converting value added at current 
prices to that at constant prices for the 
manufacturing sector appears to incorporate 
an error of a nature requiring immediate 
attention if the contribution to the national 
income by this sector is to be interpreted 
correctly However, before a critical exami 
nation, it is appropriate that the CSO 
methodology is outlined briefly 

II 

For the manufacturing sector, the 
methodology for converting value added at 
current prices to that at constant prices is 
given in CSO (1967) and CSO (1980) The 
latter states that “The estimates of net value 
added at 1970 71 prices are obtained by 
deflating the two digit level (NIC 1970) 
industry wise value added estimates at 
current prices with the help of relevant 
wholesale price indices (EA, base 1970-71) 
for all the years where AS1 data are 
available” 4 A similar statement also ap 
pears in CSO (1967) 5 

The above methodology when put in sym¬ 
bolic form reduces to the following 

VA(C) - VA < CU ) (1) 

WPI(M) 


Where VA(C) is, value added 6 at constant 
prices, VA(CU) is value added at current 
prices and WPI(M) is wholesale price index 
for manufacture 

In equation 1 VA(C) depends upon 
VA(CU) and WP1(M) Thus one needs to 
clarify and investigate value added at cur¬ 
rent prices and whoksale price index for 
manufactured goods This may mean a slight 
digression 

III 

The term value added (or VA) in the 
secondary sector (manufacturing) differs 
from the value added in the primary sector 
(i e agriculture mining, fishing, etc) In the 
primary sector when the value of input is 
subtracted from the value of output, the re 
tnainder has a body form For instance, 
when from output of say 100 tonnes of 
wheat, 20 tonnes of wheat as input is sub¬ 
tracted, we are left with 80 tonnes of 
wheat 7 Thus in the primary sector, through 
the production process, goods in body form 
are brought into existence This excess of 
output over input, after other overhead 
expenses are deducted, is value added 
C ompared to this, in manufacturing by a 
production process goods in body form are 
not brought into existence There is only a 
body transformation To be more precise, in 
manufacturing the value is created by chang¬ 
ing the body form For instance (to take a 
very simple case) when in the milling pro¬ 
cess wheat is converted to flour, only the 
shape of the existing wheat is changed into 
flour In this process no wheat is added In 
the process of conversion of wheat to flour, 
if at all, there is a loss m the quantity This 
change in body form after deduction of all 
inputs, except factor inputs, is also termed 
in national accounting as value added 
Thus, a basic difference in the value added 
by the primary sector and that by the 
manufacturing sector is, in the former case, 
when we talk of value added this implies an 
increase in the material output whereas m 
the latter case value is added m the form of 
body transformation and no quantity of 
material is added However, m both the 
sectors, for national accounting purpose; the 
value added is expressed in terms of pay 
ments made to the factors of production, 
l e, wages, rent interest, etc This, as to 
be shown below, leads to errors in the 
estimation 

Before pointing out the error, we also need 


to clarify the meaning of factor prices (FP) 
and input prices (CP) Factor prices are 
payments made to various factors of pro¬ 
duction, i e, wages, rent, interest and profits 
Since we are not deviating from the current 
usage of these terms no further clarification 
is required The factor prices are to be 
distinguished from the input prices Input 
prices are payments made to the other entre¬ 
preneurs for raw materials, fuel, etc 
Finally, the commodity price of manufac¬ 
tured goods comprises of input" prices plus 
factor prices For WPI(M) available from 
EA, another element i e, excise duty also 
need to be added However, in the present 
paper in discussion that tollows the tax 
element is ignored 

IV 

Having explained these terms, we go back 
to equation 1 being used by the CSC 1 r 
converting value added at current prices tc 
i hat at constant prices The value added at 
cui rent prices is obtained by CSO as follows 
VA((_U)- Viluc ol output Value of input (IA) 
In this value ol output comprises ot 
payments made to various factors of pro¬ 
duction (i c wages interest rent and pro 
lit) plus payments made to other producers 
lot the commodities and seivices purehas 
cd trom them The laucr is taken as input 
value 1 hus the VA(CU) mav be interpict 
ted is lictoi payments 

In view of the above lor conversion of 
value added Irom curicnt puces to constant 
puces I ictoi price index needs to be used 
I hus value added at constant prices may be 
obtained by the following fomula 

VA(( ) - V A5A ,) (2) 

I P 

In equation 2 a change in value added at 
current prices may be due to a change either 
in wage rate, mteiest rale rent or profit 
( ompared to the above the price index 
for manufactured items (WPI(M)) available 
troin the office ot the f conoinic Adviser to 
the government of India is composed of in 
put prices and factor prices Therefore 
changes in WPI(M) depends upon changes 
in the input prices (C P) and those in factor 
prices (FP) 

Thus a deflator ustd in equation I by 
CSO introduces an error while converting 
value added at current prices to that at con 
slant prices, because n uses WPI(M) in place 
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of BP In case factor prices and input prices 
in the manufacturing sector arc moving at 
the same pace, there may not be much ot 
a problem in the calculation if one uses 
W P!(M) for FP Since avshown below, the 
two indices have not moved together, an er 
ror is being added to the estimates 

The intensity of error added in the 
estimates may be brought out by splitting 
up equation I, as follows 

VA(C) -__ 

W,PI(CP) + WjPI(FP) (3) 

Where WPI(M) - W,PI(CP) + 
W,PI(FP) where PI(CP) is price index for 
inputs, PI(FP) is price index for factor prices 
and W, and W 2 aie their respective weights 
in WPI(M) 

In equation 3, if the numerator and 
denominator on RHS is divided by 


WjPI(FP) we get 


V A(CU)/W ? P1(FP) 
W,P1(C P) + , 
W,PI(FP) 


(4) 


In equation 4, the error m deflating 
VA(CU) by WPI(M) (equation I) will 
depend on the weightage of CP in WPI(M) 
and the ratio of PI(CP) to Pl(FP) When 
W, is greater than W 2 , it would imply a 
underestimation of the real value of a tigure 
and further if PI(CP) is changing at a faster 
rate than Pl(l P), it would lead to getting a 
figuie progressively underestimated 
To summarise the analyses so far reveal 
that the present CSO methodology is 
erroneous and the error added by using this 
methodology depends upon weightage ot 
Pl(( P) in WP1(M) and relative change in 
Pf(CP) 


TAHIF VGO AND GVA IN THE MaNUIACTI KINt Sk IOR (Rtf ISTFK1D) 

( Vuhu in Ki a ore) 


Year 

Viluc ot Gross 

Gross Value 

( P 

CP 


Output '(VGO) 

Added (OVA) 1 

(VGO GVA) 

GVA 

1970 71 

13 455 

3 405 

10 050 

2 95 

1974 75 

25 567 

6 360 

19 207 

3 02 

1976 77 

33 108 

7 564 

25 544 

3 38 

1978 79 

42 613 

9 631 

32 982 

3 42 

1980 81 

60 218 

12 887 

47 331 

3 67 

1981 82 

71 946 

14 651 

57 295 

3 91 

1982 83 

76 229 

15 175 

61 054 

4 02 

1983-84 

93 739 

18 637 

75 102 

4 03 


Source ( SO National Accounts Statistics ’ various years 

Anntxurr 

Fa( ior Prices Ink r Pc c rs vnd Ooiput Prici s in the Mani eac furini Sli ior 

’ 1974 7S 1979 80 Index in 1979 80 

(1974 75 100) 


(A) Labour cost, factory hi < lor 1 
Employees (000) 

Emoluments (Ks in uort) 
Emoluments per employee (Rs) 


5 408 6 805 

2,706 4,666 — 

5 004 6 857 137 03 


yore I The data relate to manufacturing only 
Source CSO ‘Annual Survey of Industries 


1970 7! 1980 81 Index in 1980 81 

(1970 71 - 100) 


(B| ( apital pri< < h 

1 Index of security prices (processing 

and manufacturing) 

2 Interest rale (per cent ptr annum) 
i) Bank rate 

it) Demand Loan 

Source RBI Report on Currency and F 


|( | < onimndit) prm indicts 
i) Non food articles 
g) Minerals 
in) Fuel etc 
iv) Manufactured 


100 158 2 

6 9 ISO 

15 12 0 15 0 19 40 176 162 

1980 81 (Pail 11) pp 84 68 69 

1980 81 

(1970 71 - 100) 


217 7 
1 1102 
354 3 
257 3 


Further to the above presentation of the 
problem a limited attempt has been made 
below to quantify the error in the estima¬ 
tion by the C SO We will work on an aggre¬ 
gated level for the manufacturing sector 
(registered) 9 

In the tat}lc.jdiUa on value ot gioss out 
put (GVO), gross value added (OVA) and 
ratios of CP to FP for the period 1970 71 
to 1983 84 are presented The data reveals 
that the weightage of inputs is very high and 
over the period it has increased It will be 
seen that the ratio of C P to FP which was 
less than 3 in 1970 71 increased to more than 
4 by 1983 84 1 his means that ol total value 
ol the product (VGO) in 1970 71 less than 
75 per cent was puiclfascd Irom other enter 
prises which rose lo over 80 per cent by 
1983 84 

Next consider changes in faclor prices 
input prices tnd output prices ovet tilt 
penod Data eont lined in Annexiiie V’to 
this papei reveals that the index til entolu 
nicilts per employee (or w ige tile) in I he 
manufacturing sector increased lo 137 (I u 
lory Sector and 1974 75 _ 100) giving an 
annual growih rile ol ibout 5 p t r cent 11 
This rise is il curitril pntes mil one mav 
expect that a part of this use mav he due 
loa rise in laboui prodiictivitv 11 so the leal 
growih rile in the wage late due to the price 
elicet will be still lower Similailv lor capital 
cost (interesl tnd security pi ices) ilso data 
on sccuntv pricts bank rate ind demand 
loan iatc reveal an annual growih late ol 
about 5 per cent 

I tom this da'a it appe us that faeloi prices 
rose bv aboul 5 per cent pei inniiin during 
the seventies and eailv cighlus Compaied 
to this, rise in commodity prices w is our 10 
per cent per annum (Anncxuic A iitm C ) 
This reveals that during ihc period under 
reference, PI(CP) grew annually at 4 5 per 
cent higher lhan PI(f P) ’’ 

Now C SO for converting value added ai 
current prices to that at constant prices has 
been using a deflator, i e WPI(M) whose 
growth rate, as wt h tve seen above has been 
higher than the true dell itoi In view of this, 
the value added by the manufacturing sector 
at constant prices since 1970 7J has been 
underestimated by ibout 5 pci cent per 
annum Consequently the teal growth rate 
in manufacturing sector has also been 
underestimated The share of manufacturing 
sector in Ihe net domestic product al eon 
slant prices is also adversely alkctcd 

To conclude the present estimates ol value 
added in the manufacturing sector al con 
slant prices are being underestimated 
because of faulty method used by CSO in 
the estimation 


CSO seems to be aware ot the weakness 
of the methodology adopted n This is not 
sulfluent because CSO is not aware of the 
nature and magnitude ot the error involved 
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The present methodology is conceptually 
wrong and provides under estimates of real 
output 

I he correct methodology for getting 
estimates of value addtd at constant prices 
is to deflate both inputs and outputs and 
then to substract the toimer from the latter 
This is admitted by ( SO but it points out 
that because of multi production problem 
it may not be possiblt immediately to 
prepare indices of inputs at the two digit 
level If so, then it is not elear how value 
added at this level could be estimated 
because value added equals the value of 
output minus the value of inputs, and unless 
these two are known the third cannot be 
obtained (eq IA) 

In case outputs and inputs at 2 digit level 
at current prices could be estimated then the 
next question is to get a deflator No doubt 
it will nted a little labouring to get the 
rclcv int price indices foi both outputs and 
inputs but ts the commodity prices aie 
available in sufficient details the task of 
compiling the desired price indices may not 
be insumiount iblc Admittedly an exercise 
tor this type may entail some apptoxnnalion 
but conceptually that would be morcaecep 
table uid statistically it would be tnoie 
iccui its 

In this connection it may be stated that 
( SO is using the dou 1 lc deflating methodo 
logv tor the estimates of value added in the 
igricullurul sector M I he problem of multi 
pie products is ilso picscnt in tint scctoi 

I ill illy it tn iv be suggested that til order 
toreetilv the niliite uid mignitude Of prei 
blcm present in the current methodology it 
will be belter if i suivev is conducted to get 
the diti ten the base yen on the relevant 
\ irublcs to be used in obtaining the value 
iddeel it const int prices is discussed above 
1 Ills b ise ye ir el It i m iv be suitably adopted 
in the subsequent vc irs 

’Soli s 

(The mlhor is f.i itelul to M Mukheiice 
A Bagchi and S P Cieithosklr tor their eom 
mcnis on an eirlier elialt of this paper 
However mthor alone is lesponsible tor an> 
eiroi tell in Ihc piper ] 

1 Bh Hi 1 0 P Souiecs and 1 stern ol Lrroi 
in the Penmates ol Capital lormatton in 
India’ The Journal of Int. aim and Health 
Vol 6 No 2 (July 1982) 

2 Mukhcrjee M Statistical Information on 
Pinal Consumption in India and the 
National Sample Survcry htonomu and 
Polnual Weekly, Vol \\I, No S, pp 206 9 
In this Mukhcriec has observed that 
' Despite ns volume NSS information on 
household final consumption has not 
proved useful for analytical purposes" 

3 Government of India, Ministry of Finance 


“Economic Survey 1985-86" On p 43, the 
survey observes “when used as proxy for the 
enure industrial sector, the IIP understates 
the rate of growth’ 

4 CSO (1980), National Accounts Statistics 
Sources and Methods ', p 26, para S 7 

5 CSO (1967), ‘ Brochure on Revised Senes 
of National Product for 1960 61 to 
1964 65" pp 28 30 

6 We will mainly be concerned with the term 
value of output and value added Whether 
these quantities are in net or in ‘gross’ 
terms do not matter much Therefore, the 
prefixes gross and net are dropped in the 
die ussion unless in the context it is very 
partment to use ihem 

7 I he same is more or less true in the ease 
of other primary sub sectors 

8 Inputs here include all material or non 
material inputs used m the production other 
than fixed capital and labour 

9 Registered manufacturing sector forms 


about 70 per cent of total output in the 
manufacturing sector 

10 The data presented in the Annexurc A is 
only indicative For better evaluation of the 
magnitude of error a separate detailed study 
may be taken up 

11 Part of this rise may also be explained by 
structural changes in employment, i e, a rise 
or fall m the percentage of high paid/low 
paid staff This, we will ignore here 

12 In early eighties the rise may still be higher 

13 CSO (1980), p 26 

14 CSO (1980) pp 12 13 paras 1 55 to I 59 

15 CSO (1984), “National Accounts Statistics 
1970 71 to 1981 82" 

16 CSO, “Annual Surveys of Industries", 
various years 

17 RBI, Reports on Currency and Finance", 
various years 

18 Office of the Economic Adviser, ‘Revised 
Series ol Wholesale Price Index for India', 
various issues 
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Budget and Long Term Fiscal Policy 

V N Kothan 

In this paper, the author examines the various components of the central government budget against the pro¬ 
jections made in the Long Term Fiscal Policy (LTFP) paper The components which account for the huge deficit 
are disc ussed Will it be possible to contain the deficit at the level indicated in the budget 9 Will it be inflationary 9 
The paper concludes that there is a serious problem of resource mobilisation Increased outlays on defence may 
be justified on grounds of national security But periods oj national insecurity are also periods of tightening of 
belts and increased efjorts at resource mobilisation This is altogether missing in the budget While the expen¬ 
diture projections of the LTFP have received a severe knock, our resource mobilisation ejforts still continue to 
be constrained by the LTf P 


AN unprecedented debut in the revised 
estimates of the sentril government budget 
lor the vcai 1986 87 and the likelihood of 
a high level of deficit ocstiiring in 1987 88 
make the Ix>ng Turn I iseal Pohc> (l I TP) 
paper appear at hast partiallv irrelevant 1 he 
ITFP not onls provided broad guidelines lor 
the fiscal operaticms of the eential govern 
ment but had also indicated quantitative 
norms How does the budget comp ire with 
the quantitative norms indicated in the 
1TTP’ What tccoiints foi the more than 
doubling of the deficit in the Revised 
i sumaics (RE,) of the budget lor 1986 S' 1 ' 
Will it be possible to hold the delieit at the 
level indie eted in the Budget l stun lies (Bfc) 
lor 1987 88 ' W It it tie the income distribu 
lion implications’ Will the deficit be inf! i 
tionuiv’ How do we ev iluatc the new taxi 
lion pioposals’ What lie the options ’ Ibis 
paptt tries to tnswti some ol these e)ues 
lions I ible I presents receipts and 
disbursements of thecentnl government for 
1985 86 1986 87 and 1987-88 

IIEP Quam itAiivi Norms \mv tin 
BUlX.n I S1IMA71S 

Fable 2 shows the ITFP proiections and 
the BE/RE of the centre's revenue receipts 
and non plan revenue expenditure lor 
1985 86 1986 87 and 1987 88 It is worth 
noting that in all the three years tax revenues 
have performed better than the ITFP pro 
jcctions Non tax revenues have also done 
belter than the ITFP projections except in 

1985 86 What has reallv happened is that 
the non plan revenue expenditure has gone 
out of hand In 1985 86 the non plan 
revenue expenditure (RF) exeteded the IT FP 
projections by 1 2 percentage points 1 his 
gap widened to 2 7 percentage points in 

1986 87 (Rf ) and is cxpeited to decline to 
2 2 peteeittage points lit 1987 88 (BE) While 
huge increase in defence expenditure has 
received greater attention, for the year 

1986 87 (R1 ) the divergence between LI I P 
projection tor 1986 87 and RE for defence 
as percentage of CiDP at current market 
prices is not vers large This divergence in 
ease ol defence does become serious for 

1987 88 (BE) lor the year 1986 87 the real¬ 
lv serious diverge nee is for the category (d) 
all other non plan revenue expenditure, 
which shows a divergence ol as much as 2 0 
percentage points Tor all the three years the 
BCR Is -1 0 to -1 5 per cent of the GDP 


indicating a sc nous resource crunch due to 
in ibility to keep the non plan revenue expen 
dilute undei control 

1986 87 BL \ND RE 

In regard to ilmost all the important items 
lor 1986 8 7 the finance minister had 


budgeted very close to ITFP projections 
This can be seen by comparing the 1986 87 
BE, column 3 ol lable I (lower panels) which 
show various items as percentage of GDP 
at current market prices with tht ITFP pro 
jections shewn above Tht figures arc 
relatively close to what the L11 P h id pro 


r VBI 1 1 Rc< 1 IPIS AM) tXPl-Nl)iri Rr Ol 

rill ClNTRAL GoVERNMEVI 

1985 86, 1986 87 

smi 1987 88 
(Rs c rare) 


1985 86 

1986 87 

1986 87 

1987 88 


Rl 

HI 

Rl 

BL 

1 

2 

1 

4 

5 

lot d receipts 

46017 

49212 

52041 

57254 

lax revenue 

20940 

22696 

24207 

25689 

Non lex revenue 

6211 

6846 

9646 

I06 7 7 

- ipitul receipts 

18846 

19670 

18190 

20566 

Folal expenditure 

50507 

52862 

60128 

61888 

Non plan expenditure 

1(8)11 

1I86 7 

18028 

19266 

Plan expenditure 

20496 

20995 

22100 

24622 

Balance from turrciu revenue (B( R) 

2840 

2125 

-4P5 

2900 

Overall deficit 

4490 

3650 

8285 

5688 

(a) Defence expenditure 

7862 

8728 

10194 

12512 

(b) Interest pivments 

74(8) 

8750 

9550 

10650 

(e) Food md lerlilisei subsidies 

17(81 

1700 

1891 

1910 

rot el a 4- b 4 e 

18962 

21178 

21607 

Z"0T2 

(d) Othci non plan revenue espenditute 11049 

10689 

14391 

12194 

\lio\t mi illumed it< ms as a 

pi r< i nt im 

of GDI* at turn nl mirkit prices 

Tas revenue 

8 6 

8 1 

8 9 

9 0 

Non lax revenue 

26 

2 5 

1 5 

1 7 

lot if expenditure 

20 8 

19 4 

22 2 

22 1 

/slon pi tn expenditure 

12 1 

II 7 

14 0 

13 7 

Defence expenditure 

12 

1 2 

3 7 

44 

Interest pavments 

1 0 

32 

1 5 

3 7 

food and teililisei subsidies 

1 5 

1 4 

1 4 

1 4 

Other subsidies 

05 

04 

0 4 

03 

Overall defiul 

1 8 

1 1 

10 

20 

Balance from cm rent revenue 

1 2 

09 

-15 

1 0 


Note s (I) Columns 2 and 5 have been worktd out from the dat i available from the Ta. onomic 
Times and The I lines oj India of March I 1986 

(2) Columns 4 and 5 similarly from The Economu Tunis and the hnanuat Express of 
Mirth I 1987 

(1) Balance fiom current revenue is lax revenue plus non tax revenue minus non plan 
expenditure which is also referred to as non plan revenue expenditure It includes non¬ 
plan cm rent expenditure as well as nonn plan capital expenditure such as on defence 
and n loan to Food ( orporation of India to replace bank credit 

(4) GDP ii current market prices was not available directly But table 5 3 of the Economic 
Survey 1986 87 gives gross domestic savings in absolute amounts and as percentage 
of GDP at market prices 

(5) Accordingly GDP at market prices is calculated as follows 1980 81— Rs 1,27,717 crorc, 

1981 82-Rs I 50 895 erore 1982 83—Rs 1 65,166 erore 1983 84—Rs 1,93 873 crorc, 
1984 85—Rs 2,14,523 erore 1985-86-Rs 2,41,342 erore 

(6) For 1986 87 it is assumed to be Rs 2,72 294 erore, a 12 per cent increase over 1985 86 
to account for the real increase of about 5 per cent and price rise of about 7 per cent 

(7) For 1987 88 it is assumed to rise by 5 per cent at 1986-87 prices and therefore comes 
to Rs 2,85,909 erore 
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Table 2 Comparison or Long Term Fiscal Policy Projections and Budget Estimates 


Items as Percentage of GDP 

I98S 86 

1986 87 

1987 88 

at Current Market Prices 

ITFP 

RE 

LTTP 

RE 

LTFP 

RF 

1) Tax revenue 

78 

86 

82 

89 

87 

90 

2) Non tax revenue 

30 

26 

29 

35 

28 

3 7 

3) Non plan revenue expenditure 

11 1 

12 3 

11 3 

14 0 

II 5 

13 7 

(a) Defence 

33 

32 

34 

3 7 

3 5 

44 

(b) Interest payments 

30 

3 0 

33 

35 

36 

3 7 

(c) Food and fertiliser 
subsidies 

1 2 

1 5 

1 1 

1 4 

1 1 

1 4 

(d) All others 

36 

46 

34 

54 

3 3 

42 

4) Balance from current 
revenue (BCR) (1 + 2-3) 

-04 

-1 2 

-02 

-1 5 

— 

10 


Notes (I) BCR is lax revenue + non lax revenue minus non plan revenue expenditures as 
explained above 

(2) Non plan revenue expenditure here includes eapiial account disbursements for defeti < 
and Rs 1,200 crore loan to the hood Corporation of India 
Sources (I) Long term fiscal policy, table 4 
(2) Table I 


Tabil3 Excess or RE over BE in the 
1986 87 Budoft 

(Rs crore) 


1 Defence expenditure 

1466 

2 Interest payments 

800 

1 Food and fertiliser subsidies 

193 

4 Othtr Non Plan E xp« nditun 

5 Total non plan expenditure 

3702 

(14 2 + 3+4) 

6161 

6 Plan expenditure 

1305 

7 Total of 5 and 6 

7166 

8 Tax tevenue 

1 SII 

9 Non l ix revenue 

2800 

10 Shortfall in capital receipts 

1180 

Over all deficit (7 8 - 9 4 10) 

4635 


Tabu 4 Vxkiationw 1987 88 BE over 


1986 87 RE 


Absolute 
Rs L rore 

Percentage 

Variation 

1 Tax revenue 

+ 1482 

4 61 

2 Non lax revtnue 

4 1031 

4 10 7 

3 ( apital receipts 

+ 2376 

413 I 

4 Total expenditure 

E 3560 

4 5 y 

} Plan expenditure 

+ 2322 

+ 104 

6 Non plan 



expenditure 

+ 1238 

e 3 3 

(a) Defence 

e 2318 

+ 22 7 

(b) Intertst payment 

+ 1100 

+ 11 5 

(c) food and ferti 



User subsidies 

+ 17 

4 04 

(d) Other non plan 



expenditure 

2197 

-15 3 


jetted However the RE for 1986 87 show 
rathei wide divergence Horn the LI hP pro 
jections for various expenditures leading to 
more than doubling ot the overall deficit 
According to the ITFP the budgetary deficit 
was to be contained at 1 2 per cent ol the 
GDP for ihe year 1986 87 Actually the 
overall deficit according to the Rh lor 
1986 87 would be 3 0 per cent ol Ihe GDP 
The overall delicit which was estimated rt 
Rs 3,650 troic (BE) for the year 1986 87 has 
turned out to be Rs8 285 crore (Rf) What 


accounts tor this Rs 4 635 crore increase 9 
Table 3 is insiiucnvt in this regard 

The other non plan expenditure for 
1986 87 according lo BE was to be Rs 10 689 
crote turned out to be Rs 14,391 crore 
according to RT This represents an increase 
of 34 5 pti cent over the BE 1 veil if wt ex 
elude Rs 1,200 crorc bank credit replacement 
bv loan to the I ood Corpoiation the increase 
comes lo 23 4 per cent The xhortlall in 
capital receipts and the windfall in non tax 


revenue should not escape notice A large 
part of the increase in other non plan expen 
diture is due to pay revisions While defence 
and interest payments have received wide 
attention, ihe above mentioned tacts ought 
not to be missed 

Dei ic ii in 1987 88 

This analysis should help us to attempt 
an answer to the question whether the deficit 
tor 1987 88 will be held at Rs 5,688 crore 
or will it be exceeded Between 1986 87 RE 
and 1987 88 BE, imporant items are ex¬ 
pected to vary as shown in table 4 

It is remaikable that in spite ol a lesourcc 
crisis ol this magnitude, taxation effort is 
negligible A 6 I per cent vamnon is jus' 
about equal to the expected increase ot 5 pet 
cent in GDP at constant prices The ratio 
of central lax revenue to GDP is not plan 
ned to increase The non tax resenue is 
planned to increase hv 10 7 per cent As the 
non tax revenue had a windfall in 1986 87 
on account of oil surpluses a further 10 7 
per cent increase is doubtful The capital 
receipts aic expected to increase bv 13 I per 
cent This should be iudgcd against the ac 
tual shottfall in the capital leccipts during 
1986 87 as compared to the BE Total expen 
dilute is txpected to increase by 5 9 per cent 
and the plan expenditure bv 10 4 per cent 
Ihe other non plan expenditure is expected 
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Table 5 Deficit as Pfrcentage of GDP at 
Current Marrft Prices 1980 81 to 1987 88 


1980-81 (Actual) 

19 

1981-82 (Actual) 

09 

1982 83 (Actual) 

10 

1983 84 (Actual) 

07 

1984 85 (ALtual) 

17 

1985 86 RE 

1 8 

1986 87 RE 

30 

1987 88 BE 

20 


Table 6 Per Cent Variation uurini. 29 3 86 


to II 10 86 


All commodities 

72 

Foodgrains 

04 

Cereals 

28 

Pulses 

69 

Fruits and vegetables 

21 1 

Milk and milk pioducts 

13 5 

Tea 

29 0 

Sugar, gur khandsari 

19 3 

Edible oils 

34 3 

Textiles 

I 1 

Soune Economic Survey 1986 87 fable 5 3 

Table 7 Change in ihf Whoiesalf ano 

CONSUMt R PR!! E iNDIC FS 

W holtsalc 

Consumer 

Price Index 

Price Index 
(Industrial 
Workers) 

1983 84 8 2 

1984 85 7 6 

5 0 

1985 86 3 8 

89 

Upto December 1986 5 9 

78 


to decline by Rs 2 197 crorc Even il we c\ 
elude Rs 1 200 acre loan to the Eood C or 
poration there is a decline ot Rs 997 erore 
It is difficult to see how this is coming about 
Putting all these (actors together it seems 
almost inevitable that the deficit will turn 
out to be laigcr than Rs 5,688 ciore 

Inh ai ionary PortNriAi 

The government spokesmen claim that the 
deficit need not worry us unduly With large 
food stocks at hand and with trade deficits 
the price rise will be contained within 
reasonable limns as has happened during the 
last couple of years This however cannot be 
taken at face value 1 his is because the deficit 
as a proportion of GDP at current market 
prices come to 3 per cent Phis puts the 
magnitude ol the deficit financing on a 
qualitatively different looting Deficit finan 
cing which was to be about half as impor 
tant as non tax revenue according to the 
1986 87 BE has turned out to be more than 
5/6 th as important Deficit as a percentage 
of total expenditure has turned out to be 14 
per cent according to 1986 87 RE as against 
7 per cent according to 1986 87 B1 Stcond 
ly this large proportion of deficit to GDP 
cornu in quick succession ot deficits of high 
proportion in earlier years and is to be 
followed by a deficit ot similar high proper 
non as can be seen from the figures given 


in table 5 During 1981 82, 1982-83 and 
1983 84, the deficits as proportion of GDP 
were moderate, starting from 1984 85 
onwards the deficits have tended to be on 
high and using as a pioporfion of GDP 

The othtr point to be kept in mind is that 
although the wholes tit price index has in 
creased by 7 2 pei cent during 29 3 86 to 
II 10 86 (Economic Survey, 1986 87 tabic 
5 1 page 48), the rates ot increases in 
diffucnt commodities or groups of com 
modifies diverge verv widely as tan be seen 
from iht figures gnen in table 6 It would 
be sten that whilt the food stocks may 
enable a price stability lo be maintained in 
regard to loodgrains and certals thert are 
manv other items which ait exerting a heavy 
pressure on the wholesale price index and 
they might tvtn become uninanagt ible The 
other (actor that should recent attention is 
the movement ot the consumer price index 
figures for which art given in tublt 7 

It is woith noting that of late the talc of 
uicrtast in CPI has tended to be higher th in 
the rate of increase in V\ PI I his is bteausc 
the non ccic il items are important consti 
luents in ihe cost of living ol 'hr indusirial 
ind mban workeis It is this which will 
ultimaiclv if feet tht sdary bills of the 
government I lie food stock cushion has 
only i pirtiil effect in checking the price 
use 

It is true th it if government t\pcHelmuts 
are predominantly dirttltd towards the pool 
food stocks wou d provide an effective check 
on the puce situation But with defence and 
interest payments fast increasing ind with 
tax efforts slackening, such a possibility does 
not seem to be in sight It is true that alloca 
lions to poverty alleviation programmes have 
bttn stepped up I his is wtlcomt ind is to 
be appreciated Howtver, when we view the 
budgetary opciahons in their cniirttv the 
iiKiciscd flow towards the poor would have 
only i marginal effect on the offtake from 
the food stocks In other words the bud 
getjrv opeiations uc unlikely to relieve the 
picssures on non cereal items 

Dimkihi 11\ i Asm is 

While the inert ised dloeations to povettv 
alleviation programmes increased allocation 
to cduc moil and higher taxation ot luxury 
nuns art tavounble Irom the distributive 
point of vitw, i at reused allocations to 
detenet, interest payments and various 
iddmonal concessions m regard lo person il 
income taxation are unfavourable changes 
Also of the icduciion in taxes on several 
commodities which are claimed to be items 
of mass consumption not all ot ihem aie 
mass consumption items While soaps chap 
pils and shoes hand processed cotton 
tabries, stationery tube lights are items 
which touch the common mail (though not 
the poor), items such as skimmed milk, 
butter in packs, glucose, chocolates in 
eluding cadbury and amul biscuits, jams, 
instant coffee etc, which arc listed among 
44 commodities likley to be cheaper, can 


hardly be classified as items of the common 
man’s consumption 

Furiher Erosion oi Income Tax 

The personal income tax which was 
already cluttered with tax exemptions of 
various types, has been further diminished 
in its effectiveness by two further cone.es 
sions The tax exemptions of Rs 10,000 on 
repayments of housing loans within the 
limits of Rs 40,000 under section 80C , fur 
ther widens the scope for reducing the tax 
liability on the part ot the upper middle 
class It may be noted that this particular 
meisure is a concession of a new vanety Ex 
emplions under 80C for contributions to 
11C PI, Njttonal Savings Certificates, etc, 
were at least concessions available lor par 
ting with one’s savings and investing them 
in financial assets This particulai exemp 
non for housing is an exemption for acquir 
mg a consumer durable This would not only 
afteet Ihe tax revenue but would riser 
adveistly affect the flow towards financial 
insliunienls besides opening up i leiop hole 
toi tax evasion The new National Savings 
Scheme is in addition to Rs 40 000 conyes 
sions avail ible uridci 80C With such 
measutes the process ol erosion ot the tax 
b ise lor income tix Ins been earned further 

Dill N( l \t RSI'S DLVFIOI’MINI 

Delcncc expenditure is a holy cow ind 
cannot be questioned 1 sin gr lilting th it 
the teal problem that is now si iring it us 
is the problem of resource mobilis mon I he 
periods ot national insceunts have un 
doubtcdly been periods of nieie ised outliys 
on defence Bur they have also been penods 
of tightening ol belts and incic ised clients 
at rcsoiiKc mobilis mon It is this which is 
allogcthci missing in the budget which is 
hkelv to land us into the dilemma ot deterlee 
versus development While the expenditure 
piojcetions ot the I TIP have received a 
severe knock our resouiec mobilisation 
cllorts still continue 10 be eonstrlined bv the 
l IIP 
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MOD VAT 

Modiflod Value Added Trade 
A whole new value system created by 
MMTC A unique export culture that 
will more than promote foreign trade— 
add a new dlmenaion to India a 
economic p roa p erlty Enriching the 
cpiality of l» Itself 

MODVAT, MMTC style, haa meant 
new vtataa of growth to the small scale 
sector Spearheading the export of non- 
ca nail sea products MMTC has helped 
industries to export aluminium 
conductors stainless steel cutlery 
handicrafts and brassware—all made from Imported metals the export potential unfolded by MMTC is unlimited 
MODVAT, MMTC style, has meant enlarged vision to manufacturers MMTC haa used Counter Trade to pul the 
export label on an Incredibly wide range of products—sandal soaps photocopiers tractors naphtha agn>marine 
products spyameal limestone chemicals computer software rice bran extractions and several mare 

MODVAT, MMTC alyls has meant a aea change for the porta at Vixag Madras By helping In deepening and 
modernising the facilities in these ports MMTC has increased their capacity many times over 

MODVAT, MMTC style, has meant new employment opportunities to people In economically underdeveloped 
regions For example the proposed deepening of Psradip port would also spur the growth of related facilities inclu 
ding the railway lines Generating employmentfor an additional 90 000 people in the mining regions of Orissa and Bihar 
MODVAT, MMTC style, haa meant a dazallryt foture for the diamond industry Like the setting up of India a Brel 
diamond exchange—helpiry; the importers proce s sors craftsmen and exporters—to meet under one roof Boosting 
export possibilities preserving a traditional aidll and creating employment opportunities 

MODVAT, MMTC style, has meant a new sense of pride and a promise of prosperin' to the Indian farmer MMTC 
haa secured export orders for over 150 000 tonnes of when—lor the first time foodgralns are being exported to 
countries like Jordan and Democratic People a He public of Korea 

MODV/T, MMTC alyie, haa meant a new lease oTHfo to the Kudremukh Iron ore protect and the Andhra Pradesh 
Minii^ Development Corporation for whom it secured export orders through persistent efforts Thus reviving a total 

Investment of over Ha 700 crore and 
ensuring continued employment for 
about 3000 people in both these 
corporations Examples of the new 
value system created by MMTC are 
endless. 

Modified Value Added Trade 
A new cUrection to industrial euwth 
a new perspec ti v e to economic and 
soda] pro spe ri ty whose cascading eftet 
la enrichlt^ the file of the common man 

Sr"'MMTC 

ss.'r STYT F 

the nation VJ JL JL I M ^ 
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t j 



When you put 
money in the Bank: 

INCREASED 

INTEREST 



9%for deposits 
for one year and above 
but less than 2 years 
and 10% for deposits 
for 2 years and above 

(Existing deposits continue to be 
governed by the old rates till maturity 1 


When you borrow 
money horn the Bank 

LOWER 

LENDING RATE 



The lending rates 
of Public Sector Banks, 
above 15% have been 
reduced by 1%. 


These new rates have come in effect from 1st April ’87 You are 
benefited, whether you are a borrower or a depositor And 
remember, when you make a deposit m a Public Sector Bank, your 
money is totally safe and yours when you need it most 
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We’ve Heard This Before 

THE pretence of shocked innocence combined with self righteous protestations of 
patriotism with which our politicians greet exposures of scandals make Indian politics 
a ludicrous affair The rumpus over the defence deals has all the elements of a slapstick, 
with the difference that the actors may not be aware of the comic effects of their 
performance 

To start wiih it is well known that our government has been buying arms from abroad 
through agents who are paid commissions by the suppliers, a chunk of the commissions 
being siphoned off to the ruling party’s funds and the ruling politicians' secret accounts 
The officially announced policy of not appointing any agent, like many other laws of 
this country, has never been taken sertously either by the arms suppliers or the agents, 
who know that once the key people at the top in the government are taken care of, 
any deal tan get through It ts common knowledge in the nation’s capital that there 
are at least 25 leading outfits through whom defence equipment is bought every year 
These ’companies’ are agents representing foreign manufacturers and are headed usually 
by senior Indian retired defence personnel, who still retain connections with the defence 
ministry and can find out in advance the ministry’s new requirements and hence be 
of immense use to the foreign arms suppliers It is anybody's guess how much of the 
commission that they receive goes to Congress(l) funds Fast on the heels of the revela¬ 
tions about the West German submarine deal has come the news broadcast by the Swedish 
state radio that the Swedish arms firm Bofors has succeeded in exporting arms to India 
by paving bribes to Congrcss(I) leaders The skeletons are no longer in the cupboard, 
but arc striding si imclessly in public. 

Yet, the ministers pretend to be shocked by these revelations Arun Singh, the junior 
minister tn the deltnce ministry, stubbornly asserts that no agents were involved in the 
controversial deals What is even more ridiculous, while the rest of the world knows 
by now which country which company and which agents arc involved, the minister 
sticks to the pretence ol considerations of “sensitivities pertaining to international tela- 
nons” while refusing to divulge the names Anything to do with defence is sacrosanct, 
and everyone seems to accept the hush hush equivocalness that surrounds it, and behind 
which no one knows what the ruling party is engaged in At the Congress parliamentary 
party meeting Rajiv Gandhi opposing the proposal of an open inquiry into the deal 
said that sensitive material concerning defence would come out in the course of such 
an inquiry and it would prejudice national security Nothing could be more perfidious 
than such an argument The International Institute of Strategic Studies in london brings 
out every year detailed reports about the import and export of weapons and defence 
equipment all over the world, and anyone leafing through the pages of its reports can 
find out what types of weapons India is buying from which country It seems that our 
prime minister and his cohorts are the only people in this world living in their own 
paradise of tool proof ’national security’ 

The most elaborately contrived statement of the theory of a grand conspnacy against 
the ‘Congress ind us resurgent and courageous leadership represented bv Mr Rajiv 
Gandhi has been made in the resolution adopted by the meeting of the Congress(I) 
working committee on April 18 presided over by the prime minister himself Making 
no concessions whatsoeser to logic, evidence or credibility the resolution has sought 
to string together president 7ail Singh’s complaints against the prime minister lhat he 
had not been Kept inlornied about affairs of state as required under the constitution, 
the Fairfax investigation and the enquiry into the West German submarine deal, both 
ordered by V P Singh, and the latest revelations about graft in connection with the 
armaments deal with the Swedish firm as constituting “beyond doubt a pattern of 
destabilisation in which external forces hostile to India" are working together with 
“internal forces of political and economic subversion” These desperate efforts to whip 
up mass hysteria show how mortally scared the ruling party’s leadership is of the possi 
bility that, despite its best efforts more facts about its wheeling and dealing may come 
tumbling out The ruling party no doubt also has an eye on the elections to the Haryana 
assembly due within the next two months The ’nation in danger’ ploy had served the 
party and Rajiv Gandhi exceedingly well in the 1984 Lok Sabha elections in the wake 
of Indira Gandhi’s assassination and the Haryana elections are apparently to sec a 
repetition of this stratagem 

It is surely no coincidence that the defence ministry officials chose to plant a story 
tn a leading national daily, soon after the revelations about the Bofors defence deal, 
stating that the Chinese were getting ready to attack India in summer this year Rajiv 
Gandhi's worn-out reiteration about ‘foreign interests’ trying to destabilise India—-the 
same gimmick resorted to by his mother whenever she and her party faced domestic 
political crises—are being bolstered up with planted stones which play up an old con¬ 
troversy (over the disputed Sumdorong Chu valley) with added colour suggesting an 
imminent attack It is the same old trick of whipping up a war hysteria in an attempt 
to defuse an immediate domestic problem and neutralise the opposition by trying to 
rally the people behind the ruling party in the name of 'national security’ It is to be 
seen whether the opposition parties and politicians have the good sense to refuse to 
buy this story, and to overcome their natural inclinations to compete with the ruling 
party tn protestations of vroer-patnotism 
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International TYade 

When the Chips Are Down 


ON April 17 the Reagan administration's 
plans to impose 100 per cent tariffs on cer 
tain Japanese electronic products became ef¬ 
fective This is the first time since the Second 
World War that the US has taken unilateral 
trade action against Japan These punitive 
tariffs are in retaliation against Japan's alleg¬ 
ed failure to abide by the terms of a bilateral 
trade agreement between the two countries 
which was designed to curb dumping ot 
semiconductors in the international market 
and to open up the lapanesc market to US 
manufactured semiconductors 

There has been concerted pressure on the 
Reagan administration by the US Congress 
to take action to reduce the trade deficit Out 
of a total trade deficit of 5 170 billion in 
1986 the trade deficit with Japan was $ 60 
billion With the imposition of 100 per cent 
tariffs on certain Japanese electronic goods 
the Reagan administration has shown Con 
gress that existing tindc legislation is ade 
quate and the re is no need for more protec 
tionist proposals f sen so, there is an ele 
ment of nonv in Reagan’s decision since he 
is one of the st wnchest advocates of free 
trade He has been preaching the doctrine 
of tree it ide to the rest of the world 
Howcvci when the US semiconductor in 
dustry began to lose its markets, including 
the US market, Reagan soon resorted to 
protectionist tactics 

In 1986 Japan s shati of the world market 
in integrated utcuits the most important 
category of semiconductors, exceeded that 
of the US for the fust time The US had a 
market share of around 45 per cent Also 
Japan exported 30 pci cent of its semicon¬ 
ductor chips to the US Thus the US is losing 
ground to the Japanese in an area which it 
dominated onlv a decade ago 

In lact the US is steadily losing ground 
to the Japanese in semiconductor techno 
logy According to Pentagon advisory group 
called the Defence Science Board the 
Japanese have already gone ahead of their 
American competitors in memory chips and 
are steadily advancing in the area of logic 
chips where the American semiconductor in 
dustry is still dominant Japan s semi¬ 
conductor industry has been able to weather 
a two and a half vear recession because it is 
structurally verv different trom the American 
industry in Silicon Valley California The 
Japanese semi-conductor factories can avail 
of the financial resources ot some of the big 
combines such as Fujitsu, Hitachi, Sony and 
Toshiba The firms are forward integrated 
so that they consume a large proportion of 
their own semiconductor chips In foreign 
markets they have used predatory pricing to 
drive out their rivals 

The new tarifts will affect only a small 
proportion of lapanese exports of electronic 


products to the US. However, pressure is 
mounting in Europe for trade sanctions 
against Japan The American trade agree¬ 
ment with Japan is itself seen as a contraven¬ 
tion of General Agreement on Tariffs and 
TVade (GATT) rules since there is an element 
of market sharing in it The European 
Economic Community (EEC) has decided 
to complain to GATT about ttus agreement 
The Japanese have decided to protest to a 
GATT tribunal against the US imposition 
of punitive tariffs The US were on the verge 
of a trade war with the EEC earlier this year 
over Spanish and Portuguese tariffs on 
American maize and soya exports The 
dispute was resolved when the EEC decided 
to drop the tariffs 

All this is a “forceful reminder of the 
fragility of the world trading system against 
the backdrop of sluggish world economic 
growth” Further, “this is happening against 
a dismal economic background for world 
tiade itselF’ (hnancial Times , March 31) 
The US action is quantitatively not signifi¬ 
cant since the tariffs apply to Japanese 
goods worth $ 300 million whereas the US 
trade deficit with Japan was S 60 billion in 
1986 However, the US will definitely use the 
trade sructions against Japan as a bargain 
mg counter in further trade negotiations 

Drug Polity 


Outside Courts Sphere 


THF recent supreme court verdict on the 
government’s drug price control order while 
resolving a six year long stall by the drug 
industry and no doubt benefiting the con¬ 
sumers has brought into sharper focus some 
of the issues which were raised in the court’s 
earlier pronouncements on banned drugs 
In the recent case the supreme court has 
held that the stay order issued by the high 
courts on the government’s price control 
notification of 1981 are “against the public 
interest and ought not to be made by a 
court ’ Because the order was a legislative 
activity it is not subject to any principle of 
natural justice The scheme ot Drug Price 
Order the court has stated, was not a quasi 
judicial activity and thereby it was not sub 
ject to judicial review The court has rejected 
the drug companies’ plea that the procedures 
followed by the government in furnishing the 
requisite information was faulty and has 
contended further that “profiteering in the 
scarce resources of the community, much 
needed life-sustaining foodstuffs and life¬ 
saving drugs is diabolic K ts a means which 
has to be fettered and curbed” 

The court has pointed out that the manu¬ 
facturers belonged to the class of people who 
were “fully informed of every intricate detail 
and particular determining price fixation" 
In the matter of review application from 
manufacturers the judges have stated that 


it is not for the court to decide on the 
matter—all it could do was to direct the 
government to dispose of the applications 
within a time-bound schedule. 

The court has taken a similar attitude of 
non-interference with the government's pro¬ 
cedures and practices in another case last 
month Only, that judgment drastically 
affected the consumers, benefiting the in¬ 
dustry In response to the writ petition filed 
by Vincent Pantkuiangara on the question 
of banning of fixed dose combinations as 
recommended by the Drugs Consultative 
Committee the court has held that the mat¬ 
ter gives nse to several technical Issues which 
cannot be effectively handled by a court 
“Similarly, the question of policy which is 
involved in the matter is also one for the 
union government keeping the best of in¬ 
terests of citizens in view to decide” The 
court has viewed the problem as a shifting 
one presented by “the constant competition 
between nature [i c, new ailments] and 
human ingenuity engaged in research and 
finding out >i curative process” Thus “no 
fixed process ’ can be prescribed to deal with 
the situation and the government on the 
basis of expert advice should adopt an ap¬ 
proved national policy 

In essence the supreme court has made it 
amply clear that on the issue of drug policy, 
the government is the final authority On the 
one hand such a stand it very welcome, 
especially since the drug companies have 
time and again used the courts to obstruct 
any government move to regulate their ac¬ 
tivities However, this also means that a 
precedent has been set and any similar ap¬ 
peal challenging the decisions of the govern 
ment on drug issues may suffer the same fate 
and may be dismissed on the grounds of it 
being a ‘technical issue’ There is in effect 
no forum for challenging or even question¬ 
ing the government’s view of what is best for 
the people. Until now several people’s groups 
concerned with issues m health and environ 
ment have used the courts to challenge and 
question the government and industry on 
issue? which arc often rooted in an under¬ 
standing of medical or technical issues The 
two recent verdicts on pharmaceutical mat¬ 
ters prompt a better appreciation of the 
limitations of seeking a legal solution and 
add urgency to the demand for setting up 
of an alternative and independent review 
authority with representation from the 
consumer 

Maharashtra 


Threat to Bombay's Water Supply 


THE Maharashtrjj government has enacted 
a separate legislation to check pollution 
under which it has sweeping powers in¬ 
cluding ordering the closure of a polluting 
unit However, whether it will apply such 
legislation to safeguard its citizens from 
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pollution is an altogether different matter 
The Bhatsai river, one of Bombay’s main 
sources of potable water, is being polluted 
by effluents from chemical and other m 
dustries located within its catchment area 
The Bombay Municipal Corporation 
tenaciously persued the matter with the 
Maharashtra government for about six years 
until September 1986 when the state govern¬ 
ment set up the A K Ganguly committee to 
study the situation and suggest remedial 
measures 

The Ganguly committee submitted its 
report on February 4 this year The report 
clearly confirms the fact that industries 
located on the Bhatsai nvers catchment area 
are discharging toxic effluents like hydro 
chloric acid, caustic soda, carbon tetra¬ 
chloride, benzene, toluene, cadmium, 
chromium, nickel, etc, into the river, which 
is meant for supply of potable water to 
Bombay The filtration plant is not designed 
to remove these contaminants and there is 
no fool proof method to deal with them 
Therefore the only way to take care of this 
potential health hazard to the people of 
Bombay, according to the committee, is to 
shift the industrial units located in the 
catchment area of the river 
The committee has divided the catchment 
area into three zones It has recommended 
that no industrial activity should be permit¬ 
ted in the zone closest to the river (zone A) 
Therefore the industries located within this 
zone will have to be smfted out The com¬ 
mittee has recommended that the subsequent 
zone (zone B) should be exclusively for non¬ 
polluting small industries and the outer zone 
of the catchment area (zone C) should be 
for non-polluting small and medium scale 
industries Industries not conforming to 
these categories will have to be shifted out 
The preoccupation with relocating pollu¬ 
ting industries out of the catchment area of 
the Bhatsai river is because Bombay's water 
supply is being polluted The point is that 
if these polluting industries are relocated 
elsewhere they may pollute the drinking 
water or significantly reduce the fertility of 
land for agricultural purposes and thus have 
an adverse impact on the livelihood of the 
people in that area Thus merely relocating 
polluting industry is not a solution to the 
problem In fact, when industry is located 
in so-called backward areas there is a ten¬ 
dency on the part of the pollution control 
authorities to relax implementation of stan¬ 
dards specifying the levels of emission or 
discharge of pollutants and an inclination 
on the part of industry not to invest ade¬ 
quately on pollution control equipment The 
Bhatsai case also brings sharply into focus 
the point that merely locating industry out 
of urban environments with high population 
densities does not get nd of pollution In the 
present case the location of industry far 
away from Bombay is nevertheless polluting 
the water supply to Bombay 
In the absence of a people’s movement the 
Ganguly report might ultimately get shelved 


It is not true that the people are not yet en¬ 
vironmentally conscious One has only to 
witness the spate of people’s movements 
against environmentally damaging projects 
Examples that readily come to mind are the 
Chipko and Apiko movements which are 
bestially against developmental projects that 
are going to cause ecological imbalances 
Then there is the movement of the tribal 
people of Gandhamardan in Onssa who are 
opposing Balco’s bauxite project The peo¬ 
ple of Balaipal also in Onssa have launch¬ 
ed a movement against the defence 
ministry’s proposed national test range The 
anti-nuclear lobbv has protested against the 
siting of nuclear power plants at Kaiga in 
Karnataka and Narora in Uttar Pradesh 
The Bombay Municipal Corporation has 
only stressed the need for environmental 
planning and the government of 
Maharashtra has only enacted legislation 
against pollution It is for a people’s move¬ 
ment to get the au'horities to safeguard the 
people's interest 

Disarmament 


Challenge before Europe 


ALL of Europe, both west and east, it would 
appear, is reeling under Gorbachev's peace 
proposals In the west after decades of for¬ 
mulating military strategies and policies 
around the concept of effective deterrence 
to the Soviet nuclear threat, political leaders 
are nonplussed b> the apparently rapid 
movements on the disarmament front And 
among the east European hardline states, 
there is a palpable wanness in responding 
not only to the Soviet fusillade of proposals 
towards denuclearising Europe, but to the 
new philosophy of 'glasnost' and all it en¬ 
tails The irons is that Gorbachev’s offers 
have largely echoed western demands, ampli 
fvmg and redefining their earlier responses 
The Soviet leader’s latest proposal has 
been an offer to scrap shorter range nuclear 
missiles in Europe—a demand, it might be 
recalled which was made as a counter-pro¬ 
posal to his earlier offer on Euro-missiles 
But that is not all-also included in the 
peace package are offers to destroy the ex¬ 
isting Soviet stocks of chemical weapons and 
the setting up of a nuclear free zone in 
Europe, an idea originally mooted by 
Czechoslovakia and East Geimany How 
serious is this almost unbelievable flexibility 
being shown by the Soviet Union’ 

There are indications that Gorbachev’s 
offers are not just an exercise in one . 
upmanship And they do not significantly 
jeopardise Soviet interests either As European 
observers point out, now the dismantling of 
short range warheads in Europe will accen¬ 
tuate NATO inferiority m conventional 
forces According to the International Insti¬ 
tute of Strategic Studies, Warsaw Ran forces 
have 46,610 battle tanks and 32 army divi¬ 
sions as compared to NATO’s 20,314 battle 


tanks and 16 army divisions Western Europe 
is worried not only because it cannot con 
ceivably escalate defence expenditure to the 
levels required to match the Warsaw Pact 
forces, but the growing peace movement has 
created an atmosphere which rules out such 
moves without a drastic change of approach 
to democratic functioning The other issue 
which must be exercising the minds of 
western leaders is the extent of delinking this 
will mean from the American security 
umbrella 

And a similar, question is no doubt worry¬ 
ing at least some of the east European states 
The original proposals for a nuclear-free 
zone were no doubt mooted on the secure 
foundation of the superiority of Warsaw 
Pact forces What would happen if a sub¬ 
sequent proposal were to emerge to whittle 
down conventional forces? In fact, it was 
rumoured at the time of Gorbachev’s visit 
to Prague, where incidentally he chose to put 
forward his newest proposals, that the Soviet 
Union might be considering the withdrawal 
of two out of f ivt divisions of Soviet troops 
from Czechoslovakia which would depress 
the levels of troops to the pre 1968 level 
Although this has not materialised, Gorbachev 
cannot be unaware of the apprehensions in 
western Europe and the nature of counter 
proposals which might emerge Nor is he 
likely to have overlooked the fact that any 
move on the Warsaw Pact forces will im¬ 
mediately bring into focus the Soviet Union’s 
relations with east European countries 
While the timing and venue of the latest 
Soviet proposals may or may not be signifi¬ 
cant, his hour long speech also touched 
upon the new policy of ‘glasnost’ within the 
Soviet Union, taking care to indicate that 
“no communist party has a monopoly on 
truth” and that other countries might deal 
with problems differently from the new ap¬ 
proach taken by the Soviet Union So far 
east European political leaderships have not 
been too enthusiastic about the indication 
of flexibility on the part of the Soviet 
Union—which is not at all surprising 
because adopting the Gorbachev kind of 
reforms may well portent political changes 
in these countries 

On balance it would seem that Europe 
may well have to come up with a new 
worldview with neither superpower playing 
an obvious role In fact, it may not be far 
wrong to state ihat the future of disarrna 
ment in Europe depends upon this 

Latin America 


Out More US Veto* 


JIM BAKFR, the US Treasury Secretary, 
threw a spanner in the works when he 
demanded of his Latin American neighbours 
that they agree to a US veto over the len 
ding policies of the Inter-American Develop 
ment Bank (IADB) Baker told the IADB 
annual meeting that it would be impossible 
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10 secure approval for increased US con¬ 
tribution to the bank until the current rules 
which allow a simple majority to decide on 
lending proposals are changed to decision 
by a 65 per cent majority 
The current rules give the countries of 
Latin America a total of 53 per cent of the 
votes in the IADB, whereas the US has 34 
per cent ‘ Our $ 9 billion increase in 
subscriptions alone would represent more 
than 70 per cent ot the IADB’s usable 
resources Vet right now Baker complained 
“the US is allowed to vote a share that is less 
than half the contribution percentage" 
While the dispute on whether or not to 
grant the US claim to veto on the bank’s len 
ding policies will h ive been resolved before 
the annual meeting ol IADB cone hides, the 
point not to overlook is that the US persists 
in demanding its pound of flesh regardless 
of the seriousness of the situation The 
IADB annual meeting was being held at a 
tune when (1) lADB’s own lending is declm 
ing (2) commercial banks’ net lending to 
Latin America is continuing to be substan 
daily negative, (3) there is an unending 
capital flight from the Latin American coun 
dies of a size never reached in the past, and 
(4) the countries of the region with large 
external debts have been finding it increas 
ingly hard to pay even the interest on their 
external debt As a consequence, country 
after country is being forced into a situation 
in which it has to suspend payment of 
interest Brazil, with an overhang of over 
S 100 billion out of the total external debt 
of $ 400 billion owed by Latin America, is 


the latest to put the world on notice that it 
was suspending payment of interest to com¬ 
mercial banks 

The US has chosen, quite short-sightedly 
though, precisely this occasion to gain an 
advantage—an advantage which, if it is con¬ 
ceded, will make decision-making in the 
regional bank altogether subset vient to US 
policies for all time to come. All indications 
are that the Latin Americans, unlike their 
counterparts in the Asian Development 
Bank who never dared to put up a fight 
against the combined onslaught of Japan 
and the US, are not going to give m easily 
to the US demand After all, in the current 
context when interest payments alone add 
up to close to S 40 billion annually, what 
does it matter whether or not the US agrees 
to put m an additional 5 9 billion in the 
regional bank spread over the next four 
years 9 So it is not unlikely that the US will 
come down from its high pedestal But the 
danger is that in the process the US might 
still be able to gain some ground and then 
wait for another occasion to go the whole 
hog for its objective of a veto 
The countries of the third world will be 
fooling themselves if they dismiss this 
episode as concerning only Latin America 
Tbmorrow the same problem may raise its 
ugly head in some other and wider forum 
After all, only last December did the US 
force on the United Nations a budget pro¬ 
cedure that gives it a sort of veto Of course, 
in this instance it shares the veto with the 
USSR, suggesting that the two are not averse 
to teaming up when it suits them 


BUSINESS 


Shaken Confidence 


THE stock market has, of late, been having 
a very uneasy time and the prevailing mood 
is one ol utter despondency The capital 
market too is in an awfully bad shape With 
the thick fog of political uncertainty all 
around, it is difficult to say when the pall 
of gloom will disappear Occasional rallies 
induced by some special considerations— 
reduction in the lending rates and the lower 
ing of the maximum interest payable on 
debentures and company deposits, good 
corporate reports—have had little effect on 
the general market sentiment The stock 
market which nevet really regained its 
equipoise after the nasty post budget fall 
took a deep plunge on April 16 on nervous 
selling attributed mainly to reports of 
massing of Chinese and Indian troops on 
the north eastern border raising apprehen 
sions of an armed conflict with China 
Equity price indices registered new lows for 
the year and the market moved further down 
on April 20 under pressure of light but 
persistent offerings 

On April 20, the Financial Express equity 


puce index for Bombay stood II 4 per cent 
below its pre budget high mark and the all 
India index was down by 12 I per cent All 
this came about despite the continuing ban 
on short sales imposed early in March and 
the rigorous margins A further fall of 6 9 
per cent in the Bombay index and 4 2 per 
cent in the all-India index will carry these 
indices to their early December lows when 
the prime minister Rajiv Gandhi deemed it 
necessary to urge the major financial mstitu 
tions to carry out ‘extended support opera 
tions" to extricate the market from the 
morass it had got into because of the failure 
on the part of the stock exchange authorities 
to contain speculation within manageable 
limits and help revive confidence in the 
capital market 

One can list a number of factors which 
can be said to have contributed to the slump 
in equity prices and the crisis of confidence 
in the capital market which is visibly 
reflected in the poor public response to new 
issues While the state of the stock market 
has a bearing on the state of the capital 


market, the link between the two is not all 
that strong as is generally made out One 
does not really have to bother much about 
the rise or fall in equity prices so long as this 
does not endanger the solvency and the 
liquidity of the market The state of the 
capital market is, however, of vital impor¬ 
tance For, it is not possible for the corporate 
sector to raise requisite funds if the capital 
market is depressed In a way, the state of 
the stock market as also of the capital 
market depends to a considerable extent on 
the overall performance of the corporate 
sector and industrial growth prospects Quite 
a few industries are currently suffering from 
demand recessjpn, reflecting creation of 
excess capacities and increasing distortions 
in the pattern of investment and inefficient 
deployment of funds 
For the present, however, all economic 
issues seem to have been relegated to the 
background The market sentiment is domi¬ 
nated almost entirely by the emerging 
political scenario The defeat of the Con 
gressfl) in West Bengal and Kerala is perhaps 
the least important aspect of the disturbing 
political scene The publication of the 
president's controversial letter to the prime 
minister and events leading to the resignation 
of V P Singh from the cabinet—the Fairfax 
issue raising the spectre of unearthing of 
huge funds illegally held by prominent 
individuals and firms and alleged kickbacks 
received by top Indian politicians and 
officials in defence deals (West German 
submarines and Swedish guns)—threaten to 
create an unprecedented political and con¬ 
stitutional crisis for the country In spite of 
denials by the Indian government, the 
Swedish state radio has stuck to its report 
about the multi million dollar kickback to 
the Congress(I) politicians and officials and 
it has also let it be known that it would soon 
come out with more details about the murky 
defence deal All this had made for great 
confusion in the public mind which is amply 
reflected in the prevailing mood of the 
market The general trading sentiment would 
also spem to have been adversely affected in 
no small way by the show-cause notice issued 
by the deputy customs collector, Bombay, to 
Reliance Industries Among other things, the 
notice “called upon the company to show 
cause why the entire PFY plant, including 
the four spinning machines which have been 
imported unauthonsedly, should not be con¬ 
fiscated under the Customs Act and why it 
should not be punished under the Act for 
mis declaration with regard to capacity and 
value of the plant and machinery" Since 
Reliance has played a significant role in 
spreading the cult of equity among investors 
and its shares are a market leader, the final 
outcome of the show-cause notice will be 
awaited with keen interest 
The stock market simply dreads political 
uncertainty With the political leadership 
coming under a cloud, the outlook for 
equities has been rendered quite uncertain 
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How long political developments will con¬ 
tinue to weigh on the market’s mind, it is 
difficult to predict The political factor 
apart, the behaviour of the stock market is 
likely to be influenced in no small measure 
by Rajiv Gandhi’s response to the numerous 
representations by the business community 
seeking suitable modifications in the pro 
posals relating to deduction of tax at source 
(Section 194 E) and minimum tax on book 
profits (Section 115 J) The prime minister’s 
reply to the budget debate is awaited with 
keen interest Yet another factor which can 
have an important bearing on the market is 
the nature of support extended by institu 
tional investors There is no dearth of investi 
ble funds with these institutions Factors 
influencing the performance of the capital 
market are of a different nature Quite a 
great deal will depend on the quality of pro 
jects seeking public support and the dis 
ciplme observed by institutions appraising 
these projects Far too many unscrupulous 
promoters have been encouraged to take 
investors for a ride through all kinds of 
devious practices Investor confidence has 
been rudely shaken as huge funds have got 
locked up in new issues which are difficult 
to sell even at substantial discounts 

Fertilisers 


Imported Glut 


THE fertiliser industry is facing serious pro¬ 
blems because of mounting inventories The 
continued high level of imports in the face 
of a significant step up in domestic produc 
tion and not so buoyant demand during the 
last two years have led to a situation of glut 
The total inventories held by the industry as 
on April 1,1987 were estimated at about 3 5 
million tonnes, more than double the coun¬ 
try’s buffer stock requirement of 1 5 million 
tonnes In fact the stocks have been con 
tinuously growing ovet the last two years 
About a year back the stocks were about 2 8 
million tonnes Since then they have in¬ 
creased further to reach a new peak of 3 5 
million tonnes because of over-optimistic 
demand forecasts and poor import planning 
lb ensure adequate supplies of fertilisers 
to farmers, imports were stepped up to an 
all-time high level of 3 63 million tonnes in 
1984-85 The domestic production in that 
year increased by 6 5 lakh tonnes to 51 81 
lakh tonnes However, against a target of 9 6 
million tonnes, fertiliser consumption m 

1984- 85 was only 8 2 million tonnes Against 
this background, the industry had pleaded 
for lower unports in 1985-86 But imports 
were maintained at 3 4 million tonnes in 

1985- 86 The domestic production in that 
year increased by another 5 8 lakh tonnes to 
5 74 million tonnes Consumption of ferti 
lisers in 1985-86 on the other hand, increased 
just by about 6 6 per cent to 8 74 million 
tonnes against the targeted increase of 15 per 


cent because of uneven monsoon and 
drought conditions in several states 

According to the latest available figures, 
total production of fertilisers during 1986-87 
registered a significant increase of 1 2 million 
tonnes at 6 95 million tonnes Though 
imports were curtailed to some extent, they 
have been estimated to be of the order of 
2 5 million tonnes In the prevailing circum 
stances of stagnating demand and large 
stocks, there was really no need to contract 
for large-scale imports during 1986-87 Not 
surprisingly stocks have mounted to a new 
peak This has increased the interest burden 
on the industry and created serious problems 
of liquidity Quite a few units have turned 
sick 

At present the capacity of farmers to 
absorb the supplies depend to a great extent 
on the monsoon Although fertiliser con¬ 
sumption increased from 5 26 million tonnes 
in 1979-80 to 8 74 million tonnes m 1985 86, 
maintaining high growth rates of con 
sumption in the coming years will become 
increasingly difficult since the prices of 
foodgrams and other agricultural products 
have not been rising in conformity with the 
rising inputs costs 

The demand for nitrogenous and phos 
phauc fertilisers has been projected to go up 
to 91 million tonnes and 3 0 million tonnes 
respectively at the end of the Seventh Plan 
In other words, the total demand for ferti 
lisers is projected at 12 million tonnes m 
1989-90 as against the actual consumption 
of 8 74 million tonnes in 1986-87 Going by 
the trend of the past two years this estimate 
is clearly on the higher side 

In this context, it should also be kept in 
mind that the subsidy burden has been 
rising from year to year Subsidy on the 
domestically produced fertilisers alone rose 
from Rs 1,700 crore in 1986 87 Ihking into 
account the subsidy on imported fertilisers 
the total subsidy burden in 1986-8 -7 amoun 
ted to nearly Rs 2,000 crore With the com¬ 
missioning of new fertiliser units, the subsidy 
burden m 1987-88 is expected to rise to 
Rs 2,500 crore and progressively it may 
touch a staggering level of Rs 4,000 crore in 
the terminal year of the Seventh Plan at the 
existing rates Against this background, 
some reduction in subsidy will become 
inevitable in the coming years which in turn 
will increase the cost to farmers and thus 
reduce the growth in demand 

There is an imperative need to improve the 
forecisting techniques and monitoring 
mechanism This will not only save the coun 
try huge amounts of foreign exchange outgo 
but will also ensure healthy growth of the 
domestic industry Foreign exchange outgo 
in fertiliser imports was Rs 1,435 crore m 
1984-85 and Rs 1,406 crore m 1985-86 Of 
course, the country will have to continue to 
import fertilisers throughout the Seventh 
Plan period and even beyond But it is 
necessary to plan for imports on the basis 
of realistic estimates of demand-supply gaps 


TWENTY YEARS AGO 

EPW, April 22, 1967 

lor ihe first lime since independence a 
part ol the country has been olliciallv 
declared famine stricken The drought m 
Bihar is now almost two crop years old and 
the precisely drafted requirements ol the 
hoary famine Code- that more than hall 
per cent of the population must have been 
on dole for over two months prices coil 
tinuously high and relief works attracting 
workers in large numbtis— have long been 
satisfied If anything can be more shock 
mg than the fate ot the people of Bihn it 
is the realisation how little it has touched 
the conscience of the country The central 
and state governments continue to play their 
game of passing the buck In December 
last when the central government pioposed 
a 12 5 per cent cut in the weekly ration all 
over the country so as to increase supplies 
to Bihar practically all the state govern 
merits affected protested [There isJ little 
hope that the concerted action necessary to 
rehabilitate the rural economy of Bihar as 
much as to tide over the coming months will 
be forthcoming 

* * * 

The credit squeeze imposed by the 
Reserve Bank on April 4 was bv the normal 
criteria, clearly necessary Credit had 
expanded by more than was warranted by 
the supply ol goods Vet more than two 
weeks aftci the squeeze became effective, 
prices of industrial raw materials, manutac 
lures, etc have not declined 1 he failure 
of the credit squeeze let us lace it, is that 
nobody believes that the squeeze or any 
other measure at the command of the 
Reserve Bank or the government can hold 
back prices Prices will rise - that is an act 
of faith with the Hade who arc capable of 
vindicating that faith by circumventing and 
surviving the squeeze 

• • * 

Maitin 1 ullui King the Nobel laureate, 
and Stoklcy C nmichael another Negro 
civil fights leader in the United States, have 
called on members of then race to refuse 
to seise as conscripts in the Vietnam war 

for Martin 1 uthcr King the need to keep 
the civil rights agitation not only on an even 
keel but const intis in the limelight is a 
social imperative As anvbody who has 
lived through the civil disobedience move 
men! in India s snuggle lor freedom will tell, 
it is nevci an easy task to keep up the morale 
of freedom fighters 

• * * 

It cannot be that South Africa lias sud 
dcnly become conscious ol the importance 
ol participating in international sports 
events and in the ciicumstances decided 
to relax its rules What is moie plausible is 
that since Vcrwocid s death last September 
there has been a gradual relaxation ot the 
political atmosphere with the milder men 
of the Cape coming more and more to ihe 
surface and insisting on a liberalisation ot 
South Alriea's views on the colour question 
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STATISTICS 


Variation (Per Cent) 


Index Numbers of Wholesale Prices 

Latest 

Over 

Over 

Over 





(1970-71 = 100) 

Weights 

Week 

Last 

Last 

March 

In 

In 

In 

in 



(4 4 87) 

Month 

Year 

28, 1987 

86-87 + + 

85 86 + + 

85 85 

83 84 

All Commodities 

1000 

379 3 

— 

49 

04 

54 

58 

71 

95 

Primary Articles 

417 

349 0 

-1 0 

50 

06 

57 

21 

48 

1110 

Food Articles 

298 

342 7 

21 

62 

03 

72 

79 

64 

13 5 

Non food Articles 

106 

324 0 

04 

17 0 

1 3 

67 

-103 

-2 3 

151 

Fuel, Power, Light and Lubricants 

RJ 

624 8 

01 

2 1 

— 

67 

119 

26 

76 

Manufactured Products 

499 

363 0 

08 

56 

03 

47 

72 

60 

87 






Variation (Per Cent) 



Cost of Living Index 


Latest 

Over 

Over 

Over 






Base 

Month 

Last 

liist 

March 

In 

In 

In 

In 




Month 

Year 

1986 

85 86 

84 85 

83-84 

82-83 

For Industrial Workeis 

1960 = 100 

686 2 

-03 

84 

75 

65 

64 

12 6 

78 

For Urban Non Manual Employees 

60 = 100 

625' 

05 

83 

70 

68 . 

8 1 

10 3 

80 

For Agricultural Labourers 

July 60 to 

573 1 

-10 

16 

32 

48 

02 

114 

52 


June 61 =■ 100 













Vanation Rs Crore (Per Cent in Brackets) 


Money and Banking 


Latest 

Over 

Over 

Over 






Unit 

Week 

Last 

Last 

March 

In 

In 

In 

In 



(27 3 87) 

Month 

Year 

28 1986 

85 86* 4 

84 85 * + 

83 84 

82-83 

Money Supply (M,) 

Rs Crore 

1,39 120 

2,072 

20 990 

20,990 

15.192 

16,058 

13,031 

10,115 




(1 5) 

(17 7) 

(17 7) 

(14 9) 

(18 7) 

(17 9) 

(16 1) 

Ncl Bank Credit to Government Sector 

Rs Crore 

71 286 

- 117 

12,764 

12,764 

9,579 

8,445 

5 757 

4,748 

Bank Credit to Commercial Sector 

Rs Crort 

91 641 

1 071 

9 789 

9,789 

9,745 

10,809 

8,830 

8,247 

Net Foreign Exchange Assets of Banking 

Sector Rs Crore 

4 663 

615 

1251 

1 251 

299 

1467 

-104 

977 

Deposit ol Scheduled Commercial Banks 

Rs Crore 

1 02,127 

1 196 

16 723 

16 723 

12,475 

11 648 

8,550 

7,299 




(12) 

(19 6) 

(19 6) 

(17 3) 

(19 2) 

(16 4) 

(16 6) 

Foreign Fvchange Assets** 

Rs C rare 

7 618 

615 

604 

604 

51 

1 271 

1.190 

758 







(0 8) 

(21 3) 

(24 9) 

(18 8) 

Index Numbers of Industrial 

Weights 

latest 

Average of 






Production 


Month 

Months* 


Variation (Per Cent) 


(1970 - 100) 





“ In — 

In 

In 

In 

In 




1986 

1985 

1986’ ' 

1985 4 4 

(984 

1983 

1982 

General Index 

10000 

222 0 10 

217 5 

204 4 

6 1 

64 

66 

42 

45 

Basic Industries 

33 23 

288 7 10 

272 6 

250 9 

7 7 

87 

10 8 

5 5 

80 

Capital Goods Industries 

14 98 

215 l'° 

2110 

224 1 

24 

1 1 

66 

5 3 

-09 

Intermediate Goods Industries 

2133 

187 1 10 

187 7 

179 2 

60 

47 

6 1 

68 

19 

Consumer Goods Industries 

30 46 

174 4 10 

171 1 

161 9 

5 3 

69 

26 

06 

58 

Durable Goods 

3 8) 

303 1 10 

286 7 

246 3 

14 0 

174 

17 8 

1 0 

36 

Non Durable Goods 

26 65 

156 O 10 

156 9 

150 1 

14 

4 5 

02 

05 

65 

Foreign Iradt 

Unit 

Latest 

Cumulative lor* 








Month 










(ian 87) 

1986 87 4 

1985 86' 

1985 86 

1984 85 

1983 84 

1982 83 

1981-82 

Exports 

Rs C rore 

1,015 

10.075 

9 058 

10 420 

11 855 

9,872 

8 908 

7,803 






( 12 1) 

(20 0) 

(10 8) 

(14 2) 

(16 3) 

Imports 

Rs Crore 

1,686 

15,910 

16 674 

18,371 

17 173 

15,763 

14,356 

13,671 






(7 0) 

(8 9) 

(9 8) 

(5 0) 

(9 2) 

Balances of Trade 

Rs Crore 

671 

5,835 

7 616 

-7 951 

5 318 

-5,891 

5,448 

-5,868 

Employ men! Ext hunge Statistics 

Unil 

Latest 

Cumulative for* 








Month 










(Nov 86) 

1986 

1985 

1985 

1984 

1983 

1982 

1981 

Number ol Applicants on I ive Registers 

Thousand 

29 853 

29,853 

26 114 

26,270 

24,861 

23,034 

19,753 

17,838 

(as at end of period) 





(5 7) 

(7 9) 

(16 6) 

(10 7) 

(8 3) 

Number of Rcgistranons 

Thousand 

341 

5,038 

5 364 

5,766 

6 220 

6,756 

5 862 

6,277 






(-73) 

(- 8 0) 

(15 3) 

(-6 6) 

(2 0) 

Number of Vacancies Notified 

Thousand 

50 

556 

629 

657 

707 

827 

820 

893 






(-71) 

(-15 5) 

(0 9) 

(-8 4) 

(6 6) 

Number of Placements 

7 housand 

23 

326 

349 

373 

407 

486 

474 

505 






(-8 4) 

(- 16 3) 

(2 5) 

(-61) 

(5 2) 

Income 

Unit ! 

1985-86* 4 

1984-85*’ 

1983 84 

1982 83 

1981-82 

1980 81 

1979 80 

1978-79 

Gross Domestic Product (Current Prices) 

Rs crore 

2,15,024 

1,90,888 

1,72,704 

1,45,565 

1,30,583 

1,14,021 

95,474 

87,326 

Gross Domestic Product (1970 71 Prices) 

Rs crore 

64,988 

61,838 

59,341 

55,032 

$3,168 

50,736 

47,138 

49,633 

Per Capita Income (1970 71 Prices) 

Rupees 

798 

775 

764 

721 

715 

700 

664 

717 


* for current year uplo latest month for which data are available and for corresponding period of last year 

** Excluding gold and SDRs 
4 Upto latest month for which data are available 
+ + Provisional data 

Notes. (1) Superscript numeral denotes month to which figure relates, e g, superscript 1 indicates that the figure is for January and so on 
(2) Figures in brackets denote percentage variation over previous period 
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April 25, 19811 


Calcutta Diary 


CALCUTTA is somewhat of a backwater 
The news happens, a thousand kilometers 
away, in the nation’s capital Throughout 
April, the news from New Delhi has had a 
consistent murkiness those who are in com¬ 
mand of this polity have reached, or are 
about to reach, the very lowest depths, those 
who live by corruption are dying by it The 
story breaks bit by bit, with a murky con¬ 
sistency, every day From the backwaters of 
Calcutta, one reads and listens about the 
unfolding events A cloud of listlessness 
descends Was this the denouement the 
nation was waiting for, was this, was this the 
face that launched a thousand ships 7 

Another tiding from the nation’s capital 
has a different import In the midst of the 
concealments and the alarums and the red 
herrings, a saga reaches its culmination in 
New Delhi Raj Thapar who, for more than 
a year, was Fighting the battle against 
spreading cancer, had, for day after day, 
endured without demur the intense physical 
suffering, has finally been made to yield 
During the past months, by the manner she 
kept up the struggle^ she tesufied to the near- 
infinite limit of human courage, she mocked 
at the apparition of death, asked it not to 
be proud, made a non-entity of its sting But 
now it was April, the cruel month, and 
things were falling apart in the nation’s 
capital As the stones broke, the grisly 
stories, in serried disarray, perhaps it was 
much too much for her emaciated frame, she 
chose to fade away 

Does one mourn when a part of oneself 
says adieu 7 Memories are unshackled, and 
these are memories of shared cherishmgs 
and shared endeavours It is forty years since 
independence, a full four decades from 
the halcyon forties when thousands and 
thousands of young people, in Lahore and 
Bombay and Madras and Delhi and Nagpur 
and Calcutta and elsewhere, were poised on 
the threshold of history, history, they 
decided, logically and legitimately, was their 
creation The rainbow of their dream, they 
convinced themselves, was about to land on 
earth, the millenium, they assured them¬ 
selves, was a-coming, Indians were soon 
going to be a free people, henceforth, India 
would be the kingdom of the hitherto 
neglected and dispossessed, henceforth, 
India would be a perfect communion of the 
home and the world, cultures would com¬ 
mingle, opportunities would flow, evenly, 
toward all directions Those young people 
walked on wings, the rainbow of their dream 
was within their grasp Those young people 
were in no doubt of the destiny they were 
walking into, that destiny was putty clay in 
their hands, for they made it 

Raj Thapar was one of those young 
people forty yean ago who thought that, 


AM 

henceforth, the world would belong to them, 
because the India the imperialists were 
scampering away from belonged to them 
Many of these young men and women came 
through the mill of the fledgling students’ 
federation Their eyes would light up at the 
sight of the red flag It was their particular 
pnde that they were integrated with the com¬ 
munist party, were flesh of its flesh, the 
revolution was round the corner, it was 
waiting for them, much in the manner of a 
lover waiting for his beloved Faith, these 
young ones knew, could move mountains, 
by their idealism and dedication, they were 
going to transform India, they would do so 
by their intense creativity They branched out 
in several directions some of them left for 
the countryside to organise the peasantry, 
some devoted themselves to trade union 
work in factories and plants, some others to 
the railways and docks and mercantile 
offices, a few drifted to journalism, another 
lot to academic pursuits, yet others to the 
arts, including painting and music and 
theatre and films It did not really matter 
which field they chose, they had a common 
focal point, for each of them was a com¬ 
batant, an activist, they had commitment to 
themselves, and a greater commitment to the 
movement—and the nation 

That was the age ot innocence. The young 
ones took pride m being part of the people’s 
brigade, the communist party was the 
beacon None had heard of commission 
agents in that age, the obscenity Bombay’s 
Nariman Point is would have been beyond 
the ken of their comprehension Rather, the 
flurry of emotions whirled round the 
heroism of the naval ratings whom the 
national leadership had left m the lurch 
Already, a magnificent legend of collective 
heroism was in the making amongst the 
masses m Telengana, Kishen Chander and 
Manik Bandyopadhyay were writing some 
explosive stones about the wretched ot the 
earth who would emerge as conquering 
heroes following the revolution, both 
intellect and talent were placed at the 
disposal of the party and the people, even 
the eccentric Harmdranath Chattopadhyay 
had been contaminated, he was bent upon 
committing his own kind of mischief so as 
to serve the cause The famine in Bengal had 
revealed several things together the cynicism 
of imperialism, the avarice of your home¬ 
bred exploiters, and yet, at the same time, 
the indomitable courage of men and women 
who dared to chart a new beginning beyond 
famine and deaths The impending partition 
of the country would wound and hurt, but 
even if separated into two nations, the young 
people would have a common dream a 
country exists for its people, not the other 
way round, so the struggle on either side of 


the partitioned land must continue to con¬ 
centrate on liberating the masses from the 
shackles of feudalism and medievalism The 
young people must be with the people, their 
creative urges must be fine-tuned to serve the 
people’s cause, it did not matter if the rest 
be silence 

Four decades is a long span In the course 
of these forty years, many of these young 
ones stayed the whole stretch with the com¬ 
munist party Others have drifted away, some 
for specific reasons, some others victims of 
the attrition of timt A few—very few— 
discarded political economy for commerce. 
Raj Thapar moved some distance, and yet, 
every tune one met her, it was home-coming, 
a home-coming into the passion which a 
starry-eyed romantic youth, all dedication to 
the communist party, was trapped into in the 
distant forties We were once m it together, 
her persona would seem to say, and, by that 
very fact, we remain m it together, whatever 
our current formal affiliation, or the lack 
of it To be next to her was to return, each 
time, to the camaraderie of the commune^ 
to the thrill of wnting posters together, to 
the excitement ol acting as a courier, to the 
grit needed to run an underground press, to 
the excruciating sweetness of giving and 
receiving and sharing During these forty 
years, one has crossed many bridges of sighs, 
experienced many false beginnings and 
endured many humiliating half-endings But 
on every occasion one met Raj Thapar, it 
was again spring and sunshine She had a 
way of dealing with disappointments, she 
would cheer herself up, and the company 
alongside too In many circles, the genre of 
dreams one dreamt in the forties is now the 
staple of guffaws Altogether undeterred, 
Raj Thapar would sail through such guffaws 
She had not outlived the dream, while she 
might have grown out of some of its parts, 
she had also grown through them Not for 
a moment therefore would sht deviate from 
either consistency or composure How dare 
anyone insinuate that what we cherished 
forty years ago was a sham and a fraud, we 
are the legatees of that passion, we are what 
we are on account of that passion Because 
of the stress ol time, because of the pressure 
of externalities, our relative position might 
be somewhat at variance with what it was 
when we would hawk the party paper on the 
pavements of Bombav or Delhi or Calcutta, 
does it however matter are not we basically 
what we were four decades ago, dreamers, 
not dreamers qua dreamers, but dreamers 
who are committed activists combatants, is 
not that the lesson we imbibed from the 
movement, our current relative placement is 
an irrelevance, this nation, despite its 
apparent infirmities, still belongs to us, it is 
for us, to mould it, to slap it into shape, to 
reach it where it must be reached, the safe 
custody of the people who, in the ultimate 
analysis, are the true progenitors of history, 
is it not history which we are pledged to 
create 7 
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So she would trot from activity to activity, 
from project to scheme, a cheerfulness would 
radiate from her core, and infect you She 
would dream, but she had a Punjabi eye for 
detail, her thoroughness would overwhelm 
you A thoroughness delicately balanced 
with a rare thoughtfulness to each person 
who would visit her she would be equally 
devastatingly considerate Again, was it not 
that early training within the fold which 
showed up here, there would be no devia 
tion from principles, but firmness would be 
intermeshtd with charm, and charm would 
be the surrogate for firmness The policy of 
the principle is supreme, but we owe it to the 
cause to convince the others and carry with 
us the largest possible measure of support, 
so gestures which do not compromise the 
principle are in order control your irritation 
and impatience it is a messy world it is 
infested by people who are not like you and 
me, because we want to change this world, 
because we want to transform these people. 


AHMLD4BAD MANUFACTURING 
AND CALICO PRINTING COMPANY, 
popularly known as ( alico Mills, has suf¬ 
fered a fresh trading loss of Rs 6 02 erore 
as against Rs 8 51 crore in the previous year 
following increase in sales from Rs 52 53 
crore to Rs 55 76 crore After depreciation, 
there is a net loss of Rs 7 53 crore (Rs 1018 
crore) Wnth this the accumulated deficit 
mounted upto Rs 23 74 crore The directors 
lament that the company poised for full and 
profitable utilisation of its productive 
capacity even in 1984-85, provided adequate 
working finance had been available in time. 
Due to procedural delays in tying up work 
ing capital, the year ended with heavy losses 
on account of substantial underutilisation 
of plant capacity The company had thus to 
start 1985-86 in great distress Even this posi 
tion would have been reversed, had the 
benefits under the rehabilitation package 
approved by the consortium of financial 
institutions and banks in October 1985, been 
made available to the company But this was 
delayed pending a decision by the union 
ministry pf finance on the strong recommen¬ 
dation made by the consortium and the 
government of Gujarat to grant deferment 
of the balance amount of Rs 5 6 crore 
towards excise duty liability of the company 
for 1981 to 1983 following court decisions 
made applicable retroactively to manufac 
tunng industries throughout India, as such 
accommodation had already been granted 
to several other textile mills of Gujarat In 
April 1986, productive activity further 
declined falling below 25 per cent with over 


we must learn how to be long-suffering, we 
must learn to keep still m order that we 
might learn to move fast 
Such was Raj Thapar, and now she is 
gone She kept her faith fill the very end She 
never gave up the fight, either for herself or 
for what she believed in Will her India, the 
India she loved, the India she loved to dream 
about, reciprocate, will she keep her faith 9 
One honestly docs not know, the atmosphere 
reeks not just of gunpowder, but of decay 
and betrayal too Will Raj’s India be able to 
cope with it, and proudly come through 7 
If Raj Thapar were around, she would, 
invariably cheer one up But she is not 
around, one of those thousands of young 
people who, forty-odd years ago, aglow with 
hope and commitment, took a pledge to 
capture the rainbow of a dream, has now 
faded away In due course, her infinite charm 
would be rendered into a bare memory 
There is a wrench in the heart which is 
beyond assuaging 


3,500 workers being laid off day after day 
leading to considerable labour tension Pro 
gress on completing the polyester fibre ex¬ 
pansion project was also held up because of 
the non release of funds from the project 
loan of Rs 15 crore already approved by the 
financial institutions, although all imported 
equipment had been received in May 1984 
The government of Gujarat, supported by 
the union textile ministry, took the initiative 
to prevail upon the banks to provide interim 
relief funds of Rs 5 88 crore for working 
capital against the state government's 
guarantee on May 15, 1986 With this, pro¬ 
ductive activity rapidly improved to over 85 
per cent with most of the workers back on 
work within six weeks following the release 
of interim funds Production of the polyester 
fibre division was also higher during the last 
quarter of the year compared to the first 
three quarters, bringing the production for 
1985-86 to 5,127 tonnes as compared to 3,054 
tonnes in the previous year Excise duty con 
cession and more favourable trading con¬ 
ditions were additional factors that con¬ 
tributed to turning the operating loss into 
a profit The time upto June 1986, however, 
was too short to make up for the lost 
ground The revised rehabilitation package 
was approved by the consortium with the 
active participation of the state government 
on August 1 last and October 1, 1986 was 
fixed as the cut off date for granting benefits 
which include working capital term loan 
(Rs 13 72 crore) and term loans (Rs 1004 
crore) This is m addition to polyester fibre 
expansion project rupee loan of Rs 15 crore. 


Other ingredients of the package include 
concessional rate of interest on loans, institu¬ 
tional and bank interest falling due upto 
June 1987, deferred for payment between 
1987 and 1989, rescheduling of institutional 
loans with instalment repayments starting 
from 1989 upto 1993, scheme for redemption 
of bonds and payment of interest on bonds 
and debentures, deferment of sales tax pur 
chase tax and electricity duty for 5 years, 
exemption from power-cut Meanwhile, the 
company has already disinvested unproduc 
tive assets of over Rs 10 crore as a part of 
the financial scheme for rehabilitation and 
polyester fibre expansion This included 
surrender of vaegnt land to the state govern 
ment under the soft loan scheme The direc¬ 
tors say that during the short period of four 
months from June to September last, when 
the interim relief funds were available, the 
company has fulfilled the protections set by 
the consortium 

HINDUSTAN SUGAR MILLS has man.n 
tamed dividend at 18 per cent on the capital 
enlarged by a bonus issue in the ratio of 1 4, 
although the working results show a setback 
Gross profit has declined from Rs 12 09 
crore to Rs 10 81 crore following a turnover 
of Rs 62 44 crore against 69 58 crore Net 
profit is Rs 4 05 crore compared to Rs 5 18 
crore in the previous year The increased 
distribution however, is still covered 4 01 
times by earnings as against 6 40 times 
previously During the year, the company 
crushed 8,98,174 tonnes of sugarcane against 
7,63,940 tonnes in the previous year and pro¬ 
duced 91,521 tonnes of sugar against 76,573 
tonnes with an average recovery of 10 22 per 
cent against 10 42 per cent The distillery 
produced 6,446 kilolitres of industrial 
alcohol as against 13,124 kilolitres previous 
ly Clinker production at the cement factory 
declined from 3,63,400 tonnes to 3,54,350 
tonnes and output of cement from 4,33,005 
tonnes to 4,30,025 tonnes A sugar factory 
co-operative sector having capacity of 1,250 
tonne; cane per day commenced operation 
at Sampoomanagar in the cane supply zone 
of Gola-Paha sugar factories which are 
owned by the company and its subsidiary 
This meant a loss of about I 8 lakh tonnes 
of cane to Gola sugar factory With the 
co-operation extended by the sugarcane 
growers, however, it has been possible not 
only to fill up this gap but further increase 
the cane crush of the Gola factory For the 
first time in the history of industrial licens¬ 
ing in India, concept of minimum capacity 
for purposes of licensing has been adopted 
to ensure economic scales of operation For 
sugar, minimum licensed capacity has been 
revised to 2^500 tonnes expendable to 3,500 
tonnes from 2,000 and 3,000 tonnes per day 
This, the directors feel, will go a long way 
In preventing mushroom growth of small 
uneconomic sugar factories and will be a 
factor for creating stability in the industry 


COMPANIES 

Textiles in Distress 

Hansavivek 
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company's distillery was due to very low 
offtake. Heavy duties laid down by the UP 
government on export of alcohol outside the 
state have prevented buyers from other states 
to draw alcohol from UP In regard to 
cement, the directors say that the government 
appears to have overlooked its assurance that 
levy prices will be revised periodically to 
ensure 12 per cent post tax return to the 
industry on its own funds, based on the debt 
equity ratio of 2 1 in respect of capital 
investment As part of the modernisation 
programme undertaken by the cement factory 
at Bajajnagar near Udaipur at an estimated 
capital cost of Rs 43 5 crore, which on com 
pletion will increase its capacity from iht 
present 4 lakh tonnes to 8 lakh tonnes per 
year, precalunators had been ordered to be 
installed in both the kilns Precalcinator has 
been installed in one kiln and is expected to 
be commissioned soon This will increase the 
production capacity of the cement factory 
during the interim period from 4 lakh tonnes 
to 5 5 lakh tonnes per year Benefit of this 
increase in capacity will be available to the 
tactoiy for seven months during the current 
accounting year This should help in initigat 
ing to some extent the adverse effect of con 
tinuous increase in costs of inputs which art 
beyond the management’s control Tht entire 
modernisation programme is now expected 
to be completed by end of December 1987 
Tht Wnk s Companit s 


In Rajasthan, severe power cuts continue, 
Due to captive diesel sets, loss of produc¬ 
tion has been minimised Negotiations are 
now going on with Rajasthan State Electri¬ 
city Board that they may borrow surplus 
electricity from other states and supply the 
same to Rajasthan cement industry This 
method has already been adopted m 
Karnataka The increased cost of such 
borrowed electricity is met by government 
releasing additional free sales cement on the 
merits of the case 

KOTHARI INDUSTRIAL CORPORA 
TION has fared very poorly for the year 
ended June 1986 The company has shown 
a gross profit of only Rs 82 lakh against 
Rs 309 lakh tn the previous year in spite of 
a higher turnover of Rs 67 22 crore against 
Rs 64 86 crore After necessary provisions, 
there is a net loss of Rs 342 lakh compared 
to a net profit of Rs 299 lakh previously 
Equity dividend, which was last paid at 12 
per cent, is being skipped for the second year 
in a row A year ago, it was felt that the 
performance of the plantation, chemical and 
textile divisions would improve but these 
divisions have suffered severely in 1985 86 
due to a variety of reasons D C kothari. 
Chairman, observes that tn the past divtrsi 
ficd activities of the company surved it wtll 
bv a better performing division balancing 
the poor performance of another Un 

(Rs Lakh) 



( aliso 

Hindustan Sii^ar 

kothari Indusines 


tales! Year 

Lasi Year 

laiesi Year 

1 isl Year 

1 itrM Year Last Ycai 


10 6 86 

10 6 85 

11 7 86 

31 7 85 

in 6 86 

10 6 85 

Paid up t apnal 

1186 

1386 

565 

453 

755 

755 

Reserves 

2274 

2748 

1720 

1208 

5297 

5798 

Borrowings 

7766 

7050 

1351 

1317 

4847 

4988 

oj whuh lerm borrowings 

2950 

2713 

768 

879 

2101 

2510 

Gross fixed assets 

6530 

5733 

4541 

4347 

11779 

11618 

Net fixed asseis 

5049 

5466 

2065 

1703 

9244 

9776 

Investments 

68 

68 

76 

76 

39 

39 

( urrem liabilities 

2946 

3716 

2843 

2261 

1178 

1186 

Cuirent assets 

6965 

7849 

4325 

3446 

2739 

2854 

Stoeks 

1795 

2412 

2657 

1987 

1110 

1157 

Book debts 

3143 

3379 

308 

163 

837 

728 

Net sales 

5576 

5235 

6244 

6958 

6722 

6486 

Olher income 

182 

219 

too 

130 

310 

409 

Raw material costs 

2204 

1944 

2493 

1894 

2336 

2631 

Wages 

1208 

1294 

525 

495 

1082 

999 

Interest 

798 

754 

282 

389 

428 

353 

Gross prolil (4 )/Ioss ( - ) 

-602 

-853 

1081 

1209 

82 

309 

Depreciation provision 

151 

165 

356 

441 

359 


Thx provision 

- 

— 

320 

250 

65 

50 

Net profit (4)/ loss ( ) 

-753 

1018 

405 

518 

342 

259 

Investment allowance reserve 

— 

— 

39 

17! 

— 

290 

Transfer to reserves 

— 

— 

265 

266 

-- 

- 

Dividend 







Amount P 

— 

— 

0 36 

0 36 

— 

- 

E 

— 

— 

101 

81 

— 

— 

Rate (per tern) P 

— 

— 

7 14 

7 14 

— 

— 

k 

- 

— 

18 

18 

— 

— 

Cover (limes) 

— 

— 

4 01 

6 40 

- 

— 

Ratios (per cent) 







Gross profit/sales 

— 

_ 

17 31 

17 23 

1 22 

4 7o 

Net profit/capital employed 

— 

— 

17 72 

31 18 

— 

8 89 

Inventories/sales 

3219 

46 07 

42 55 

28 53 

16 51 

17 83 

Wages/sales 

2167 

24 71 

8 41 

7 11 

1609 

15 40 


17 months 


fortunately, 1985-86 was year of bad patch 
for all the three divisions, which taken 
together costitute almost 85 per cent of the 
company’s activities and sales Commenting 
on the current year, Kothari expects the com 
pany to do better than the last year He says, 
there is an improvement m the textile divi¬ 
sion, tea prices are better than last year and 
the fertiliser division is expected to increase 
its production and also profitability Though 
tea production in the first half of the year 
has been less than the corresponding period 
of last year, the management hopes to make 
up this shortfall in the second halt and reach 
30 lakh kg for 1986-87 


In the Capital Market 


Shiva Suitiags is making a‘rights’ issue of 
6 25 lakh equity shares of Rs 10 each and 
one lakh 14 per cent secured convertible 
debentures of Rs 200 each both at par to 
meet a part of the finance required for its 
expansion and diversification project esti¬ 
mated to cost Rs 370 lakh The company is 
doubling its processing capacity to 240 lakh 
mures per annum and also setting up a 
yain/fibre dyeing plant with a capacity of 
360 tonnes per annum I he Tights’ shares 
are being offered in the ratio of I equity 
share for every 2 shares held, and convertible 
debentures in the ratio of 8 debentures for 
every 100 shares held—50 per cent of each 
debenture will be converted into 10 equity 
shares of Rs 10 each at par on expiry of 
6 months from the date of allotment The 
company expects to achieve a turnover of 
Rs 6 crore in the year ending June 1987 and 
step it up to Rs 12 crore in 1987-88 and to 
Rs 15 crore in 1988 89 On this basis, it 
should be able to earn gross profits of Rs HO 
lakh Rs 150 lakh and Rs 200 lakh, rcspec 
lively, in these 3 years and pay fair dividends 
to the shareholders The issue is being 
managed by V B Desai Financial Services, 
Bank of Credit and Commerce International 
(Overeas) and Bank of Baroda The ad¬ 
visors to the issue are Network Financial 
Consultants 

Bharat Berg, promoted bv K C Agrawal in 
association with PICUP, is setting up a 
Rs 16 19 crore project at Malwan tn the no- 
mdustry district of Fatehpur in UP for 
manufacture of 35,000 tonnes per annum of 
galvanised plain, corrugated, and profiled 
sheets in thin gauges which are at present 
imported The plant is being set up in techru 
cal collaboration with Berg engineering 
through Berg AG/SA of Switzerland which 
is also investing Rs 37 lakh in the Indian 
company The technology is cost effective in 
view of lower power, fuel and water con¬ 
sumption The company s products will con 
form to international specifications and it 
will also have ‘cut to length’ facility as well 
as facility for manuiacture of special pro 
filed sheets The company is making an issue 
of 27 80 lakh equity shares of Rs 10 each 
at par on May 4 to raise a part of the finance 
required for the project The issue for NRIs 
opened on April 18 
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BIHAR 


A Lost Cause? 

Arvind N Da» 


IN March 1987 the modern state of Bihar 
turned seventy-live vears old The scale of 
celebration ol the tvenl was nowhere near 
the elaborate programme on the occasion of 
the Maharashtra rajyotsava 01 the silver 
jubilees of Haiyana and Himachal Pradesh 
or even the golden jubilee of humble Orissa 
In tact, the government of Bihar seemed to 
have let the occasion go by unnoticed and 
not mote than a handful of people were at 
feeted by the momentous historical event A 
group of concerned citizens of Bihar did 
observe tht occasion by honouring ‘eminent 
Bihans' ranging from the madhubani folk 
artist Sita Devi to the sarkan economic pun¬ 
dit l h. Iha, from the ageing radical poet 
Nagarjuna to the film star Shatughna Sinha, 
by presenting them mementoes recalling the 
historical glory and aesthetic traditions of 
Bihar Ironically, the souvenir was a replica 
of the famous Didarganj Yakshi, perhaps the 
oldest life-sire sculpture of tht human form 
found in India to date the same priceless 
sculpture which was damaged during the 
Festival of India tht vovernment of India s 
cavalier attempt to win friends and influence 
people m land* afar Alter the damage to 
the original statue, it was decided to keep 
it in the National Museum in New Delhi 
ralher than return it to the Patna Museum 
where it had bttn housed for decades 
India's ephemeral gain duung the festivals 
abioad became Bihar's permanent loss 
Perhaps the case of the damaged 
Didarganj Yakshi best symbolises the situa¬ 
tion ol Bihar in today s India Bihar is no 
longer perceived as a vital organ but merely 
as an inflamed appendix a drag on the ef 
fluent functioning of the body politic The 
best the state had to offer has been taken 
out of it and it has to satisfy with mere 
rtpheas to its past glory 
Whatever be tht significance of the sym¬ 
bolism, the substance however is that Bihar 
is still vital for the icst of India It produces 
for its newspapers interesting horror stones 
of murder and mayhem, for its academics 
delightful puz/elv of caste and class of un¬ 
tangling semi feudalism from capitalism, for 
its mdustnes essential minerals and metals, 
for its polity no less than one-tenth of able 
bodied Lok Sabha members for its economy 
it produces hard working labourers, clever 
bureaucrats, learned professors and strong 
but stupid policemen The system can do 
with more of all of these. But it is a one- 
wav trade as far as Bihar is concerned 
Much has been written about the contn 
button of the innovative northern Indian 
peasantry in bringing about the green revolu¬ 
tion which has produced embarrassingly 
large buffer stocks of foodgrams m India as 
a whole, but only occasional mention is 
made of semi-starved, bonded Bihan 
labourers' tod in fields more than a thou¬ 


sand kilometres away from home m the pro¬ 
cess of increasing agricultural production 
The stray figures that are available indicate 
that no less than six lakh labourers stream 
out of Bihar every year to work in the fields 
of Punjab, Haryana and Uttar Pradesh 
Studies carried out in Punjab show that the 
green revolution would undoubtedly aquire 
tinges of brown were if not for these 
miserable bhaiyas And yet, Bihar itself has 
little to show for this massive migration of 
labour 

Several important questions can arise 
from this one single fact For one, what hap¬ 
pens to the money Bihan migrants earn 7 It 
is fairly well known that Bihan agricultural 
labourers m northern India are paid about 
half of what local labour commands as its 
price The Bihan workers in Bengal’s jute 
mills, khoota rickshaw r pullers in Calcutta 
and elsewhere and bhaiya labourers on con 
struction sues in the north eastern and far 
northern slates and in Noida and other in 
dustrial suburbs are also no great wage 
earners But their number is legion an 
estimated twenty-eight lakh people from 
Bihar work outside the state In some cases 
like Saran district, this outmigration, which 
is largely of adult males, creates severe 
demographic sex disproportions ncvtrthe 
less, the very character of the migration also 
ensures that the migrants keep their ties with 
thur villages, returning there when they are 
unemployed or ailing or even on family oc¬ 
casions and festivals Now, assuming that 
each one of the lakhs of temporal y migrants 
Irom Bihar is able to save and bring back 
or remit even a thousand rupees every year, 
living a sub-human existence in the place of 
work, the total amount being pumped into 
the economy of Bihar is a staggering sum 
of more than Rs 250 crore per annum' This 
amount compares with the remittances sent 
by the NRI Punjabis or with those by ‘Gulf 
Malayalis', but while those have transformed 
the faces of Punjab and Kerala, the amounts 
poured into Bihar by its labouring poor have 
gone into a bottomless pit and there is little 
to show for their efforts The answer to this 
is simply that such earnings have gone 
merely to meet the consumption needs of 
chronically deficit, poverty-stricken people 
in Bihar and no capital-accumulation has 
taken place 

A related question which arises is about 
the stagnation of Bihar's own economy, par¬ 
ticularly its agrarian sector, given the vast 
store of technology embodied m its labourers 
who have experienced 'progressive farming’ 
in Punjab and elsewhere. For some years 
now, there have been reports about increases 
in agricultural productivity and phenomenal 
wheat yield in post-Operation Barga West 
Bengal Why is it then that the green revolu¬ 
tion has stopped on the western bank of the 


Gandak and the eastern bank of the 
Mahananda? 

We will not discuss here once again the 
oft-repeated issue of overdue land reforms, 
taking the arguments in that regard to have 
been placed on the table of public opinion 
and assumed to have been read Certainly 
land reforms are at the heart of Bihar’s 
backwardness, but other issues too have 
played their contributory parts. A major fac¬ 
tor in this context is limited irrigation and 
public investment in it And in this respect, 
both in terms of initiative of the union 
government and performance of the state 
establishment, Biljar has been short-changed 
Pradhan H PrasatJ of the A N Sinha In¬ 
stitute of Social Studies, Patna, has worked 
out that against the fact of 81 per cent of 
Punjab’s ‘net area sown’ being irrigated, only 
about 35 per cent of Bihar’s ’net area sown' 
is irngaml Even the intensity of irrigation 
is higher for Punjab than for Bihar Prasad 
has concluded from these statistics that 
whereas irrigation m Punjab is ‘productive?, 
in Bihar it is, at best, merely ‘protective 1 
Rural power supply and irrigation go hand 
in hand m modem agriculture, but it is clear 
that in respect of creation of both these in¬ 
frastructural facilities, Bihar was made to lag 
behind Punjab as a direct result of the 
development policy followed by the union 
government In terms of irrigation and 
power, the biggest multipurpose project, 
Bhakra Nangal, the temple of modern India 
as it was described by Nehru, was located 
in Punjab Its benefits, including output and 
income multiplier effects, were fairly loca¬ 
lised This initial boost and subsequent ir¬ 
rigation planning under the various five-year 
plans provided irrigation to an additional 52 
per cent of Punjab’s cultivated area In the 
case of Bihar, however, because of lukewarm 
support from the union government and its 
Planning Commission and the incompetence 
of the Bihar government in pressing its case; 
the state could not add irrigation to more 
than 17 per cent of its cultivated area While 
Punjab grew, Bihar stagnated And this was 
compounded by the fact that even where 
some provision for irrigation and power was 
made in Bihar, either because maintenance 
was poor on account of limited and hapha¬ 
zard non-plan expenditure and a variety of 
technical, ecological, social and economic 
factors which have been highlighted by 
numerous researchers, the potentials created 
have remained largely unutilised 
Neither have Bihar’s other produce and 
natural endowments resulted in the state get¬ 
ting greater benefits It is true that Bihar has 
immense mineral resources and it is also true 
that the state has received a significant share 
of central public investment particularly in 
the coal and* steel sectors But again, 
economists like Prasad have concluded that 
a close analysis shows that the benefits of 
these investments accrued to states other 
than Bihar “Because these investments were 
of high capital intensive nature, direct 
employment generation in Bihar was low 
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Msrtafr#; became of freight equalisation 
pnce policies followed in the case of coal ami 
steel, the benefits m terms of income and 
employment multipliers were derived by the 
different states mainly in proportion to their 
levels of (secondary) industrialisation" An 
aspect of utilisation of the natural resources 
located in Bihar vis-a-vu those in other states 
has been the inconsistent policies regarding 
the payment of royalties While Gujarat and 
Maharashtra, for instance; have been liberally 
recompensed for oil resources, royalty for 
coal, iron ore, mica and manganese has been 
pegged at such low levels that states like 
Bihar have not significantly benefited from 
these natural endowments 

But given the present context of Bihar 
what happens there is no wonder The Bihar 
economy is motionless and yet excruciatingly 
exploitative. Its social structure is oppressive 
and yet lifeless Its cultural modes and norms 
have been worked by the inexorable march 
of homogenised consumerism The gun and 
the knife mediate inter-personal relations 
On the one side, the culture of poverty 
brutalises, on the other, there is the growth 
of a viciousness born out of a vicarious ac¬ 
cumulation of wealth, power and patronage 
Bihar today is a stagnant pool in which the 
scum floats on top 

This situation suits a lot of people m the 


THE concept of social forestry seems to 
assume a very dubious meaning in Kerala 
Environmental activists have for long been 
opposed to importing alien seedlings un 
suited to the topography and climatic con 
ditions of Kerala, and in the long run wreck 
ing the already precarious environmental 
balance Eucalyptus, subabul, accasia and 
host of other lien trees have been planted 
through the length and breadth of the coun¬ 
try Thousands of acres of natural forests 
have given way to eucalyptus and teak plan¬ 
tations Unity has come to mean uniformity 
in the social fabric A parallel in the af¬ 
forestation scheme is the monoculture plan¬ 
tations, destroying heterogeneity, contrast 
and in the bargain wrecking the ecosystem 
The latest victim of this senseless forest 
policy of the government is the beautiful 
Kuruva islands in Wyanad district The thick 
and beautiful forests are today but a bygone 
dream to the people of this hilly district The 
few shreds of natural forest that remain of 
the one-time dense forests are scattered on 
the eastern side of the western ghats, along 
side the Brahmagin mountains, in and 
around Kamba mala and Lady Smith forests 
Disturbing reports from Wynad indicate that 
these few remaining patches of greenery are 
not to be spared either 
The Kuruva islands today face the threat 
of destruction due to plans of the social 
forestry department to convert the islands 
into a herbarium for medicinal plants 


short run. Bihar does not demand attention 
as Punjab does, it does not ask for resources 
as West Bengal does, it does not requite the 
conditions for growth that Maharashtra 
does, it does not even cause the concern that 
the Andamans do It is a puerlr plaything 
of the powerful 

it is no wonder that Bihar is what it is 
today The wonder is that so fc.. should be 
bothered about its state. The concerned in¬ 
telligentsia who have sleepless nights over 
social issues, the vigilant press that gets ex 
erased over civil liberties, the advocates of 
non-violence who take long marches across 
India, the advocates of growth, the pro¬ 
ponents of law and order, the land reformers 
from above, the government that works 
faster and fastest, all seem to have either 
given up Bihar as a ‘lost cause* or prefer not 
to do much about it 

But Bihar is the test of India’s conscience. 
If the blatant abuses in Bihar do not stir the 
liberal intelligentsia, the future of the coun 
try itself is likely to be affected As Bihar 
becomes seventy five years old, it is worth 
recalling John Houlton’s description of the 
state as 'the Heart of India’ Bihar indeed 
is the economic, social, cultural and political 
heart of India And in the body politic, there 
is no heart by-pass surgery 


‘‘Mananthavadi and Panamaram rivers 
join together at Koodalkadavu to form nvei 
Kbam Even in the hottest of summers the 
river is the poets’ delight, brimming its 
banks with crystal clear water In the middle 
of the historical Pakkam fort (constructed 
by Kerala Varma Pazhassi Raja to resist the 
onslaught of Tippu from Mysore) and 
Padamala hill the river divides into two 
Both the distributaries split endlessly con 
verging and convulsing at various places to 
form 30 and odd small and big islands The 
biggest island streches to 500 square acres 
The smallest could be a few square feet in 
area The Kuruva islands are the only fresh 
water bound islands in Kerala today”, accor 
ding to N Badusha, secretary of the en 
vironmental protection forum, spearheading 
the campaign for preservation of Kuruva 
islands described the formation of the 
islands 

The uniqueness of Kuruva is its hetero¬ 
geneous flora and fauna and in this respect 
it stands apart from all other forests of 
Kerala Botanists are amazed at the variety 
of flora this island treasures Endless 
varieties of shrubs, orchids that grow on the 
ground and on branches of trees, rare species 
of plants that botanists call living fossils, 
medicinal plants in abundance Kuruva is 
indeed the delight of the nature rambler 
Partly, the protection for the islands was the 
river itself More than that, the tnbals bor¬ 
dering the island never adhered to the lucra¬ 


tive practice of forest destruction Hie frugal 
living they eked out did not cross sword with 
this natural herbarium self preserved 
through the centuries 

This eco-balance delicately managed as it 
is with the advent of migrant settlers from 
the plains is not to be maintained as per 
government plans The vivid undergrowth is 
to be scraped off and medicinal plants to 
satiate the needs of commercial ayurvedic 
pharmaceutical firms are to be planted Fell 
ing of big and small trees alike to adjust 
shade for the herbarium will follow Ironical 
ly, what is being destroyed in the process are 
thousands of ayurvedic medicinal herbs 
thriving m their natural environment 

Having systematically destroyed an entire 
curative culture built around indigenous 
ayurvedic preparations (dubbing them as 
'unscientific') what one would call 
allopathisation of ayurveda has followed 
But new reports regarding the ill-effects of 
modern medicine seem to have registered in 
the minds of the urban middle classes The 
ayurvedic drug industry producing pills and 
syrups in a palatable form is big business 
today More than being reversal of a trend 
it is in fact co-option ol a system, in effect, 
further destroying a highly decentralised, in 
digenous curative culture 

The social forestry schemers aigue that the 
tree are to he left untouched bv the project, 
and that they are only making good use of 
land lying vacant in between the trees 

Un it-NABLfc Look 

The officials seem to be equating trees 
with forests A forest eco system consists not 
only of the big trees but r,lso, the smaller 
ones, the undergrowth and also the animal 
life all of which are in dynamic cquilhbnum 
When one component however small and in 
significant it might appear to us, is distur¬ 
bed, it affects the whole system T he forest 
policy of the government cannot be analysed 
without an understanding of this elementary 
law of ecology Moreover the two lakes on 
the island Palkuiam and Kanjikulam 
abound in aquatic fauna Crocodiles, otter 
(an amphibian facing extinction according 
to World Wild Life Fund) and rare varieties 
of fish can be found in the region The 
Botanical Survey of India had realised the 
invaluable treasures hoarded up in Kuruva 
and had recommended its preservation That 
was ten years ago 

Is this the requiem Kuruva'’ Environmen 
talists of Kuruva fear so As a last resort they 
have sent telegrams to the prime minister re 
questing immediate intervention The dcs 
truction has already begun Part of the area 
for planting herbs have been demarked 
Lining for planting the seedlings has been 
completed in the area A watch house has 
also been set up Various environmental and 
activists groups have come together in 
Wynad to protea the islands Much depends, 
however, on the policy decisions of the new 
government 


K£RALA 

Senseless Social Forestry Scheme 

Tomy Mathew 
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April 25, 1981 


MISRA COMMISSION REPORT 

Salt on Raw Wounds 

Harji Malik 


CONDEMNATION from almost every 
quarter apart from government apologists— 
and even some of these have hedged their 
bets—greeted the long awaited Justice 
Ranganath Misra Commission Report on 
the November 1984 killings of Sikhs in 
Delhi, Kanpur and Bokaro The parties 
representing the victims of the violence at 
whose instance the entire inquiry was insti¬ 
tuted, were not allowed to cross examine 
officials directly responsible for the 
breakdown of law and ordci m the capital 
which permitted the carnage looting and 
arson 

Justice Misra, while admitting that the 
Delhi killings arc ‘one of the darkest 
tragedies in Independent India s history”, has 
failed to identity the guilty, has failed to 
condemn the government for not having 
brought to book even one killer responsible 
for even one of nearly 4,000 deaths in Delhi 
alone His report has furthered the cause of 
the Sikh terrorists who have always claimed 
that Sikhs can expect no justice from the pre 
sent regime in India Perhaps even more lm 
portant is the blow to the credibility of the 
Indian state in the eyes of citizens who 
believe in justice and the rule ot law Tor 
when justice Misra accepted the union 
government’s request to head the inquiry he 
assumed an awesome responsibility to 
restore the shaken confidence of the nation 
in the capacity of its government to carrv 
out its functions with equal justice for all 
sections of its citizens in compliance with 
the secular mandate of the Constitution 

The November 1984 holocaust, with its 
attendant savagery, unprecedented because 
of its scale and organisation, had shaken the 
Indian state Only an honest, fearless, 
unbiased, complete investigation to expose 
the true facts ot the violence, could have 
helped to mitigate the nation’s shame. In 
accepting the assignment justice Misra 
assumed the role of the national conscience, 
the responsibility of restoring the credibility 
of the state itself 

The commission's original term was exten¬ 
ded to allow sufficient time for evidence to 
be collected, presented and assessed Instead 
of April 1986 it presented its report in 
August that year Hundreds of victims ot the 
violence filed affidavits before the commis¬ 
sion Many appeared to give evidence along 
with non-Sikhs who were witnesses to the 
carnage The commission had the authority 
to summon officials, civil and military, 
cross-examine them fully and to call for 
official documents It had the willing co¬ 
operation ot organisations like the Citizens’ 
Justice Committee, of civil and human rights 
organisations and other citizens’ groups who 
wanted to assist the commission in arriving 


at the truth - whether or not the commission 
availed of this help is another matter—and 
above all it embodied the hopes of hundreds 
of traumatised Indian citizens including a 
huge number of widows who saw in the 
commission their one recourse to justice So 
what went wrong’ 

It is true that justice Misra assumed his 
responsibilities under difficult circum 
stances Ihe first of these was the union 
government’s initial failure to order an 
inquiry into violence of such horrendous 
proportions An immediate investigation 
should have been routine Instead the 
government behaved as if the tragedy which 
had struck so many hundreds of families was 
a non event The prime minister talked 
publicly of the earth shaking when a great 
tree falls, parliament passed no resolutions 
of condolence for the victims—no political 
party even suggested it—or condemnation 
of official failure 

Six months after the event, on April 25, 
1985 under pressure from the Sikh coni 
munits and insistent demands from civil 
rights otgamsations and similar groups the 
government reluctantly appointed the Misra 
commission By then the PUCL (People’s 
Union for Civil Rights) and PUDR (People’s 
Union for Demociatic Rights), the Citizens 
for Democracy a Delhi University team and 
others had earned out their own investiga 
ttons and published their findings A 
citizens’ commission of eminent Indians, of 
unimpeachable integrity and objectivity, 
headed by former chief justice of the 
supreme court S M Sikn, had also published 
the report of its own painstaking inquiry 

The first apprehensions were aroused 
almost immediately by the commission’s 
terms of reference They read 
(i) to inquire into the allegations in regard 
to incidents of organised violence which 
took place iri Delhi following the issassi 
nation of the late prime minister, 
Indira Gandhi, 

(li) to recommend measures which may 
be adopted for prevention of recurrence 
ot such incidents 

These terms were unlike those of previous 
inquiry commissions into ‘riots’ which were 
appointed to find out those responsible for 
the riots However, it was hoped that given 
the circumstances of the enormity of the 
violence and its character, justice Misra 
would interpret the terms broadly and ensure 
that justice was done by indicating those 
responsible 

'In Camtra' Hearings 

When justice Misra stated that the hear 
mgs would be held ‘in camera’, thus exclu¬ 
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ding the press and the public, such hopes 
vanished and initial apprehensions were 
aggravated The ‘in camera' regulation 
shrouded the commission's proceedings in 
total secrecy, an extraordinary situation in 
a matter of such enormous public interest 
Initially the commission secretary had brief¬ 
ed the press after the session But this pro¬ 
cedure was stopped after the first couple of 
hearings, on the excuse that there had been 
a leak to the press about a fake affidavit 
Thereafter, until the Citizens Justice Com¬ 
mittee, headed by S M Sikn, walked out of 
the commission’s proceedings on March 31, 
1986, a curtain descended on the commis¬ 
sion The startling revelations of the CJC’s 
submission to justice Misra, explaining that 
they were withdrawing because of the im 
possible situation in which they had been 
placed, exposed the highly doubtful pro 
ccdurcs followed by the commission These 
help explain the nature of its findings 

Obviously angered by the CJC's with 
drawal justice Misra has expressed his 
displeasure in the report He has also stated 
that ‘after the committee [CJCl started 
giving wrong versions of events to the press”, 
the commission was "obligated to direct that 
the inquiry would be m camera” In actual 
fact the commission had framed us regula 
tions including the ‘in camera’ provision in 
July 1985 before the scry first sitting The 
rule provided that the proceedings should be 
in camera unless the commission directed 
otherwise Which in fact it never did 

The C JC which includes V M Ihrkunde 
(former judge of the Bombay High Court), 
Rajm Kothan, N S Narula (former chief 
justice, Punjab and Haryana High Court), 
jurist Soli Sorabji, civil rights lawyei 
Govind Mukhoty and retired army general 
J S Aurora, was specifically established m 
May June 1985 to assist the commission to 
arrive at the truth about the violence, how 
it took place, whether it was organised or 
inspired, and if so, by whom, as well as to 
suggest remedial measures against the 
culprjts 

Justice Misra admits m his report that "it 
is a fact that the CJC was the premier group 
representing the victims at Delhi” As such 
its role was vital to the inquiry The CJC 
approached the commission for the first 
ttme on July 8, 1985 m an application poin¬ 
ting out that no impartial, effective inquiry 
could be conducted unless those officials 
and police personnel accused of complicity 
in the violence were either immediately 
transferred or suspended The CJC also 
exphasised the necessity for the commission 
to have an effective, independent investi¬ 
gating agency of its own to investigate 
incidents o£ violence 

Until that time, although more than two 
and half months out of the prescribed period 
of six months had passed, the commission 
had taken no steps to start proceedings It 
had not even established its office. The Com¬ 
mission of Inquiry Procedure Rules 1972 
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provide that as soon as possible after us 
appointment, a commission should issue a 
notification inviting all those acquianted 
with the subject of the inquiry to furnish 
statements accompanied by affidavits 
Appointed on April 25, 1985 the Misra com¬ 
mission issued its first notification only on 
July 11, 1985 The time prescribed for fur¬ 
nishing affidavits was to expire on August 
9,1985 but by July 25 only one affidavit had 
been received 

Why? Because police personnel and 
officials along with political leaders and 
local thugs who had been named in the 
earlier reports as inciters and murderers, 
were threatening potential witnesses with the 
direst consequences The CJC brought this 
to the commission’s notice, and asked for 
protection for witnesses When the commis¬ 
sion asked the Delhi administration for 
replies on these complaints, the Delhi 
administration asked the same police 
officers against whom allegations were 
made, to investigate the incidents Incredible 
as this seems, the administration affixed the 
affidavits of these officers along with the 
replies' 

In July 1985 to persuade people to give 
evidence was a major problem Thousands 
of men, women and children, victims of 
violence, were still living under the most 
unsettled conditions in over 100 privately 
run relief camps, haunted by fear, still 
obsessed by the tradma of the disaster which 
had struck them They refused to return to 
their former places of residence—many had 
no homes left—for fear of those who had 
committed violence against them, who still 
walked freely in those areas Without their 
evidence no inquiry was possible But 
understandably these men and women were 
most reluctant to come forward and file their 
statements before the commission, for fear 
of retribution from the very persons they 
would name 

lb instil confidence in them became the 
responsibility of the team of voluntary 
workers associated with the CJC Because 
most of the volunteers had worked in the 
relief camps since November 1984 and were 
trusted by the victims, they succeeded in 
many cases But the CJC was unhappy with 
the commission's somewhat cavalier attitude 
to cases of intimidation However the date 
for filing affidavits was extended and nearly 
700 were filed According to the report 
affidavits were filed by victims, and by social 
workers, journalists and others, giving 
evidence of events they witnessed 

One important difference between the 
procedures of the Misra commission and 
commissions such as the Maruti and Shah 
Commissions—apart from the ‘m camera’ 
regulations—turned out to have very serious 
consequences In other commissions once 
parties are brought on the record, they enjoy 
participation, except for documents where 
privilege is claimed In the case of the CJC 


and the Misra commission, contrary to the 
former's expectations, this was not so 

CJC’s Withdrawal 

There were many instances where the CJC 
was excluded from the inquiry in areas of 
investigation which it considered to be of 
vital importance But the CJC was extremely 
reluctant to abdicate the responsibility it had 
undertaken and dissociate itself from the 
commission So it persisted m its efforts to 
assist the commission from July 1985 to 
March 1986 in Delhi, Kanpur and Bokaro 
in spite of the distressing conditions it had 
to work under (The Longowal-Rajiv Accord 
had extended the terms of reference of the 
commission to cover the additional two 
cities) The CJC had voiced its apprehen¬ 
sions about the commission's procedures 
several times during this period, hoping chat 
the commission would modify these But this 
did not happen and when it was required by 
the commission to address its arguments in 
April 1986, the CJC decided that because 
it had been excluded from “all vital fields 
of inquiry”, because it had been placed in 
the “impossible situation” mentioned earlier, 
it was forced to withdraw “More than three- 
fourths of the inquiry and its material are 
out of our ken and reach” were the words 
the CJC used 

The CJC’s submission to the commission 
announcing its withdrawal has inexplicably 
not been included as an appendix in the 
Misra commission report, although former 
chief justice Sikrt’s courteous covering letter 
which states “For reasons already stated in 
the said submissions CJC is of the view that 
the procedure adopted and followed by the 
commission has rendered its continued 
presence and participation ineffective and 
pointless” but also mentions that the “said 
submission" does not in any manner “imply 
lack of personal confidence in Your Lord- 
ship” is appendix I Justice Misra does not 
aplain why he chose not to include the CJC 
submission containing so much vital infor¬ 
mation, which the public is entitled to know 

This 18 page strongly-worded submission 
raised the curtain on the Misra commission’s 
proceedings a year ago and indicated the 
possible character of the report The com¬ 
mittee of eminent citizens stated that “to 
wrap up the whole inquiry behind closed 
doors is inconsistent with the right to 
information which is a part of the funda¬ 
mental right of free speech and expression 
guaranteed under Article 19 (1) (a) and is 
also subversive to the principle of open 
government especially in the matter of such 
public importance” The document described 
how the CJC was frustrated in its attempts 
to summon government records which in its 
view should have been filed with the com 
mission automatically to facilitate honest 
investigation When, after deliberate delay 
and obstruction by the Delhi Administra¬ 
tion, some of the documents were finally 


produced before the commission, the com¬ 
mission did not make them available to the 
CJC When the CJC submitted to the com¬ 
mission that nine officials including the then 
Lt Governor of Delhi and the home secretary 
should be summoned as the commission's 
witnesses, and that the CJC’s counsel should 
be allowed to cross-examine them, the com¬ 
mission informed the CJC that five of the 
officers had already been examined by 
justice Misra, that others would be examined 
tf the commission felt it necessary, but that 
there was no need for the CJC’s cross- 
examination The CJC was given no infor¬ 
mation about the evidence given by these 
officers The report actually mentions 
examination of eleven officers including 
three military personnel, among them the 
then chief of army staff 

What disturbed the C JC deeply was the 
commission’s permission to a number of 
parties of doubtful antecedents to parti¬ 
cipate in the inquiry When the commission 
had ruled that its proceedings would be ‘in 
camera’, unless directed otherwise, the CJC 
presumed that only a limited number of 
parties direitlv concerned and connected 
with the subject would be allowed to parti¬ 
cipate. But when a number of organisations, 
some of which had never been heard of 
earlier, applied for participation in Delhi, 
Kanpur and Bokaro, the commission gave 
us permission without Investigating their 
antecedents, aims or objectives In its sub¬ 
mission the CJC states that “it became 
obvious that these organisations held briefs 
only to watch the proceedings Their 
presence, therefore frustrated the very object 
of holding the proceedings in camera” 
which, if justified at all, could only be for 
the protection of witnesses 

Ultimately the CJC felt it was being 
“accorded the same status as the other 
various organisations—which had absolutely 
no contribution to make to the inquiry ” 
In contrast to its acceptance of these parties, 
the commission did not allow the PUCL, 
PUDR or Nagnk Ekta Manch to be parties 
on technical grounds The report admits this 
but gives no explanation why these organisa¬ 
tions which had carried out investigations 
immediately after the events of November, 
and had a great deal of valuable informa¬ 
tion which could have helped to arrive at the 
truth, were disallowed 

Dei hi Administration’s Response 

All witnesses, victims and others, gave 
their evidence in the nine sessions held by 
the commission from January to March 
1986 The Union of India and the Delhi 
Administration, both responsible for the 
total breakdown of law and order machinery, 
produced “not one single witness” Alt that 
the report has to say on this is “The Union 
of India did not adopt any stand and in¬ 
formed the commission that the question 
has to be inquired into and decided by the 
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commission and centra] government had no 
view to express” "The Delhi Administration 
denied all allegations of organised violence 
and stated that all possible steps were taken 
to quell the riots at shortest time possible” 
Why did the commission acquiesce in this 
failure of those responsible for the machi 
nery of government to state their case 7 How 
did it accept the Union of India's conten 
tion that it did not adopt any stand, in the 
given circumstances 7 
Even more extraordinary is the failure of 
the commission to call on any ol the per 
sons named by the victims in their affidavits 
to appear and explain their actions, in 
answer to the allegations against them The 
commission examined about 100 victims ot 
violence and about ten others who had 
witnessed it, all of whom had filed affida¬ 
vits, including that by the Delhi Admimstra 
tion All were closely examined and the 
report admits that their testimony stood up 
to intense cross examination, even when they 
named persons responsible for violence 
About 2,300 affidavits were filed with the 
commission saying that the violence was 
spontaneous, that Sikhs had celebrated the 
assassination and that Congress workers had 
protected victims But none of the deponents 
were put in the witness box The commis¬ 
sion summoned 23 of these deponents to 
record evidence Only three came They told 
the commission that they had been asked to 
sign the affidavits, one of them by the police. 
One deponent turned out to be a victim 
himself These instances are not mentioned 
in the Report nor is the fact that virtually 
all these 2,300 affidavits were in stereotyped 
language, most of them cyclostyled and filed 
m bundles ot hundreds towards the end of 
the prescribed time for filing Initially a large 
number carried the same date in August 
1985, but on some this had been crossed out 
and a September date substituted Names of 
persons were filled in the appropriate blank 
spaces None ot the persons filing these 
documents disclosed their identity 
The Delhi Administration’s response to 
justice Misra’s directive to produce a list of 
those killed was contemptible The authority 
directly responsible for protecting Delhi's 
citizens submitted a list with only I 419 
names This total included those non Sikh 
members of the mobs who were killed, either 
by accident, or by Sikhs in self-defence The 
CJC pointed out that the figure given in 
parliament was a higher figure The commis¬ 
sion then asked the CJC to submit a list of 
the dead It did so, a total of 3 870 in (hrcc 
lists, submitted with the proviso that the list 
was still incomplete— there are still a 
substantial number of persons who were 
murdered and whose relatives migrated to 
Punjab of whom we have no trace There 
were yet others who were pulled out of trains 
while travelling and killed They came from 
far of places m the country and we have no 
means to contact their relatives We earnestly 
expect that the investigation agency of this 


commission will make full efforts to make 
the list of murdered persons exhaustive.” 
(Quotation is from the CJC’s letter to the 
commission accompanying the list) The 
commission did not do anything of the kind 

“ unless the wrongdoer is punished, the 
social fabric is bound to lose its grip over 
the people living in the community and both 
fear and respect for the law are bound to 
dimmish apart from the fact that the 
victims will go totally unsatisfied and this 
social failure will lurk in their minds for 
years to come and is likely to be mis¬ 
understood as a treatment of partiality, the 
wrongdoers would feel encouraged and get 
emboldened it is therefore necessary and 
the commission is of the firm opinion that 
every wrongdoer should he punished m 
accordance with the law and every victim 
should have the satisfaction that the wrong 
done to him/her has been avenged in terms 
ot and according to the scales ot justice” 
This is justice Misra on pages 62 63 
(Volume ) of his repoil under the Section 

Prosecuting the Otfcndor’ 

No one could have said it better This is 
precisely what the victims and all those wan 
ting to sec justice done had hoped justice 
Misra would ensure through Ins invesuga 
tions Instead he has ensured in his own 
words that the victims arc totally un 
satisfied , the “social failure will lurk in their 
minds for years to come ’ and the wiong 
doets will feel "encouraged and get ern 
boldened’ (Immediately following the 
publishing of the report s conclusions 
incidents of intimidation ol victims were 
reported in the press) And the credibility of 
the state which permuted the rule ot the mob 
for 72 hours in the national capital tematns 
seriously damaged 

True, the report has made the Delhi Police 
the scapegoats for the holocaust (almost as 
a second thought, for there are contradic 
tions in the remarks on the police) and the 
Delhi Administration has earned some 
blame, but the politicians have escaped 
unscathed Delhi is a Union Territory, where 
the Union gosernment is in control, where 
the Congress(l) forms that government, a 
government which remains in the dock, still 
unexonerated 

The report has confirmed everything that 
the Citizens’ Justice Committee stated in its 
submission and in us equally informative 
covering letter with the list of the dead This 
is yet another document not attached to the 
report The report sheds little light on im¬ 
port points raised by the CJC, and by its own 
account of the procedures followed by the 
commission completely vindicates the CJC's 
withdrawal 

'Irrelevant' Issues 

Important points brought up, such as the 
interrogatories put by the CJC to the Delhi 
Administration and the Union of India, are 
mentioned in the report, which admits that 


in accordance with official objections from 
these two authorities, the commission dis¬ 
allowed certain of these interrogatories as 
being “irrelevant” It does not say what they 
were but we know from the CJC’s sub¬ 
mission that these were, on the contrary, 
highly relevant One of them was “What was 
the number of teargas shells in total fired 
by the police and paramilitary forces [dunng 
the days of violence] 7 " Another asked 
‘How many teargas shells were fired in a 
Sadar Bazar riot” of an earlier date The 
point the CJC was trying to bring out was 
that, in fact, no teargas shells were fired in 
November 1984 to disperse rioting mobs as 
is almost routipepractice in such conditions 
To divulge this information, of major 
relevance in such an investigation, could 
neither be against the ‘public interest’ or 
against the security of the state It anything 
the contrary was true 

In this matter as ig many others justice 
Misra’s decisions were purely arbitrary Nor 
docs he attempt to explain such decisions in 
his report He admits (p 7, Vol 1) that 
although cross examination of public 
olliuals civil and defence personnel was 
requested the commission did not feel it 
‘expedient’ to allow such procedure I he 
C JC was one of the parries which requested 
that it be allowed lo cross examine the then 
Lt Governor the Home Secretary C ommix 
sioner of Police and olhets, convinced that 
their evidence was of ihe utmost importance. 
Justice Misra docs not explain why such 
cioss examination was not ‘expedient" For 
lit did allow such exammaiion of othtr 
witnesses and the victims who deposed were 
cross examined at length, in certain casts bv 
lilt Delhi Administration lusiict Misra 
reserved the right to examine these important 
olfici ds himsclt, ‘in camera I his is one of 
the instances which led tht C JC to call this 
"an in earner! inquiiy within an in camera 
inquiry’ 

The commission exercised the same arbt 
trariness in the selection of affidavits for 
recording evidence Out of 2,905 affidavits 
receiyed, the commission selected onlv 128 
for recording evidence Of the 2,905 only 639 
were in support of the victims (p 3, Vol 11) 

1 he CJC has stated that in its view some of 
the affidavits it considered the most utal to 
the inquiry were excluded One of these con¬ 
cerned the case of an alleged gang rape of 
a young girl which was alleged to have taken 
place just opposite a petrol pump The 
goonda elements were still around when the 
police arrived but the latter are accused of 
taking no action The girl died But the 
owner of the petrol pump, with whom it was 
alleged the goondas were familier, was never 
called by the commission Another person 
named in affidavits, but never summoned, 
was DIG (Police) Snvastava, accused by 
witnesses of having done nothing to stop 
violence Justice Misra gives no criteria on 
which he based selection of affidavits 
The commission’s investigating agency in- 
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vestigated 30 affidavits (Vol 11, Appendix 4), 
again by arbitrary selection But for reasons 
best known to the commission it did not 
think it necessary to investigate a single 
affidavit implicating H K L Bhagat, named 
by many November victims as being one of 
the main instigators of the mobs Since the 
highest number of deaths and the greatest 
brutalities appear to have taken place m 
Bhagat's constituency an area generally 
known as his 'pocket borough’ and ‘vote 
bank’, it should have been “expedient”, even 
obligatory, for the commission to investigate 
charges against Bhagat with the greatest 
diligence 

Wrong Facts 

On page 6 (Vol 1), under ‘Camera Pro¬ 
ceedings', apart from gising the wrong facts 
on when the ‘in camera’ regulation was 
announced, justice Misra has attacked 
certain sections of the press for printing 
what he calls “tainted news” He follows this 
up with an attack on the CJC for withdraw¬ 
ing, for not discharging its responsibilities, 
and for going to the “irresponsible” press 
an act which he calls “reprehensible" 
Shortly after publication of the Report and 
its presentation, the CJC made a statement 
in which it repeated some of the things it 
stated in its submission explaining its reluc 
tant withdrawal 

Further the statement points out many 
“inaccuracies” in the report, starting with 
the error in the matter of timing of the ‘in 
camera' imposition Another important 
error is the failure of the report to describe 
the stereotyped cyclostyled format of the 
affidavits filed against the victims “With 
the assistance of the CJC the investigating 
agency traced the sources of the affidavits” 
says the CJC adding that “this [the findings] 
is not mentioned in the report One ex 
tremely significant piece of evidence left out 
of the report is that of major J S Sandhu 
of the Sikh Light Infantry who, at the 
instance of the CJC, was examined by the 
commission 

Major Sandhu stated that his “battalion 
was ordered to withdraw to the barracks 
after they had demonstrated their effee 
tiveness to save a number of innocent lives” 
This was on the night of October 31, 1984 
(On December 4, 1984 this correspondent 
was told by a serving army officer about how 
this “column” as he referred to it was 
instrumental in saving two families from 
burning homes on Delhi’s Afnka Avenue, 
as well as a granthi and his family from a 
burning Gurudwara m Ramaknshnapuram) 
The CJC emphasises that Sandhu's evidence 
proves beyond doubt that the army was 
available m Delhi on the night of October 31, 
but was not deployed It also points out that 
orders to withdraw to barracks can only 
emanate from the defence ministry 

This bit of evidence contradicts the 
prevailing belief that the army was not 


available immediately It is obvious that had 
the army been called out at the first signs 
that violence was out of hand, its presence 
would have prevented the orgy of killings 
In not including this information <n his 
report justice Misra appears to have con 
sidered major Sandhu’s evidence of litle im 
port, although justice Misra has given us the 
benefit of General Vaidya’s deposition The 
former Chief of Army Staff told the com 
mission that he had ordered a brigade to be 
moved to Delhi from Meerut as soon as he 
heard the assassination news, and that the 
brigadt had reached the capital by midnight 
of October 31 1 he general says nothing of 
army movements in the city on that evening 

After having examined all the evidence, 
heard the harrowing eyewitness accounts of 
victims and other impartial observors— 
reading even the dry language of the affida 
vits is a traumatic experience in itself— 
having visited the different violence hit areas 
of Delhi, and having held similar sessions 
in Kanpur and Rokaro, justice Misra comes 
to the conclusion that “ the riots at the 
initial stage were spontaneous and by way 
of reaction to the situation but laur the riots 
developed into a set type” 1 he change in 
pattern from spontaneous reaction (which 
he seems to consider absolutely natural) to 
organised riots was “the outcome of the 
take over in command of the situation by 
anti social elements” 

He then refets to Satan and describes how 
Satan too has a process, one of the flights 
into literary areas ihc Report excels in “That 
is how” the Report continues “and in this 
sense violence in Delhi was indeed organised 
but such organisation was not by any 
political party or a definite group of persons 
but by the anti social elements which is 
quite a formidable and powerful clement in 
the Indian capital 

Would justice Misra have us believe that 
the real rulers of the capital arc the anti 
social elements capable of mobilising extra 
ordinary resources material as well as 
human at incredibly short notice And 
capable of paralysing the administration and 
police at will 9 Whenever and wherever they 
so desire 9 Justice Misra cannot be unaware 
of the nexus between the Congrcss(I) and the 
anti social elements, a nexus which is 
reported again and again in the press 9 He 
has attacked the police very severely Again 
he must be aware that repeatedly, politicians, 
Congressmen in power, interfere with and 
often control the police He must know that 
particularly in the resettlement colonies 
several local Congress leaders are involved 
m every shady activity, often, as the police 
bitterly complain, with the backing of not 
so small ruling party leaders 

Congress(I) Leader's Part 

In affidavit after affidavit victims have 
pointed their fingers at the critical role 
played by Congress(I) leaders, both senior 


and junior, and their henchmen, in the 
violence. But the commission has totally 
exonerated the seniors H K L Bhagat, his 
colleagues, ex MPs Sajjan Kumar and 
Dharam Das Shastn (who it is generally 
believed failed to get tickets in the 1984 elec¬ 
tions because of their involvement in the 
violence) along with ten others, metropolitan 
and municipal councillors, named in affida¬ 
vits, are included in the list given to the com 
mission by the Delhi Gurudwara Manage¬ 
ment Committee While justice Misra has 
treated the 19 lower level Congressmen, who 
are also listed by the Gurudwara Committee 
as being named m the affidavits, in a dif¬ 
ferent fashion and has indicted them, he has 
completely ignored the list of seniors 

The all important question of the Con- 
gress(l) hand in organising the violence is 
dealt with m the Report several times “The 
commission has noticed that in a few affida 
vits the hand of the party politicians was 
alleged Some of the deponents were cross- 
examined and they have not stood the test 
while some have not broken down ” Justice 
Misra does not qualify this further but adds 
“ it is indeed difficult to allege, much less 
discover, unseen hands of the party behind 
the violence” (p 28, Vol 1) He concludes 
“ these details supplied by the DSGMC 
fortify the conclusion that some people of 
the Congress(I) party on their own had 
indulged and participated in the turmoil for 
considerations entirely their own” He then 
adds one of the phrases for which the report 
will be remembered “Every person who takes 
a dip in the Ganges is not purified Similarly, 
everyone in the Congress(I) is not a Gandhi 
and practising non violence!* In fact, few, if 
any persons, had ever accused the Con- 
gress(I) party as such of having organised 
the violence. But certainly powerful elements 
of the party, acting in collusion, have been 
accused by the victims and others 

But it is when he refers to the case of 
H K L Bhagat that justice Misra stretches 
one’s credibility beyond limits "In quite 
a number of affidavits there was allega 
non that Shri H K L Bhagat minister m 
Smt Indira Gandhi's cabinet, insinuated that 
non-Sikhs to take revenge on the Sikhs 
implicating Shri Bhagat on the affidavits 
before the commission was perhaps in the 
air and hundreds ol affidavits were filed 
before the commission, a few from Sikhs, 
and mostly from no l Sikhs to say that 
Bhagat had no iolc to play in organising the 
riots, on the other hand he had helped the 
Sikhs and attended to their discomforts and 
looked after their rehabilitation” Justice 
Misra concludes that “the allegations are 
not very positive or specific” (pages 26-27, 
Vol 1) 

Other factors appear to have influenced 
justice Misra in letting Bhagat off the hook 
Pointing out that Bhagat was a sitting MP 
from “the east Delhi constituency wherein a 
bulk of the tragic incidents have happened”. 
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justice Misra arrives at the pe sonal conclu¬ 
sion that being a sitting MP and minister 
Bhagat "was not likely to misbehave in the 
manner alleged“ (emphasis added) Con 
Itnumg with his analysis of the character of 
politicians, justice Misra goes on to say that 
because the Sikhs in his constituency were 
his electors keeping the democratic politi¬ 
cians' behaviour towards the elector on 
view", Bhagat "was not likely to antagonise 
the Sikhs" (emphasis added) But justice 
Misra regrets thai these were not the days 
for democratic politics' 

The commission s theorising on this point 
has little to do with statements made to the 
press by victim after victim, many of them 
loyal Congress(I) workers November 11, 
1984 in a 'refugee camp’ in Karol Bagh 
Baldev Singh, bank employee, told this cor 
respondent ‘I know H K L Bhagat face to 
face His son Dcepak came to get my vote 
[Baldev Singh lived m an area near Nand 
Nagri, one of the worst affected trans-Jumna 
colonies J He used to come to my house to 
see me, sometimes at 11 pm when the present 
councillor Ram Naram Gupta stood for elec¬ 
tion and had no chance to win I am a Con 
gress(l) worker but no one came to help me 
for three days His four brothers were killed, 
but he escaped with only having his hair 
forcibly cut olf Why did the commission 
not summon Bhagai as a witness 9 Or Sajjan 
Kumar 9 Or Dharam Das Shastri 9 These are 
only some of the unanswered questions 
laiscd by the report 
There are many others While the commis 
sion finds no sign of organisation, apart 
from that by anti social elements after 
the first “innocent” reaction (the word 
“innocent” is used on p II, Vol 1) it does 
not investigate how identification of Sikh 
houses and shops, on such a massive scale, 
was affected so rapidly Nor does ii delve 
further into how the massive supply iron 
rods, crowbars, kerosene and inflammable 
powder was made available overnight in 
widely spaced areas, how over a hundred 
Gurudwaras all over the city became the first 
targets of attack, almost simultaneously, on 
November 1 how transport in trucks, and 
often m DTC buses, was organised on such 
an extensive scale There is surely some limit 
to * spontaneitv” 

Justice Misra has taken 15 pages to discuss 
suggestions for the future control and 
prevention of “riots”, reorganisation and 
manpower, education for avoiding “riots", 
etc, for inculcating moral and other values, 
a common code for society, and the transfer 
mation of the mass media But he had no 
time to explore why, for the first time in 
communal violence m this country, places 
of worship were systematically attacked and 
the Granth Sahib desecrated An analysis 
would have been invaluable to assist future 
prevention planning 
Nor does he explain how the anti social 
elements, which the report blames for almost 
everything, were able to stop trains, even the 


country’s fastest and most prestigious, at 
will, and travel to their destination, as well 
as murder on the trains at will It desists 
from following up certain important leads, 
one of the most noteworthy being the 
evidence of R $ Sethi, who the commission 
refers to as District Magistrate of Delhi, but 
who was, in reality, its Deputy Commis 
sioner This officer told justice Misra that 
in his opinion the police "remained away 
from duty” during the violence because they 
were “under pressure’’ Asked to clarify what 
he meant by pressure, Sethi said clearly “I 
refer to local political pressure” In a matter 
so vital to the veiy heart of the inquiry, the 
commission does not mention having 
followed up this lead and insisted on further 
questioning and investigation Nor does 
justice Misra explain his failure to do so 

On the other hand the report makes 
some strange assumptions On page 13 of 
Volume 1 it says, “In some areas the 
kerosene stockists were, made to supply 
kerosene" Affidavits referring to the supply 
ot kerosene do not state that there was any 
coercion On the contrary, the general im 
prcssion at that lime, as anyone who talked 
to victims in those early days will vouch for, 
was that the kerosene dealers m most 
localities were offering stocks free and freely, 
both for arson and for burning the dead and 
half dead Oil tankers also supplied kero 
sene Victims implied that as selling kerosene 
is a lucrative business, many kerosene dealers 
were connected with the largesse distributing 
ruling party, and therefore part of the 
organisation There is no mention of co¬ 
ercion On the other hand many victims 
mention “telwalla" as the suffix to names 
of persons leading the mobs 

There are other points justice Misra could 
have explored For this is not a brief report 
On the contrary justice Misra has taken time 
for philosophic references, has mentioned 
Karl Marx, Aldous Huxley, Adam Smith— 
he cites Adam Smith as having pointed out 
that punishment of the wicked is deeply 
rooted m human instinct, and adds his own 
comment that “perhaps what the widows 
and relations of the victims have demanded 
before the commission is based on that” 
Why, if his understanding extends to this, 
has he baulked at even pointing out the 
guilty, much less suggesting punishment 9 

In another diversion he has explored the 
meaning of the word “organised", citing 
several dictionary authorities, and concludes 
that according to the definition he prefers, 
the violence was not organised 

Rot t OF AIR AND DOORDARSHAN 

A serious lacuna in the report is its failure 
to comment on the role of AIR and Door- 
darshan, both in the months leading up to 
November 1984 and during the holocaust 
The only comment is on pages 24-25 of 
Volume 1 regarding the call “khoon ka badla 
khoon ” heard on Doordarshan’s transmis¬ 



sion Because this was a “live” coverage; 
justice Misra judges that this was not an 
“arranged” programme. Why it was repeated 
more than once is not explained But 
although he takes at least three pages to sug¬ 
gest what mass media should do in the 
future, he fails to discuss the critical part 
played by government-controlled media 
before and during the violences Most people 
agree that Dooidarshan’s coverage, parti¬ 
cularly during those November days, proved 
to be an instigating agent in the violence 
against the Sikhs, not least by its constant 
focusing on Indira Gandhi’s body lying in 
state Also m gs failure to inform the public 
about what was happening in the city When 
foreign TV teams and the local press were 
covering brutal murder and arson. Door 
darshan treated the Delhi tragedy as a non 
event, a fact the report does not touch upon 
Had Doordarshan done its job, could those 
in authority in the government, who stated 
glibly afterwards that they had no idea of 
what was happening m the uty tor two days, 
have got away with u > 

As it is the Misra commission report has 
added salt to wounds which are still raw and 
unhealed But justice Misra has aggravated 
the wounds further by recommending 
further investigation Those victims who 
have given evidente—many of them had 
come as witnesses before the Citizen's Com 
mission m November 1984 who have dared 
intimidation and threats of death from the 
guilty named by them, have had enough 
I hey have lost laith, totally in the entire 
inquiry and investigation process now that 
the Misra report has been made public 

How many will come for a third time, and 
that too more than two and a half years after 
the events 9 How mans have moved away? 
Most of them are people still eking out a 
living still existing in a climate of insecurity, 
always in fear of recurrence of November 
1984 They had little faith m police assurance 
before now, but with the guilty exonerated, 
that insecurity is further intensified, with the 
hope of justice gone 

As tor the new police report, we had the 
aborted Ved Marwah report, aborted by the 
Delhi administration itself, when it failed to 
move to get the stay order vacated Former 
army general J S Aurora’s application for 
vacation of the stay was refused So what 
will yet another police inquiry, more than 
two and a half years later, be worth 9 Justice 
Misra was given the information collected 
by Ved Marwah and he can draw his own 
conclusions 

The same is true of the investigation 
ordered to ascertain the number of dead 
The CJC list is available, complete with the 
name of the dead person in most cases, the 
qame of the person reporting the death and 
the former address of the deceased Could 
that bst not be rechecked and wherever new 
information is obtained, u could be added 
Even shortly after the event it was extremely 
difficult to draw up the list because of mis- 
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sing bodies, people who tad gone away, the 
transit population, etc 
How does justice Misra expect the Delhi 
administration, which failed miserably to 
draw up such a list then do so now 7 (Ot is 
this recommendation part of the whole exer 
cise of perpetually passing the buck’ ') One 
of the most extraordinary directions of the 
commission concerns the ntw list of dead 
‘ the commission recommends that in 
stead of accepting a definite number as the 
final list, the mattei should be kept open tor 
further examination where the number shall 
noI go below 2307 j the figure aaepted In 
the Delhi administration] and mu\ not go 
beyond 1,874 (the CJC total] But in between 
the exact number shall be ascertained” What 
happens if the investigators find that with 

BUSINESS HIS1X)K\ 


BUSINESS lnstorv is no nioic an unfamiliar 
phrase in India as n used to be until just \ 
tew yeirs ago Problems ul mug to historical 
evolution ot Indnn business are being 
increasingly covertd in adv meed courses 
offered bv some of our reputed institutiems 
and research output in this aica of enquiry 
has also been increasing It is not at ill sui 
prising, therefore, that a setninxr series in 
business history started by the Indian Insti 
tutc of Management Ahmedabad (11M A) 
about five years ago has received a great deal 
of well deserved attention 

The third seminar m this series, organised 
in the first week of Apnl 1987 addressed 
itself to the task ot analysing the historical 
evolution ot strategy and siructuic in Indian 
business Although the theme sounds like an 
eeho a framework employed bv Alfred 
D Chandler a noted business histonan at 
the Harvard University to explain the 
growth pattern of American business the 
idea behind the IIMA exercise was not to 
apply Chandler's approach to India as was 
emphasised by Dwijendra Input hi m his in 
troductory remarks Its basic objective was 
to analyse the processes of evolution of 
the organisational set up and strategic 
approaches in the Indian business world in 
formed by the soeio-euitural and politico 
economic forces operating in our society 
With a presentist rather than an antiquarian 
positivist vjew ot history, the seminar sought 
to answer questions which would help us 
understand the situations in our own times 
The presence of a few business executives 
and experts, along with some outstanding 
names in the historical profession, ensured 
that the practical side of things was not lost 
sight of in the deliberations 
The theme of the seminar was a logical 


additional information about missing per 
sons, the list goes above the figure 3 874 7 
Will such information be ignored’ 

(ustiee Misra concludes part I ot the 
report by stating his hope that every group 
within the Indian society will learn its 
lessons from these events and "join the 
national march ahead by forgetting the 
unpleasant episodes of the cloudy days and 
looking toi ward to bright sunshine ahead ’ 
In his report jusiiu Mtsra has included some 
of the most hariowing affidavits presented 
belore him It liter sifting through the 
evidence offered to him he can refer to the 
November holocaust as ’unpleasant episo¬ 
des of the clouds u tvs ’ it is no wonder that 
his report has failed to still the cry for fustice, 
to cleat at least in part the national shame 


extension ot the picvious two exercises in the 
senes The fust had examined the evolution 
ol business communities and the second 
was on the role of different state systems m 
the development ol Indian business from the 
Mughals up to the Nehiu era These two 
seminars taken togcthei foimed a sort of 
backdrop foi the latest event which aimed 
at malvsing how business practices at the 
mieio levels were allected by macro 
situations 

Assuming that the structural strategic 
developments in Indian business were a 
product of interaction between indigenous 
and western piactiecs, the seminar started 
otf with a discussion on what the indigenous 
situations were when the 1 uropcans began 
their commercial penetration of India 
around ihe beginning of the 17th eenturv 
Michael Pearson emphasised that before the 
entry ot Europeans Indian business and 
economy was in many wavs superior, or at 
least comparable to the European situation 
But the dee line seems to have set in in the 
subsequent period Elaborating various 
theories advanced to explain this pheno 
nienon Pearson concluded that the colonial 
intervention without question was a major 
factor While there was general agreement 
abom ffeai son’s thesis, some participants fell 
that his conclusion needed more supportive 
data than ht and others who concurred with 
him could advance 

Howtvei, there was a general consensus 
that the 17th and the 18th centuries did not 
witness anv baste change in the organtsa 
tional and strategic aspects of Indian 
business 1 he seminar, therefore, turned to 
discussing the changes that began to occur 
in these spheres around the beginning of the 
19th century On the organisational side was 


a paper by Radhev Shyam Rungta who dis¬ 
cussed the origin, development, and aboli 
tion of managing agency system Challeng¬ 
ing the oft repeated belief that the system 
resulted from the need to European business¬ 
men operating in India, Rungta emphasised, 
as he had done in his well known book “Rise 
ot Business Corporations in India', that its 
origin lay in the needs of (he Indian com¬ 
panies dealing in marine insurance He also 
challenged the view that the system evolved 
as a result of paucity of managerial com¬ 
petence and risk taking abilities in India 
Giving a detailed analysis of the function¬ 
ing of several companies in the I9th and the 
20 th centuries, he concluded that the eon 
sohdation of the system was a direct out¬ 
come of the exploitative nature of Indian 
promoters of industries Most of the par 
dopants, however, remained uneasy with this 
kind of explanation which they thought was 
rather one sided 

Among the strategies adopted by Indian 
businessmen, the seminar discussed those 
relating to diversification methods of rais¬ 
ing finance, and marketing of goods In a 
wide ranging papei, Omkar Goswami con¬ 
centrated on the manner in which the 
Marwans arid other indigenous entre 
preneurs wiesied a share of industrial con- 
tiol in the jute coal and tea industries in 
eastern India from the expatriate firms 
Basing his analysis on a mass of empirical 
data he concluded that the process started 
as early as 1920 and continued unabated 
until after freedom In his opinion it was the 
superior knowledge ol the market and 
Indian business conditions that enabled the 
Indian businessmen to place the expatriate 
firms in a defensive position much before 
freedom came and what happened after 
freedom was simply a continuation of the 
process that began much earlier The transfer 
of power in lus opinion had very little to do 
with the declining business power of the ex¬ 
patriates Goswami however, could not fully 
substantiate his conclusion that the end of 
colonialism had Iitilc impact on the rising 
business power of native enlrcprtneurs 

S Ambirajan initiated the discussion on 
the evolution of financial strategy Referring 
to Chandlci’s woik relating to American 
business the speaker emphasised that the 
existing theories of the growth ol firms do 
not lead us too far in understanding the 
financial siraicgies pursued by Indian 
industrialist in the 19th and the 20th cen 
tunes What we need to do is to look at the 
special characteristics of Indian business to 
understand the manner in which industrial 
finance was raised In this connection he 
reterred to the Indian family system, con¬ 
centration of wealth in a few pockets, exis 
icnee of trade guilds, bundles and other 
negotiable instruments and a remarkable 
degree of inter dependence among the 
merchants and traders who later entered into 
industrial undertakings Ambirajan, thus. 


Evolution of Strategy and Structure of 
Indian Business 

Mnkrand Mehta 
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presented an overarching picture of Indian 
business—a picture which did not leave 
much room for disagreement and yet left 
considerable room for dissatisfaction 

More satisfactory in this respect was a 
paper bv Rajat Ray who dwelt on the finan 
ciug ot Indian business abroad, particularly 
those operating in west Asian, east African 
and south-east Asian markets in the late 19th 
and the early 20th centuries He explained 
the success of the Gujaratis and the Chet- 
tiars, who dominated the overseas trade, to 
their close family tics and their financial 
expertise developed over a long period of 
time Ray put special emphasis on the role 
of bundles and other negotiable instruments 
which Ambirajan had also emphasised in his 
paper 

The evolution of marketing system was 
discussed on the basis of a paper by 
Makiand Mehta ol the Gujarat University 
In his opinion, the distribution system which 
emerged in industrial India was one that was 
grafted over the traditional approaches to 
marketing prevailing before the colonial 
intervention He supported this point of view 
with reference to what happened in the 
textile industry picscntmg a case study of 
the Delhi l loth Mills The consensus, 
however was that the observations based on 
one industry, and that too on one eompanv, 
needed to be supported bv more extensive 
data It was also pointed out that perhaps 
it would be more profitable to analyse the 
problem with reference to two parallel 
systems—conventional and modern—rather 
than the grafting of one over the other 

Discussing labour management relations 
in colonial India, S Bhattacharya presented 
an analysis of the development of the 
industrial working force Emphasising the 
fact that labour continued to be wedded to 
primordial lovalues, he referred to what he 
called the ‘low-dassness’ of the Indian 
working class This among other things, ex¬ 
plains the continuance of outside leadership 
in labour unions There was no disagreement 
on this aspect of Bhattacharya’s analysis, but 
he ran into difficulties when he tried to 
ascribe the low level of the worker’s con 
sciousness of his class identity to be existence 
of the colonial state The principal discus¬ 
sant for the paper N R Sheth, echoed a 
generally shared feeling that it was unlikely 
that in the absence of the colonial state, the 
primordial loyalties of the workers would 
have disappeared as easily as Bhattacharya 
would have us believe 

Some amount of work has already been 
done on the issues referred to above TWo 
papers, however opened up entirely new 
areas of enquiry One was by Dwijendra 
Thpathi and J Ramachandran who discus 
sed the attitude of Indian management 
towards social accountability Making a 
distinction between social accountability and 
social responsibility they emphasised that the 
annual report and balance sheet—the only 
public document issued by companies—is 


the most reliable instrument to gauge the 
managements approach to social account¬ 
ability Basing their analysis on the con 
tinuous series of balance-sheets of a com¬ 
pany covering about 100 years, they con¬ 
cluded that whatever willingness the com¬ 
pany displayed to disclose the basic details 
of its working in the annual reports was due 
to changing legal requirements Neither the 
shareholders nor the accounting profession 
seem to have exercised any influence in this 
matter This among other things, according 
to the authors, explains the pro regulatory 
stance of the post independence govern 
ment While there was a general agreement 
about the basic conclusions, the chairman, 
P G Mavtankar, and discussants K Bala 
krishnan and Gita Piramal, took the authors 
to task for what appeared to be a rather 
narrow concept of social accountability 1 he 
participants also felt that the authors needed 
to expand thtir data base 
The other paper in this category was by 
Blair B Ming of the University of Illinois 
on the place of boards of directors in the 
managing agency system Based on his 
scrutinv ol the boaid minutes ot the Tata 
Iron and Steel Company (1 ISC O) Ming 
concluded that the TISCO board, in contrast 
to the boards of industrial companies con 
trolled b> managing agents in general, played 
a more activist role in managing the com 
pans It was, however pcunled out bv several 
participants that Ming s data did not quite 
support the conclusion inasmuch as h* had 
not cited one single case of major disaggrec 
ment between the managing agents and the 
TISCO board and that there was no evidence 
at all that the board ever rejected any recom 
mendation of the managing agents Given 
the structure of the managing agency system 
perhaps even the TISCO board compris 
mg some of the foremost luminaries in 
Indian business, could not have played but 
a limited role in the affairs of the company 
The last session was devoted to a discus 
sion on the strategy and structure in Indian 
business in the post colonial phase. Since the 
period is too close for a proper historical 
scrutiny it was based on a paper written by 
Maurice Zinkin Also the discussants 
were either business executives, such as 
P C Randeria, Prakash Ttmdon and P Srmi 
vasan or management experts such as 
V L Mote Zinkin in his paper talked about 
the preponderant role of the government in 
shaping the strategy and structure of busi 
ness in independent India and the timidness 
ot private enterprise to stand up to govern 
mental pressure Mote and Randeria as well 
as some of the participants, however, felt 
that the generalised picture presented by 
Zinkin was not only unsubstantiated, but 
also conflicted with actual experiences of 
business leaders It was also pointed out that 
Zinkm's concentration was on the private 
sector alone, the public sector had been com¬ 
pletely ignored in his treatment Hiking a dif¬ 
ferent approach, Itrndon pointed to a docu¬ 


ment prepared by the British government in 
1945 which seemed remarkably similar to the 
industrial policy statement issued by the 
Nehru government m 1948 Also, the indus¬ 
trial policy statement in many ways was an 
echo of the Bombay Plan authored by pro¬ 
minent industrialists just before the transfer 
of power In the context of these documents 
Zinkm’s analysis was not so overdrawn, 
Ifcndon seemed to suggest 
All in all, the three-day seminar was a rich 
fare of ideas, empirical research, and intel¬ 
lectual stimulation One must congratulate 
the organisers for very careful academic 
planning and right choice of participants 
which contributed to its success And yet 
some gaps were noticeable For instance, 
there was no discussion on technology 
adaptation and the spread of Indian multi¬ 
nationals This, however, does not detract 
from the fact that the seminar opened up 
new areas of research, raised new questions 
of methodology and expanded the horuon 
of Indian business history As the 1IMA 
publishes the outcome ot the seminars in this 
series (a book based on the first is already 
published and the one based on the second 
is about to come out of the press), the ever 
else is bound to have a multiplier effect on 
research in business history or even histoiy 
in general 
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Labour, Land and Rice Production 

Women’s Involvement in Three States 

K Saradumom 

1 he underlying assumption in many studies which examine the situation of agricultural labour is that the male 
worker is the mam breadwinner and the sole supporter of women and children This study which examines the 
involvement of women—both labourers and landowning—in rue production in three states, Kerala, Tamil Nadu 
and West Bengal finds that their c ontribution is neither marginal nor insignificant Through their work, knowledge 
and skills both categories of women make i ruuaUontributtons to the production and processing of rice as well 
as to household expenditure They ate also aware of technological changes and influence their acceptance or 
rejection But in order that their rote be recognised many concepts and definitions including those of work. 


employment, wages, earnings etc, 

LAND and labour are well acknowledged 
factors of production But the most common 
practice is to treat labour as abstrac or 
neutral (which may be equated to male), and 
land as static (ignoring the changes in its 
character our time) 1 In this paper wc in 
troducc gendtr and class and examine 
women s both labouicrs and land 
owning- imolvtincni in rice production in 
the states of Ktrala Tamil Nadu and West 
Bengal These two categories of women havt 
one thing in common vi/, their work is not 
recognised tad it often goes uncounted and 
umccordcd At the same time their interest 
in ind contribution to tue production are 
not the same This is mainly determined by 
their relation to land while most of the 
labourers are landless the women in the 
land owning households do enjoy some ac 
cess to land and produce and control ovci 
labom e\en when they do not havt anv lie 
jure right over land What is presented in this 
paper are some of the important findings of 
a bigger study’ 1 he objectives ot which 
were modest tht immediate and important 
among them vv is to till in a substantial g ip 
in the data base on women s economic iv 
t iv it its and document the contnbuiion ol 
women to tht pioduction ot rice at dillertnt 
stages 

During the course of this study we had 
to go beyond the strict objectives laid down 
in the research proposal ' 1 he responses we 
received as well as our own observations 
have helped in widening our perspective 
Among the mam arguments put forth in this 
paper are (i) women’s involvement in rice 
production is not marginal or insignificant 
women labourers contribution is crucial 
both lor lice pioduction and household 
maintenance (n) exploitation of women 
labourers incl ihucbv labour as a whole cx 
ists m scry m mv w iys and it varies between 
regions (m) women Irom land owning 
households contiibute to tht production and 
processing ol rice in i much bigger way than 
understood and (iv) both categories of 
women aic awatc ot technological ch tnges 
and play i role in tcccpting or icpcting 
innovations 

Before proceeding a brief description of 
the study area and respondents is necessary 
I teld work was Undertaken in 28 villages 10 


ha\e to be revised 

each in Kerala and Thmil Nadu and eight 
in West Bengal An idea of the regional 
spread of the villages can be had from 
table A About 48 women labourers and 
10 IS women from landowning households 
from each village formed our respondents 
They belonged to different religions, castes 
and tribes I he majority were married and 
came under the age group 26 to 50 The 
number of unmarried women as respondents 
was more in Kerala The respondents included 
widows in both (he categories, most of 
whom lived with adult working sons and 
their families There were some—parti 
cularly in Kerala -who lived along with 
adult working daughters In the case of some 
landowning women it was found that mar 
ried daughter and family lived with the 
mother A third group of widows was 'ound 
to be living with small children or unem 
ployed adult children, thus adding to their 
responsibility We had respondents who were 
divorced 4 as well as those who were 
deserted by husband A very small number 
of our respondents lived alone The number 
ot cases under each of the above description 
was lesser among the women in the land 
owning households The difference between 
the two categories of households became 
clearly marked when it came to educational 
levels of respondents and other members of 
the household and also the availability of 
a regular income' 

What has this study brought to life about 
wonitn s life and work ’ This would be bet 
ter understood il wi pause for a while and 
examine the observations of some others To 
begin with, let us sec what two of the majoi 
reports on agricultural labour have said 
References to women labourers are made in 
mote than one pi icc in the Second Agri 
cultural labour Enquiry Committee Report 
(1960) gist of which is contained in the 
following A distinct feature of agricultural 
employment is the preponderance of women 
and children as wage earners While such 
employment is often resorted to for sup 
plenicnting family income, it is to an extent 
a contributory factor to low wage levels of 
adult male agricultural workers Employ 
ment of women is generally confined to par 
titular agricultural operations such as 
tiansplanting Children are employed for 


cattle tending, weeding, etc ” (p T9) These 
observations are very Rtrgcly repeated in the 
Rural Laboui Committee Report (1963 64) 
ot tht ministry of labour “It is the economic 
compulsion more than any other considera 
non, which motivates women in rural areas 
to seek employment for wages It is, there 
fore, but natural that such women are drawn 
from the pooler strata of the rutal society 
comprising mostly the landless agricultural 
labour households Although cmplovmcrit 
in agriculture is in itself seasonal, the 
employment of women is all the more 
sporadic as they were generally ued to 
household chores and take up employment 
mainly to supplement the income of the 
household Shortage of space does not per 
nut us to enter into discussion on remarks 
is given above However it is necessary to 
add that such remarks are not restricted to 
government reports Even “progressive” 
social scientists have expressed such views, 
which reflect both ignorance ol and attitude 
towards pooi people’s life Unfortunately 
these views have influenced the formation 
ot definitions and concepts Our observa¬ 
tions which arc different are not the result 
of a lapse ol nearly two decades 6 The 
underlying assumption in all the above 
observations is that the male agricultural 


Tabil A Siatl and Dixtrktwisf 
Distribution or Vn i ac.fs Sujdifd 


Stale 

District 

Number of 
Villages 
Studied 

Kerala 

Palghat 

2 


TVichur 

2 


Alleppey 

2 


Malappuram 

1 


Cannanore 

1 


Trivandrum 

2 

Tamil Nadu 

Kanyakumari 

2 


Chingleput 

2 


Thanjavur 

2 


South Arcot 

2 


Tirunelveli 

1 


Madurai 

1 

Wtxt Bengal 

* Birbhum 

2 


24 Parganas 

2 


Purulia 

2 


Bardhaman 

2 
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labour is the real worker, breadwinner and 
supporter of women and children Our post 
tion and observations are different 
We hold the view that women labourers 
are performing some of the crucial tasks in 
rice cultivation While women in large 
numbers are engaged in the production and 
processing of rice, we did not Find a rigid 
sexual division in these tasks In transplan¬ 
tation and weeding, two tasks commonly 
ascribed to women, we found interesting 
regional variations in what women and men 
did or did not do There are villages where 
only women did these tasks, while in some 
villages men also did these tasks In some 
places men who did these works were made 
fun of as engaging in female tasks In some 
women plant the seedlings pulled out by 
men However we do not agree to the view 
that women are engaged m less strenuous 
tasks Thmsplantation is a highly skilled and 
strenuous task and women have acquired 
the skill and strength passed down through 
generations Coming to harvesting a task 
which benefits the labourers most, because 
ol the kind payment, we found more clear- 
cut regional variations in sexual division 
and/or ‘‘co-operation’ In some villages m 
Thanjavur district only pairs of women and 
men 7 were employed, thus discriminating 
against women without adult male members 
in the household who would go for har 
vesting In some of the villages m the 
southern parts of Kerala and nearby villages 
in Tfcmil Nadu, women are not employed in 
harvesting As we go to the northern parts 
of Kerala harvesting becomes a near mono 
poly of women One of our findings which 
has to be reported here is that what we 
usually refer to as harvesting is a combina¬ 
tion of several tasks like reaping or cutting 
the stocks of paddy, bundling them, carry¬ 
ing them to the threshing yard, threshing and 
winnowing Then there is measuring and 
storing of grain, and also stacking of hay 
which can also include tasks like loosening 
and drying 

There is wide variation between villages 
as to how these are treated and also how 
payments are made In many places reaping 
and bundling upto winnowing are treated as 
one work In one of the villages in Thchur 
district in Kerala women labourers stopped 
carrying the bundles to create work for their 
menfolk who are facing severe unemploy 
ment In one of the villages in Alleppey 
district in Kerala the situation is different 
This area has witnessed strong, militant 
unionism Due to increasing labour costs 
and strong unionism, landowners have 
shifted the threshing yards nearer to the 
fields and this has put an end to work like 
carrying reaped paddy Very often sale of 
paddy and straw also take place there itself 
Due to these and other reasons our villages 
in this district showed the lowest emplov 
ment for the individual worker Sometimes 
a labourer got work for less than an hour 


It is doubtful whether the linkage of 
agricultural labourers’ life and work to ex¬ 
ternal developments are understood by 
researchers and policy makers• 

Yet another point that merits our atten 
tion is the status of labourers as permanent 
as against casual, and landless versus those 
with some marginal size land under their 
control We did not Find anywhere perma¬ 
nent labourers like the old agrestic slaves 
whose life was under the master’s control in 
every sense. Majority of our respondents 
were casual labourers Others came under 
varying types of permanent relationship with 
the employer ’ Wages given to permanent 
labourers are slightly less than what is 
generally given to casual labourers But the 
former has an assurance if the employer has 
work They can also get small loans without 
interest They are also preferred when there 
is domestic work or other work nearer 
home, and for which payment at least partly 
would be in food Where do women come 
in this ’ It is difficult to answer this correctly 
because our knowledge about women’s entry 
into labour market is limited We tound a 
few cases where husband is a casual labourer 
and wife permanent or vice versa We tound 
cases where husband becomes a permanent 
labourer and wife works for the same 
employer without entering into any contract 
A recent study in one ol the Tamil Nadu 
districts, which also is our field area reports 
that “m practice the padtyal's wife does all 
the non-agncultural work required of him 
for no additional payment" The same report 
pointed out that in one village the padiyal’s 
wife was expected to do the weeding, trans¬ 
plantation and harvesting in the landowners’ 
field as part of the padiyal’s contractual 
agreement 10 One cannot say that there is 
sexual division of labour in such situations 
Another case of exploitation to which 
agricultural labourers in general and women 
m particular are subjected to is when 
women and men work jointly In one of the 
Thanjavur villages we found the women cut¬ 
ting the ripened crop and making bundles 
early m the morning The men get up slowly, 
and carry the bundles to the threshing yard 
Wome come back and help m threshing and 
winnowing They do not wait till the grain 
is measured and wages given, as they have 
to rush to make small purchases and cook 
for the night Women’s work was more "in¬ 
visible” in West Bengal than in the other two 
states We have not been very successful in 
breaking the veil of “invisibility’’ though 
contrary to what city friends had informed 
us we found large number of hard working 
women They did not—at least in our 
sample—enter into contract with employers, 
but fulfilled husband’s contractual oblige 
tions, and to repay loans However the big 
gest number was casual labourers These 
practices influence ideas about women's 
work and earnings, how the society and 
women themselves perceive them and the 


work and earnings they actually get Women 
in the unorganised sector are paid lower 
wages everywhere. In rice farming too those 
tasks speciFtcally treated as women's work 
get lower wages In the cases described 
above, where women and men share work 
and earnings even if women’s work is made 
visible, their earnings would remain sub¬ 
merged Such earnings would go as male 
earnings We cannot say whether this joint 
payment is higher or lower than what women 
and men would together get if they were paid 
separately This, and also why this kind of 
practices are more prevalent in certain 
regions are areas which need further prob¬ 
ing In all probability we can presume that 
they are getting less than two independent 
incomes While gender discrimination can¬ 
not be disputed in such cases, we cannot 
ignore the class exploitation behind these 
practices 

Our field work brought to light other 
aspects too which need fresh understanding 
One is the prevalence of some kind of 
tenurial relationship between labourers and 
landowners The practice of labour house¬ 
holds taking some land on some kind of 
share cropping basis is in vogue in Tamil 
Nadu and West Bengal though it was not 
observed in Kerala The sire of land leased 
m as well as the tenunal agreements were not 
the same everywhere In one of the Than¬ 
javur villages many labourers had leased in 
33 cents of paddy fields (100 cents *• 1 acre) 
on tenancy basis (30 SO share cropping) The 
land belonged to the temple and it was 
parcelled and leased out by the managing 
committee In C hingleput district some 
labourers had leased in two acres of held, 
and m some cases it went up to three acres 
I he tenunal agreements can be based on 
alvaram (twenty five per cent of the produce 
to the labourers and the rest to the owner 
of the land) or varam (30 30) In this case 
if the landowners provide water from the 
tubewells installed by them their share can 
go upto 61V. per cent Here also questions 
like who benefits more, the labourer or land- 
owner, where are such arrangements more 
prevalent and reasons for that remain 
unanswered in our study The traditional 
labour has a hunger for land and even, a 
small plot it there is no calamity, brings a 
few bags of gram and hay into the house¬ 
hold A few among them are also able to 
save a bit to buy a cow or pair of own or 
buffalo The landowner, on the other hand 
is fret to withhold the lease after one harvest, 
and the same land is not given to the same 
labourers for long This enables them to have 
labour whenever they want The labourers 
will not have sufficient land and their access 
to resources like credit, water, etc, remains 
limited if not absent Wage work remains "the 
assured source of income for them These 
leaseholding labour households can make 
any small gain from agriculture only if the 
women and children take part in the produc- 
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tion process at all stages Kalyan Dutt, while 
writing on production relations in agri¬ 
culture has pointed out that it was in the in¬ 
ures t of the capitalist landowner to see that 
the labourer has a plot of land which would 
not meet even their subsistence re¬ 
quirements 11 According to him women and 
children have specific skill and role. 

Another observation to be noted here is 
that changes are happening m the mode of 
payment Already shift from kind to money 
payment has taken place in many parts We 
found that a kind of contractual system of 
payment was being introduced in some 
places For example, wages per acre would 
be fixed for transplantation, and for weeding 
it would be so many paise per bundle or so 
many rupees per acre For the labourers the 
temptation would be to work more and 
make higher earnings However, this can 
bring about changes in sexual division of 
work, and also reduce the number of 
labourers needed This will have grave reper 
cushions on the labour households which 
face intermittency of work even now This 
is a point which has not received due atten¬ 
tion It is common to characterise agricul¬ 
tural labourer’s work as “seasonal”, which 
cannot fully convey what it means to have 
work for a few days followed by short or 
long spells without work, and the same 
repeated again Despite the differences 
observed earlier (landless and marginal, per 
manent and casual) all agricultural labourers 
lace this intermittency in the availability of 
work Available literature on agricultural 
labour does not throw useful light on this 
situation and how they cope with it 
Though the main thrust of our study was 
women's involvement in rice cultivation we 
attempted to collect information on other 
work they did either along with agricultural 
work or otherwise Routine work in the 
household commonly known as “domestic 
chores' was left out Our data cannot claim 
to be complete. However, the findings are in 
teresting Our respondents in all the villages 
were engaged in a variety of work which 
brought kind or cash benefits to the house 
hold By and large it can be said that the 
additional work that these women got dt 
pended upon the natural endowments ot the 
region For example our respondents in 
Purulia district in West Bengal went to the 
nearby forest and collected A endu leases, lac 
and other lores! produce This is not possi 
ble lor women in those sillagcs where there 
are no foiest nearby where woods and 
forests are destroyed or whcic the use ol 
common property has been restricted bv 
local bodies or state government Cowdung 
collection and dung cake making, grass cut¬ 
ting and firewood collection are the most 
common work these women found Both 
eowdung cakes and firewood serve as fuel 
in own house and can also be sold If the 
labour household has a cow or any other 
animal, part of the grass the women eollect 


is used to feed them, and the rest sold 
Breaking stones, making stone chips, carry¬ 
ing them, sand, etc—usually called head 
load work, working at construction sites are 
other work available to some The regional 
difference in the work available is signifi¬ 
cant Collection of Fish, crabs and snails, 
edible leaves and flowers, making of cotton 
quilts ( kantha ) ate certain items of work only 
women from West Bengal villages marked 
Whereas multiple crop regions offered more 
of “extra work” primarily nee growing areas 
could offer much less of such kind of woi k 
Though these works have a major role m 
maintaining the labour households in the 
unenviable state In which they exist they are 
ignored bv the official data collecting system 
because they do not always fit into the ac 
cepted definition of “employment” 

Before closing this discussion wc have to 
take note of some disturbing developments 
that are closing these avenues which give ex 
tra work to the women labourers They 
include the impact of new regulations, 
modernisation, urbanisation, technological 
changes and the resultant ethos about style 
of living When tiles and concrete replace 
grass and palm leaf mats as roofing material, 
some amount of work available to the poor 
and particularly women are reduced Perma¬ 
nent compound walls instead of annual 
fencing, plastic goods in the place of tradi¬ 
tional baskets and other items are other ex 
amples No effective intervention to reduce 
the hardship in the insecure life of the 
respondents is possible if we do not even 
recognise the contribution these women 
make to their households and to the society 
Pranab Bardhan is one economist who noted 
this kind of work Yet he concluded that “in 
spite of all this glanng sources of under 
numeration, it is probably correct to say that 
the extent of labour force participation by 
women m West Bengal ts significantly below 
that of men " 12 If we accept that women 
like our respondents are constantly seeking 
work (paid or unpaid) which somehow helps 
their households, what should be the next 
step—to fit that work into current defini¬ 
tions or look for new definitions' 2 
I^and, other variable assumes greater im¬ 
portance when we come to the landowning 
households It has to be mentioned that our 
land-owning respondents were not a homo¬ 
geneous group The size of land owned/ope¬ 
rated, where they are located, whether they 
are irrigated or not and what crops are 
grown as well as the presence of persons who 
bring non-agricultural regular income make 
significant differences between these 
households, which are reflected in the life 
of the women in them A grave mistake has 
been entered into our understanding of the 
“upper caste and upper-class” women in 
India who arc said to be not doing any 
agricultural work, particularly manual work 
Many of our respondents, while answering 
about their occupation said that they were 


'housewives’ A small number gave “agri¬ 
culture” as their occupation Some including 
a muslim respondent in Kerala replied 
'housewife and supervision of agricultural 
work' IWo of our respondents from Kerala, 
one Nambudiri and one Nair (both high 
castes) were teachers in addition to being 
housewife and cultivator One of the 
methods by which data was collected from 
these women was by asking them to note 
down their day-to-day work in paddy 
cultivation in note books The other was by 
asking them to mark against the items of 
work listed in a printed diary Though we 
could not enthuse all women to keep written 
diaries, some of Ike available ones are very 
interesting and contain rich material Those 
women who wrote the diaries did not con¬ 
fine themselves to paddy work alone. The 
varieties of tasks a paddy growing area 
generally have, and also the order of priority 
in women's minds get reflected in these 
diaries Tfcmil Nadu diaries gave a fasci 
nating picture of the respondent’s knowledge 
about cultivation and their concern and par 
ticipation They have shown a tenderness to 
paddv tiop and fields almost similar to what 
they would show to their own children 
Many ot them visited the fields more than 
once everyday checked water level and ad 
justed it il necessary They understood the 
nttd to be caretul both when water was 
scarce, and when pumpsets involving elcc 
tricity consumption and hence payment were 
used Apart from supervising the work done 
bv the labourers many of them worked along 
with the labourers Notings like ‘extracted 
good work from the labourets” was not 
uncommon in these diaries 

It has to be made clear that we should not 
make any generalisations from these land 
owning women s involvement in nee produc 
non It shows significant regional variations 
Apart from that, caste, ideas of ‘prestige* 
and 'status’, etc, also play a role m the ex¬ 
tent to which women of this class take part 
in visible agricultural work Tor example, 
West Bengal diaries showed a marked im 
portance in “cooking and feeding” both 
household members and labourers Their 
direct involvement with the work in the fields 
was less than that of Tumi Nadu women 
( ooking appears to take more time in West 
Bengal households If this included collec 
non of vegetables and fish, then the time 
spent would be more Women in Bengal 
spent more time in cattle care and looking 
after poultry However things are changing 
A Brahman respondent informed us that she 
was doing more work than what her mother 
did Though these women did not visit the 
fields daily, they knew what was going on 
there They knew their labourers, and gave 
instructions through the chief labourer 
It is not correct to stop at *upper-caste and 
upper-class women, do not work in India’ 
We have to ask, why and also what else do 
they do’ In West Bengal, for example; cook- 
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ing and other work dote to thr house take 
a lot of time Still we found a few women 
who sat near the threshing yard, after atten¬ 
ding to all domestic work, and supervised 
the operations so care folly that no gram was 
lost Stopping the practice of feeding the 
labourers has in a sense reduced these 
women’s involvement in cultivation It used 
to give them a sense of participation (even 
when they were not conscious of it) and they 
used to know everything that took place in 
the field through the labourers The same 
happens when the size of land under the 
control of the household gets reduced due 
to partition, or when the family decided to 
sell lands This was observed in Kerala where 
more than one respondent said that cost of 
paddy cultivation was going up and that they 
were not finding it attractive Some planned 
tp sell the fields, or convert them to coconut 
or banana gardens In some places, rubber 
cultivation has begun 11 These changes 
would affect both categories of women 
Some of the new crops do not require as 
many female labour as paddy does Most of 
the cash crops that substitute paddy do not 
need the care and attention that paddy 
demands and this will reduce women’s in 
volvement in the production process and 
also storage, sale, etc 
Employer-labour relationship was not 
focused in the main study But from various 
responses we received it was interesting to 
note how opposite were the interests of these 
groups The labour respondents in general 
welcomed the fixed timings of work now 
followed, as opposed to the earlier practice 
of the landowners calling the labourers to 
work even before the sun rose and kept them 
till the moon reached high up m the sky A 
number of women from the landowning 
households lamented that they have lost 
their old time control over workers Surpris¬ 
ingly even owners of small and marginal 
holdings complained of “idleness" of 
workers, and emphasised the need to work 
along with labourers On several occasions, 
the need tor ideological education and 
debate became pronounced At least the 
women from labour and marginal and small 
landed households can know that they can 
find common grounds 
One area in which our respondents from 
both categories agreed was in their matter 
of tact attitude towards tht technological 
changes that have conic about in rice pro 
duction The most significant of these 
changes are in high yielding vaucties ot seed, 
chemical fertilisers, pesticides and to some 
extent in the Japanese method of transplan 
ting Generally science and technology come 
as something which the ordinary people can 
not easily grasp and hence they create an im 
age of something superior That is somewhat 
lacking here Machines to weed and trans¬ 
plant have not come in a big way as to 
frighten the labourers We had asked the 
landowning respondents whether they listened 


to the programmes for farmers broadcast 
over the radio The majority listened, but 
most of them said that they did not follow 
all suggestions and advice In answering 
about the choice of a particular variety of 
seed or why change of seeds was made bet 
ween crops, one Kerala respondent said 
"When we sowed only government approved 
varieties we had loss Now we use both ap 
proved and non approved varieties During 
this season we used four new varieties 
Brown hopper attacks the new varieties, but 
yield is high Demand for labour depends 
on weed and not on the variety of seeds” 
This single answer leaves us with quite a 
variety of topics to piobt The respondents 
like this woman were able to answer without 
consulting anyone They knew a lot about 
seeds and fertiliser We cannot say that all 
that they said about rejection ol seeds is 
"scientific” However it is necessary for the 
scientists to know how their research fin¬ 
dings are received by the cultivators and 
understand the logic behind them Though 
it may sound odd, wc feel that these women 
with vast experience in producing and pro 
cessing upto the stage ol cooking and scrv 
ing should be taken into confidence bclorc 
technological changes are otlcred to them 
The Tamil Nadu Women s diaries showed 
their knowledge ol wattr management and 
would certainlv have some suggestions for 
effective ind less expensive methods of ir 
rigation As our study did not have science 
and technology as a component our findings 
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WOMLN AND MtN IN LANDl FSS AGRICULTURAL 

Labour Households 


Village Code Average Weekly Contribution 
(Mean) (Rs) 



Women 

Men 

101 

1916 

12 99 

105 

22 10 

2617 

102 

1143 

8 73 

HO 

14 32 

16 97 

103 

14 39 

11 04 

104 

10 81 

9 84 

106 

7 42 

37 44 

107 

21 97 

24 64 

108 

20 0J 

1406 

109 

28 10 

15 29 

211 

9 11 

6 20 

219 

13 13 

13 22 

212 

7 01 

4 69 

214 

566 

5 88 

213 

10 02 

9 59 

216 

18 07 

21 99 

215 

13 29 

II 29 

217 

18 04 

10 82 

218 

24 50 

30 06 

220 

11 67 

17 95 

321 

1091 

12 5] 

322 

941 

10 87 

121 

19 07 

14 05 

124 

15 21 

24 85 

125 

17 53 

16 69 

326 

22 01 

25 87 

327 

18 37 

20 90 

328 

809 

12 02 
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Village ( ode Maximum (R'J Minimum (Ks) 



Respondent 

Hush md 

Respondent 

Husband 

101 

26 81 

27 44 

0 19 

0 00 

105 

10X8 

64 48 

1 99 

0 00 

102 

14 57 

14 15 

4 79 

0 00 

III) 

2s 44 

54 11 

5 94 

0 00 

101 

'1 95 

12 98 

0 27 

0 00 

104 

11 si 

18 89 

2 25 

0 00 

106 

■’s 62 

71 71 

0 56 

0(81 

10' 

16 19 

46 76 

0 15 

0 00 

ins 

2(1 '6 

29 19 

7 II 

0 (HI 

109 

1 6 

41 61 

9 21 

0 IK) 

2ii 

It III 

17 '1 

i r 

0 00 

219 

r 44 

12 12 

2 99 

0 00 

212 

1 1 20 

9 09 

1 IS 

0 00 

211 

s 01 

10 'X 

1 92 

0 00 

211 

1 ' 1(1 

19 OX 

4 69 

0 00 

216 

29 01 

29 2‘ 

1 '2 

Ooo 

215 

|X Is 

>1 89 

0 '8 

0 00 

21’ 

I'M 

2 09 

4 96 

0 00 

218 

IX 40 

71 5’ 

8 21 

0 00 
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.1 Ol 
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1 n 

0 00 
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1 1 2 

16 68 
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4 15 

12 1 
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4 79 

0 00 
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0 00 
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0 00 
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0 00 
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21 81 

19 16 

12 94 

12 59 
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25 04 

11 41 

6 46 

0 (HI 
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24 82 

65 85 

2 2’’ 

0 00 
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in this regard are sketchy and tentative 
However we have enough evidence to sug¬ 
gest this as an area for further research, and 
future concern Science and technology can¬ 
not be neutral to social realities which in 
elude inequalities in wealth and income, as 
well as opportunities and access to resources 
As such, in situations like ours which are 
marked by harsh unemployment, labour 
displacing technologies should not find 
place Labour absorbing and skill upgrading 
technologies should have high priority and 
these should reach women It is necessary 
that a dialogue is initiated between 
technologists and natural scientists, social 
scientists and women like our respondents 
and mechanisms through which information 
and feed back would How regularly has to 
be set up Women's organisations have to be 
entrusted with the responsibility of dissemi 
nating scientific findings and monitoring 
their reception/rcjection 
To conclude it is necessaiy to say that wc 
have come far from our starting point But 
our data demonstrate that women are not 
outside the rice pioduction system Nor ait 
they supplementary earners in -he household 
as the tables 1 and 2 show through then 
work, knowledge and ability to mjnagc the 
process both tategouts of women wt h ik 
dealt with arc fullv involved in the produc 
tion of nee Eor their work to bt recognised 
many concepts and definitions including 
work, employment, wages, earnings, contn 
bution, etc, have to be renewed Tht method 
of assessing work and fixing remuneration 
has to be revised It is also necessary to assess 
the volume of labour ntcessary for agricul 
lure and generate other employment for the 
N6t, as well as a second range of work tor 
those who remain in agriculture Even a 
casual look would suggest vast potential for 
the development of animal husbandry mclu 
ding piggery, poultry and fish culture m West 
Bengal The problem of rural employment 
would be serious in Kerala where an ero 
sion of agriculture based work for the 
labour has been taking place for quite some 
time. Moreover to the traditional worker and 
the landowner agriculture is no more an 
attraction 14 When wc attempt all this 
within a framework aimed at doing away 
with inequality oppression and exploitation 
it is natural that labourers, and particularly 
women should have a stake m land and rice 
production rather than being mere wage 
earners We say women, because women 
have had a special (unction in rice produc 
tion which has madt them skilled and equip¬ 
ped for that Another reason is that they 
bear the maximum brunt -of the present 
system, and cope with all the harshness that 
tollow a life of deprivation and insecurity 
and yet remain oblivious to all including 
data collecting agencies Instead of saying 
“women and children reduce wage rates” we 
have to say “without these women, their 
would not have survived ' Then 
vision would change 


households 


Notes 

[This is a slightly modified verson of the paper 
presented at the panel Women Pioperty and the 
Household in the Ninth European Conference 
on Modern South Asian Studies, July 9 to 12, 
1986, at South Asia Institute of Heidelberg 
University] 

1 Till sometime back land was considered a 
most precious item of property symbolis 
ing prestige and power Customary practices 
prevented transfer and alienation 
Emergence of notions of private property, 
changing inheritance patterns and new 
demands on land have resulted in turning 
land mio a mere commodity which can be 
divided, transferred and sold I andowmng 
si ill yields powci, but the changes that have 
occuired have aflccted both the landowntrs 
and the labourers as well as their inter 
personal relationships 

2 Women in Rice C uluvation , a report 
submitted to the Indian Council of Social 
Science Research (ICSSR) 

I Methodologs ot the study is not given in 
this piper as u has been cxplaintd in several 
papers Please refer Saiadainom, K (wnh 
Joan Mcnchci and lanaki Panikkcr) 
'Women in Rice C ultivation Some Rcscatch 
Tools m Studies in Family Planning ihe 
Population Council, New Votk 1979 
Snrjdnmom, K (with Joan Mencher) 
Muddy Peet Dirty Hands Rice Produc 
tion and Female Agricultural I jbouiers' 
Economic and Political Weekh \ol \VH 
pp A 149 167, 1982 

4 Though separation and desertion is marked 
among the labour households divorce was 
found noticeable in a muslim dominated 
village in north Kerala 

5 While many of our landowning households 
had regular non-agncultural income from 
sources like teaching business or employ 
ment in government and non government 
sectors the total number of persons who 
have got a regular employment in the labour 
households is very small 

6 This argument was put forth by a former 
director ot the Central Statistical Orgamsa 
tion at the Golden Jubilee Symposium on 
Women, Work and Society, Indian 
Statistical Institute, New Delhi, September, 
1982 

7 Earlier it was wife husband team, now a 
mother and adult son can also go as pairs 

8 Though agricultural labourer still remains 
an interesting subject for researchers, one 
does not come acioss much information on 
how land reforms changing crop pattern, 
mechanisation etc, not to speak of 
developments not directly related to 
agriculture on their life 

9 The classification of labourers into perma 
•lent and casual labourers needs examina 
non We are yet to have details regarding 
the advantages and disadvantages of being 
a permanent labourer why it is more com 
mon in certain parts, and how and why 
some labourers leave permanent relations 
and opt for uncertain casual status 

10 T K Sundari 'Caste and the Rural 
Economy’ Working Paper, No 130, Centre 


for Development Studies, Thvandmm, 1980 
fmimeo), p 27 

11 Kalyan Dutt ‘Production Relations in 
Agriculture; with Special Reference to 
Andhra Pradesh', in “Peasant Farming and 
Growth of Capitalism in Indian Agn 
culture”, V V K Rao et al (ed) 1984, 
pp 127 28 

12 Bardhan, P K "Land, Labour and Rural 
Poverty", 1984, p 23 

13 It is unfortunate that the government of 
Kerala, as well as politicians and social 
scientists have not viewed with seriousness 
the falling acreage under nee cultivation as 
well as the fields left uncultivated The small 
owners find it unprofitable to cultivate 
paddy, and prefer io sell the fields or leave 
■hem uncultivated This is an issue which 
needs immediate attention in a food deficit 
stare like Kerala 

14 It would be interesting to know how many 
small owners and laboureis have left or are 
trving to leave land ami -.uluvation, llicir 
traditional occupation As this csnnol be 
seen as a simple matter of >omc people It iv 
mg one CHcuptliou to inmhci il has to be 
him up ucJ thoioughlv 


Shree Raj Travels and Tours 
SHRl r RAJ TRAVFI S AND TOURS has 
planned diversification into the hotel in 
dustry It intends to build executive hotels 
with all modern amenities in industrial cities 
ot India, having a population of five lakh 
and over To undertake this massive project 
the company intends to float a public limited 
company under the name and style ‘Raj Ex 
ecutivc Hotels’ The formalities connected 
with the public issue are being worked out, 
according to Lain Shah, chairman and 
managing director Referring to the travels 
and tours business, he said having made a 
mark in outbound tourism, the company 
was now also looking towards promoting 
domestic tourism From the summer of 
1987, it planned to charter a full airbus from 
Indian Airlines to transport the tourists at 
convenient times from Bombay and Delhi 
to Srinagar The final touches to this con¬ 
cept were being given in consultation with 
Indian Airlines The target set this year was 
to promote 6 500 passengers to Kashmir dur¬ 
ing the peak tourist season of April to June 
The Department of Tourism, J and K State, 
and the Kashmir Hotel and Restaurant 
Association have hailed this new “revolu 
tion” in domestic tourism brought about by 
Raj, and had ottered facilities like free land 
to put up shamunas at Gulmarg, Sonmarg 
and Manasbal, etc, to serve freshly cooked 
hot, delidbus food to the tourists As-these 
places are not geared up to provide hygieni 
cally prepared food The company decided 
to cater to the tourists by serving Gujarati, 
North Indian, South Indian and Chinese 
cuisine specially prepared by selected chefs 



women’s Contribution to Agricultural Economy in 


Hill Regions of North-West India 

J P Bhati 
D V Singh 


While the conditions of women in the plains have been examined by scholars, the hilly, remote backward areas 
have not received the same attention This paper estimates the household’s total labour inputs and examines how 
the division of labour is organised in 120 marginal, small and other farm households located in JO villages 
in Himachal Pradesh The study finds that women’s labour accounts for 61 per cent of the total farm work, their 
participation being greater in activities like animal husbandry than in crop production, and that there is some 
tendency towards sexual division of labour 


WIDESPREAD ignorance and belief that 
women in the i ural areas do not participate 
in economic development because tbt 7 are 
confined to housework are still common It 
would be useful to remember that in poor 
rural families women are far more econo 
mically active than the women at higher 
levels ot income Attempts to alleviate rural 
poverty and increase income and employ¬ 
ment need to be informed by an accurate 
understanding of the different structuie of 
men’s and women’s work patterns in the 
rural areas fhe importance o< under 
standing rural women's socio-economic 
activities has now been recognised by a 
number ot international dost lopment agen 
eies and to collect systematic and reliable in 
formation on sexual di\ ision of labour, fact 
sheets and interview guides a-e prepared by 
the International Labour Organisation and 
the Food and Agriculture Organisation 
(Anker 1980, FAO 1983, Palmer and 
Buckwald 1980) The effect ot planned 
development programmes on rural women 
has also been an issue of considerable 
interest to social scientists Most studies 
emphasise the adverse impact of government 
sponsored development activities on rural 
women’s status (Boserup 1970, Bossen 1975, 
Mazumdar 1977, Ohlin 1980, Tinker 1976, 
Dauber and Cain 1981) 

Hitherto conditions of women in the 
plains and easily accessible areas have been 
examined by scholars concerned with the 
development of women, but the hilly and 
remote backward areas, however, have been 
neglected for a long time. The authors of the 
present paper want to aquaint the reader 
with women’s condition with particular 
focus on their contribution to rural economy 
in the north-west hill region of India 
Regional and location specific studies focus¬ 
ing on the female half of the rural popula¬ 
tion are important for both analytical and 
policy-related reasons 

Data and Sampling Design 

The hill areas in India, consisting mainly 
of the Himalayas, cover an area of 5,14,000 
square kilometres or over 16 per cent area 
of the country and account for about eight 
per cent of the total population The entire 
Himalayas in India may be broadly divided 
into two regions for agricultural planning 


and development, namely, the western 
Himalayas comprising the states of Jammu 
and Kashmir Himachal Pradesh and hilly 
areas of Uitji Pradesh, and the eastern 
Hnnalasds containing seven small states, 
namely Aumachal Pradesh, Assam, 
Manipur. Meghal lya, Mi/oram Nagaland 
and Tripura Ihe present study has been 
conducted in Himachal Pradesh which lies 
in the western Himalayan region of India 

This study estimates the household’s total 
labour inputs in direct production during the 
entire 12-month agricultural cycle (i e, July 
to June) and examines how a household 
arranges its division of labour A rigorous 
measure of agricultural participation and of 
the division ol labour by sex, must be based 
on an accounting of the actual number of 
days of agricultural work performed by dif¬ 
ferent household members over the agrt 
cultural cycle of the region Furthermore, 
time allocation studies are reliable only when 
relatively intensive and laborious procedures 
arc used m data collection Use of recall 
periods longer than 48 hours does not yield 
very reliable results 

Hence, keeping the above points in view, 
the required data for the agricultural year 
1983-84 pertaining to 120 farm households 
located in 10 villages in different parts of 
Himachal Pradesh were obtained from the 
records of the Cost of Cultivation Scheme 
under operation at the Agro-Economic 
Research Centre, Shimla Under this scheme 
a field assistant is permanently posted m 
each sampled village who, on structured 
schedules, regularly collects data through 
daily interviews and personal observations 
about each sampled farm household regar¬ 
ding day-to-day activities throughout the 
year The number of sampled households for 
study tn each sampled village was 12, keep¬ 
ing in view the quantity and quality of data 
required for the scheme and the ability of 
field assistant to keep close observation on 
the socio-economic activities of the sampled 
households 

The multi-stage random sampling pro 
cedure was followed First, 10 tehsils (district 
sub divisions) were selected in the state 
Then, a village was selected from each 
sampled tehsil Next, for each sampled 
village a list of all households along with 
their landholdings was prepared and all the 


households were classified into tnree groups 
(i) those having holdings less than one 
hectare (marginal farms), (n) those having 
holdings of 1 to 2 hectares (small farms), and 
(in) those having landholdings of above 

2 hectares (other farms) Finally, a random 
sample of 12 households was selected from 
each village giving almost equal represen¬ 
tation to each group 

The total sample of the present study con¬ 
sists of 44 marginal farms, 40 small farms 
and 36 other farms Since the number of 
sampled (arm households from each group 
of landholdings is not in proportion to their 
total number in the total village holdings, 
weights of 55 per cent, 22 per cent and 23 
per cent (which are their actual percentages 
in the total village holdings) were, respec¬ 
tively, assigned to marginal, small and other 
farm averages while computing overall 
averages for all farms in the region 

CHARACILRlStlCS OF HOUSEHOLDS 

More than ninety per cent of the popula¬ 
tion of the state live in the rural areas Crop 
production and animal husbandry are the 
main source of livelihood Due to hilly 
terrain fields are small and terraced, making 
farm mechanisation impossible, In the rural 
areas landlessness is nearly absent Those 
households who did not own land earlier, 
got it in the antyodya programme from the 
government 

The average size of landholding on 
marginal farms was 0 56 hectare, on small 
farms was 1 50 hectares and on other farms 
was 3 27 hectares On the whole average size 
of farm in the region was 1 39 hectares 
Farmers keep animals for draft and milk 
purposes The average number of livestock 
units per farm was 3 35, 5 51 and 819, 
respectively, on marginal, small and other 
size of farms Average number of milch 
animals on marginal farms was 147, on 
small farms was 2 26 and on other farms was 

3 18 Overall per farm there were 4 94 
animals out of which 2 04 were milch 
animals (see table 1) 

The average family size on marginal farms 
was 6 88, on small farms was 7 95 and on 
other farms was 11 44 The number of 
animals as well as the family size increases 
as the farm size increases Although absolute 
numbers of both workers and non-workers 


Economic and Political Weekly Vol XXII No 17 
Review of Women Studies, April 25, 1987 


WS-7 



also increase with the increase m the family 
size and farm size; the proportion of workers 
in the family declines and that of non- 
workers (1 e, dependents such as children, 
elderly people and students) increases On 
the whole there were 4 61 (56 5 per cent) 
workers and 3 55 (43 8 per cent) non workers 
per family About 77 to 80 per cent of family 
workforce was engaged in agriculture and 
20 to 23 per cent in non-farm jobs (mostly 
as casual manual labour in roads and con¬ 
struction jobs) (see table 1) 

Sex wise farm and non-farm classification 
of family workforce is shown in table 2 The 
table reveals that women accounted for 
almost one-half of the total family work¬ 
force About 41 per cent of male workers and 
only 0 4 per cent of female workers were pur¬ 
suing non-farm jobs On the whole there 
were 2 35 male workers and 2 26 female 
workers per family Out of these 1 38 (58 7 
per cent) males and 2 25 (99 6 per cent) 
females were engaged in own farm work 
Thus, within agricultural labour force the 
proportion of women was 62 per cent The 
situation did not differ much on various 
sizes of farms 

The positive role of education in eradica¬ 
ting rural poverty and unemployment needs 
no elaboration The higher the education the 
better the chance to get non-farm non- 
manual jobs Education also helps in better 
understanding and rational use of farm 
resources, and in getting outside help needed 
for adopting new farm technology 

Educational attainments of farm family 
workforce in Himachal Pradesh are shown 
in table 3 It can be seen from the table that 
illiteracy was higher among women (67 9 per 
cent) as compared to men (23 6 per cent) 
About 10 per cent of women workers had 
education upto secondary school and about 
22 per cent could finish primary school only 
On the other hand, about 57 per cent male 
workers had education upto secondary 
school and 19 per cent upto primary level 
The situation did not differ much on various 


sizes of farms 

Hence, it is dear that the educational level 
of workforce m the region under study is 
low Women are commonly less well off than 
men in respect of education Furthermore, 
outside the formal schooling system in 
extension and community development pro¬ 
grammes the access of women to learn new 
skills is negligible. Therefore, they have 
virtually no choice other than to accept life 
as it is, made up of a combination of 
household and agricultural tasks In many 
instances the women have to act as head of 
the household, because the men work in far¬ 
away places However, among the farming 
families of all castes in the region, it is sup¬ 
posed to be imprestigious to send women for 
work on road-side manual jobs or on other’s 
farm as paid or exchange labour 


Division of agricultural Labour 
by Sex 

Crop production and animal husbandry 
are the main farm activities of the region 
Farming techniques in hill agriculture are 
simple and primitive and thus require much 
manual labour Since farmers do not grow 
their own fodder crops, animal husbandry 
depends on common property open-access 
pastures and forests Hence, animal husban¬ 
dry is relatively labour-intensive and requires 
routine and somewhat constant amount of 
work throughout the year for grazing and 
collecting fodder 

Understanding of the microprocesses of 
farm activity is itflportant in quantifying 
women’s role in agriculture and in assessing 
the prospects for women’s likely participa¬ 
tion in the employment growth during the 


Table 2 Classification of Famiiy Workers by Sex and Occupation in 
Himachal Pradesh, 1983 84 


Particulars 

Marginal 

Farms 

Small Farms 

Other Farms 

All Farms 

1 Per cent of total family 
workers 

(a) Male 

500 

519 

516 

51 0 


(2 00) 

(2 35) 

(3 17) 

(2 35) 

(b) Female 

50 0 

481 

48 4 

49 0 


(2 00) 

(2 18) 

(2 97) 

(2 26) 

11 Per cent of agricultural 
workers 

(a) Male 

37 5 

37 9 

38 7 

38 0 


(1 20) 

(1 33) 

0 86) 

(1 38) 

(b) Female 

62 5 

621 

613 

620 


(2 00) 

(218) 

(2 94) 

(2 25) 

III Per cent of male 
workers in 

(a) Agriculture 

600 

56 6 

58 7 

58 7 

(b) Off-farm jobs 

400 

43 4 

41J 

413 

IV Per cent of female 
workers In 

(a) Agriculture 

1000 

1000 

990 

99 6 

(b) Off-farm jobs 

00 

00 

10 

04 


Note Figures in parenthesis denote absolute number of persons per household 
Source CCS, Agro-Economic Research Centre, Shimla (India) 


I mii i I Am ru i Si/i oi Hoi uincn Livcsiot ks, Famiiy Sire and Workforu on I)ii i i kini Catfoorifs of F \rms in 

Himachal Pradesh, 19X1 84 


Si/c ol 1 irm 

Average Si/e 

Per Tarm 

Number of Workers and Non Workers 

Occupation of lamilv 


of farm (hi; 

Number ol 


per 1 dimly 


Workirs' 



Animals' 

Workers 

Non uorkus 

Total 

Agricult uk 

Non agriculture 

1 M ii miidl 

0 5ft 

3 35 

400 

2 8S 

6 hX 

3 20 

0 80 

(<1 ha) 


(147) 

(581) 

(419) 

(HX» 

(800) 

(200) 

2 Small 

1 50 

5 51 

4 53 

3 42 

7 95 

3 51 

102 

(1 2 ha) 


(2 26) 

(57 0) 

(43 0) 

(100) 

(77 5) 

(22 5) 

3 Others 

1 27 

8 19 

614 

5 30 

1144 

480 

134 

(>2 hi) 


(3 18) 

<53 7) 

(46 3) 

(100) 

(78 2) 

(218) 

All fdims 

1 19 

494 

4 61 

3 55 

816 

3 63 

098 



(2 04) 

(56 5) 

(43 5) 

(100) 

(78 7) 

(21 3) 


Notes 1 Figures in parsmhesis denote number of milch animals per farm * 

2 Figures in parenthesis denote percentage to total family members Persons below 16 years and above 60 years of age, and students 
ol any age aie considered as dependents or non workers Persons in the age group 16 60 years who were available for work 
are defined as workers 

3 Figures in parenthesis denote percentage to total workforce in the family 
Sou/^r CCS Agro Economic Research Centre, Shimla (India) 

/' 
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couise of agricultural development There 
lore to gain further insight the crop produc 
non work has been sub divided into six basic 
larm activities, namely, field preparation, 
manuring sowing, intercultural activities 
(such as weeding, hoeing, irrigation), 
harvesting and threshing The division ol 
agricultural work by sex is presented in 
table 4 As noted earlier women constituted 
62 per cent of the familial agricultural 
workforce Table 4 reveals that they on the 
whole performed about 61 per tent of the 
total larm work However, it should bt 
pointed out that thes did not participate 
equally in each and evtry larm actmtv 
Womens contribution in the tending ot 
animals was 69 per cent whereas in crop 
production activities their work accounted 
fot 19 pci cent of the total work As regards 
other farm jobs such as visits to markets for 
buying farm inputs and selling product 
women did 14 per tint ol the work Among 
crop production activities a major put ol 
intercultural activities harvesting and 
threshing work was done b\ women iccoun 
ting for 59 per cent 66 per ctnt and 59 per 
cent of these works respectively W'bert is 
in such activities is field preparation (in 
eluding ploughing) manuring (manual 
tiansportation of manuii trom cattlcshcd to 
fields) md sowing activities relatively more 


Si/c ol riri Sex of Worker 


I Mirgiml I unis 

( U Mile 

(h) I email 

II Sir II firms 

(•I M lie 
(b) 1 1 m lie 

III <>tliti turns 

(i) Malt 
(h) female 

IV Mil urns 

(e) Mile 
(b) I tin ilt 


labour was put in by men as the women’s 
contribution to these activities was 18 per 
cent, 37 per cent and 44 per cent respectively 

It may be concluded that there is some 
tendency towards sexual division of labour 
in agriculture Heavy and seasonal work 
such as field prepartion and manuring was 
mostly done by men, whereas light and 
regular work mostly by women Most work 
in hill agriculture is light and hand 
operated—sowing weeding, hoeing, harvest 
mg cutting of grass for fodder, etc Women 
work with light implements (such as sickle 
and hoc) as well as men, hence their higher 
participation in hill agriculture W’omtn’s 
lowest participation is in those tasks that 
involve heavy implements and great physical 
exertion ploughing, manuring terracing, 
levelling etc Since women contiibute more 
in regular and non seasonal work in slack 
agiicultunl si isoiis out would rarely find 
a reduction ui working hours for rural 
women in lullv „i ,is 

M ACiNI 1 1 i L)I Of PlASANr WoMINS 
At kICl'l r«'nAI l’ARIlf IIVVIIO*' 

C ollect’vilv women put in mote work in 
I irm tensities is eompaicd to men Indt 
viilml eompirison presented in table 5 
revetleJ th it a tcmalc worker devoted as 
rrueh time in larm activities as a male 


lit I llt 

1 (iueiliona! Level 

Pi unary 

Secondary 

21 8 

21 6 

54 6 

68 6 

17 4 

14 0 

24 5 

’0 2 

55 1 

69 0 

28 7 

2 1 

21 9 

14 9 

61 2 

66 0 

216 

10 4 

216 

190 

57 4 

67 9 

21 7 

10 4 


worker On an average a woman worked for 
3 $2 hours per day, whereas a man worked 
for 3 70 hours per day It would be useful 
to remember that household tasks (such as 
processing and preparing lood, fetching 
water and tuclwood washing clothes look 
mg alter v hildrcn, etc) were also performed 
bv women Hence, very long (longer than 
men s) hours resulting from a combination 
ol household work and farm work 

The division ol total daily time devoted 
to different larm activities showed that on 
an avetage 87 2 per cent of the working time 
of a woman was devoted to the tending of 
animals II 9 per cent in crop production and 
0 9 per cent in other farm activities (market 
mg etc) On the other hand, men devoted 
62 5 percent ol then daily work to the tend¬ 
ing of animals, 28 9 per cent to crop pro¬ 
duction and 8 6 per cent to other farm work 
The farm work load of hill peasant women 
increases wiih the increase in the sizeol farm 
and they participate in all farm activities 
except ploughing This is diametrically 
opposite to the rural women m the plains 
whose mvolvemtii! tn agriculture declines 
with the increase in the sire ol farm and who 
perform selected lew larm activities only 
Ruth Dixon also made similar remarks 
According to Dixon in the plains of south 
Asia among women of large land owning 
families do not participate in farm work at 
all In owner cultivator families, men plough 
ih».ii own fields although some operations 
icquue the help of outsiders The women 
specialise primarily in domestic duties and 
may assist in the fields in the busy seasons, 
it the holding is small although it would be 
demc inmg to work as paid labourers for 
others in the village (Dixon 1982) Utnal.de 
(1986) also pointed out that there ts signi- 
fic int evidence vuggesfing increased substi¬ 
tution ol hutd labour on (arms for house¬ 
hold It male labour with increased household 
income 

Women m the hills do not observe purdah 
which is quite common in other parts of 
India Kcgirding this aspect explanation 
given bv Bosuup is relevant here Boserup 
suggested that the seclusion ol females is 
related to the economy and the demand for 
temali labour According to him, seclusion 
will be kxund in those areas and farming 
svsitms white Itmale I it Id labour is not 
niUeh tequircd Obviously where female 
labour is vuy important to agricultural pur 
suus-as tn wet rice cultivation, females will 
not be subiect to seclusion as women play 
a very important role in its cultivation, a role 
approximately equal to that placed by men 
(Boserup 1970) 

In the hills crop production is done on 
slopes and terraced fields, and arable land 
bung scarce agncultutal activity in the 
family unit is more intense Above all in 
hilly areas where mechanisation is virtually 
impossible all work has to be done manually 
Therefore, requirement for human labour is 


Soi/ru CIS \gro 1 umomic Rest mh ( entre Shunla (India; 


I MM L 4 Si wvisi Division ol A< leic I l H uvl WuRk is Him si h \l PhsdisM 1981 84 

(Plrttnuim v) 


1 irm At t iv it y 

M irginal Iarms 

Small larms 

Othct 

Farms 

All 1 inns 


Male 

Ftm ilc 

Male 

female 

Male 

1 emale 

Melc 

1 c male 

1 C rop Paid Union 









1 Field prcpiialiein 

82 

18 

80 

2) 

84 

16 

82 

IK 

2 Manuring 

62 

18 

63 

17 

66 

34 

61 

17 

1 Sowing 

59 

41 

51 

47 

52 

48 

56 

44 

4 Inltrculiurc* 

49 

51 

14 

66 

27 

71 

41 

59 

5 Harvesting 

18 

62 

32 

68 

25 

75 

34 

66 

6 Threshing uc 

40 

60 

41 

59 

43 

57 

41 

59 

Total 

64 

16 

60 

40 

59 

41 

61 

39 

11 lending of animals 

29 

71 

11 

67 

14 

66 

11 

69 

III Othei farm work 

87 

1) 

87 

11 

81 

P 

86 

14 

Total farm work 

16 

64 

40 

60 

42 

58 

19 

61 


Note * Includes weeding, hoemg irrigation elc 
A ounce CCS Agro I conomie Restaah C entre Shimla (India) 


I sail 1 1 m e uiunai I i-vi i oi Famii v WoRkioki i 'n Him At h si Prsoi ui 1981 84 


WS9 



Review or women Studies Apnl 1987 


relatively more per unit of land Population 
being sparse and scattered, hired labour is 
difficult to get Because of lack of pro¬ 
ductive resouices the family's economic 
oiganisation must involve the work of all 
members of the family The press of 
economic hardship forces women into farm 
family labour force Therefore, in the north¬ 
west hill region of India, all members of the 
family fully participate in the farm work 
irrespective of sex caste or size of farm 
Moreover, in many cases women have to act 
as head of household taking care of family 
and land in the villages, becaust of the 
absence of male migrants 

WOMLNS C ON t RIBUl ION IN TARM 
Income* 

On the whole average net farm income 
over cash expenditure was Rs 7,100 per 
annum, 65 per cent of it was from crops 
and 1$ per cent Irom animal husbandry 
Annual farm income on marginal farms was 
Rs 3,810, on small farms Rs 7,928 and on 
other farms Rs 14 174 Though incomes both 
from crops and from livestock increase with 
the increase in the size of fai m, the propor 
tion of livestock income in the total farm 
income declines and that of crop income 
increases as the size of farm increases (for 
details sec table 6) However, per hectare crop 
income declines as the size of the farm in¬ 
creases This may be due to intensive land 
use on tht smaller landholdings But income 
per milch animal increases as the size of the 


farm increases, indicating that as the size of 
farm increases farmers tend to keep some¬ 
what more costly and better quality animals 
which give relatively higher milk yields It 
should be pointed out that livestock income 
mentioned above is mainly milk income, 
because fattening and selling of livestock tor 
slaughtering (especially cattle which are m 
the majority in the region) is not appreciated 
by the people as it hurts their Hindu 
sentiments 

Average annual farm income per worker 
was Rs 1,956 which means Rs 5 36 per day 
Annual earning per worker increases with 
the increase in the size of farm The prevail¬ 
ing average wage late for farm hired worker 
was Rs 15 per day Therefore, average per 
day earning per familial farm worker on 
marginal farms was one-fifth of labour wage 
rate, it was two-fifths on small farms and 
it was about one-half on other farms This 
indicates about the possibility of large-scale 
disguised unemployment besides visible 
unemployment for more than fifty per cent 
of their time (per day employment hours per 
worker are given in table 5) 

On the whole the contribution of women 
to farm income, on the basis of number of 
workers per farm was 62 per cent, and on 
the basis of number of hours worked was 
about 61 per cent The contribution of 
women to farm income slightly declines as 
the size of farm increases In any case the 
contribution of women was more than fifty 
per cent on all sizes of farms Women being 


active participants in the farm production 
system of north-west hill region of India, 
they fully participate in decision making 
regarding choice of crops, livestock, credit 
and farm inputs In most cases the decision 
is characterised by family consultation 
However, women generally play a greater 
role m decisions about how much produce 
is to be stored for family use over the year 
ahead and how much is to be sold 
Farm Technology Change Agents 
and Rural Women 

Technological changes in crop production 
such as increasing use of irrigation, high 
yielding seeds and fertilisers, would increase 
employment and income An increase in 
crop intensity antfmultiple cropping (grow¬ 
ing two or three crops on the same plot in 
a year m a sequence) would also increase 
farm income and work load in general and 
particularly the number ol male workers tor 
ploughing and sowing and thus would help 
spread their woik load by reducing seasona 
hty ot work 

Hill farmers do not grow their own (odder 
crops and thus their animals depend on the 
community pastures and grazing lands 
Unhindered access to range resources leads 
to overuse, misuse and qualit) degradation 
Due to overgrazing and overstocking the 
quality and productivity ot pasture lands 
had deteriorated over time The result of this 
is that now animals are grazed longer and 
to collect the same amount of grass a worker 
has to walk longer and work more (the time 


Alta Laboratories Private Limited 

PIONEER MANUFACTURERS OF BASIC CHEMICALS 


1) ACETYL SALICYLIC ACID (ASPIRIN) 
POWDER/CRYSTALS/GRANULES I P 

2) SALICYLIC ACID I P 

3) SALICYLIC ACID TECHNICAL 

4) SODIUM SALICYLATE I P 

5) METHYL SALICYLATE I P 


6) SALICYLAMIDE N F 

7) PARACETAMOL I P 

8) PARA-HYDROXY BENZOIC ACID 

9) METHYL PARABEN I P 

10) PROPYL PARABEN I P 


Registered Office 

Alta Bhavan 

532 Senapati Bapat Mars, Dadar, 

Bombay 400 028 

Telephone 4307441 Cable ALTALAB 

Factory 

"GIRIVIHAR" 

Khopoli, Dist Raisad 
Maharashtra 

Telephone 327 


WS-10 




ECONOMIC AND POLITICAL WEEKLY 


Table 5 Average Farm Work(Hours)per Workfr per Day in Himachal Pradfsh, 1983 84 


Farm Work 
Performed 

Marginal Farms 
Male Female 

Small Farms 

Male Female 

Other Enms 
Male Female 

All Farms 

Male Female 

Crop production 

066 

0 22 

1 20 

0 49 

1 59 

0 70 

107 

042 


(22 6) 

(7 1) 

(290) 

(13 1) 

(34 3) 

(17 0) 

(28 9) 

(119) 

Tending of animals 

193 

2 84 

260 

3 22 

2 74 

3 37 

2 32 

3 07 


(66 1) 

(91 9) 

(62 8) 

(86 1) 

(59 2) 

(82 0) 

(62 5) 

(87 2) 

Other farm works 

0 33 

0 03 

0 34 

003 

0 30 

004 

0 32 

0 03 


(113) 

(10) 

(8 2) 

(0 8) 

(6 5) 

(10) 

(8 6) 

(09) 

Total 

2 92 

309 

4 14 

3 74 

4 63 

4 11 

3 71 

3 52 


(100) 

(100) 

(100) 

(100) 

(100) 

(100) 

(100) 

(100) 


Note A worker on average having work lor 8 hours per day for 300 days in a year is considered 
to be lully employed 

Source CCS Agro Economic Research Centre, Shimla (India) 


Iahii 6 Con rRiBUt ion or Women Workers to Famiiy Farm Income in Himachal Praijlsh, 

1983-84 


I’arlicuhrs 

Marginal 

Farms 

Small Farms 

Other Farms 

All Farms 

1 Xnnual income per farm (Rs)* 

(a) From crops 

2,140 

5 142 

10 027 

4,615 


(56) 

(65) 

(71) 

(65) 

(b) f rom animals 

1 670 

2,786 

4 147 

2 485 


(44) 

(35) 

(29) 

(35) 

Total 

3,810 

7 928 

14 174 

7 100 


(100) 

(100) 

(100) 

(100) 

2 Annual income per hectare (Rv) 

3 821 

3,428 

3 066 

3 320 

3 Annual income per milch 

tnim-tl (Rs) 

1 136 

1 233 

1 304 

1 218 

4 Income per firm worker (Rs) 

(a) Annual 

I 191 

2 259 

2 953 

1 956 

(b) Per day 

3 26 

6)9 

809 

5 36 

5 Per cent contribution ol women to 
f imily larm income on ihc 
b isis ol 

(a) Number ol workers on (irm 

62 5 

62 1 

61 3 

62 0 

(b) Nuinbei ol hours woikcd 

63 7 

59 6 

58 3 

607 


\ou s * (i) harm income over c tsh expenditure (such as on 'teds fertilisers irrigation hired 
libcuir, etc) 

(u) I igures iri parenthesis denote percentage to tot il larm income, 

(m) Approximated Rs 12 ct|ual one US dollar 
Sourt i ICS \gio Lconotnic Research ( entre Shimla (hull 0 


devoted to the tending ol animals is shown 
in able 5) The nulk yields ol under 
nourished low qinlitv animals art generalls 
low It the larnitrs art induced to limit or 
reduce (he numbei of interior animals and 
encouraged to keep few but better quahts 
animals it miv lead to increase in milk pro 
duetion and reduction in farm work load 
An integrated programme tor improving 
productivity of both animals and pastures 
is urgently needed Improvement in the pro 
duetivity ol pastures and grazing lands 
through soil conservation measures and 
reseeding them with nutritive forage and 
grasses would reduce labour tune in tending 
of animals Hence, it may be concluded that 
since men put in more work in crop produc 
non (compared to women) and women con 
tribute more to animal husbandry, simul 
taneous technological changes in both these 
activities would not only increase farm 
family income but would also make farm 
work loads of both men and women some¬ 


what equal and well spread throughout the 
year (considering both farm work and home 
work) 

Adequate input supply and dissemination 
of information on modem larm technology 
and home economies are crucial elements ot 
rural development strategy Women's access 
to agricultural inputs and services (including 
extension and credit) is considerably more 
constrained than men s The part played by 
women in rural economy has to be properly 
recognised Efforts to raise the levels of 
living in the villages must also reach and 
teach the rural women modern crop produc 
non and livestock rearing practices as well 
as public health, nutrition and family 
planning 

If the task of educating rural women is 
left to mahila mandats and other voluntary 
groups there are problems, because the social 
workers who run such clubs are noi Irom 
agricultural families and not always compc 
tent in the technical aspects of agricultural 
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advice Since tfye general level of education 
among rural women is low, the difficulty in 
getting women workers with requisite quali¬ 
fications for “women to women” rural 
development extension work cannot be sur 
mounted to any considerable extent As a 
long-term approach to this problem the 
spread of education among rural girls has 
to be given high priority For too long, 
reaching women has not been an important 
part of development programmes in India 
We must understand and realise the enor¬ 
mous cost of ignoring women’s role in rural 
development and village uphftment 

[The authors are grateful to Patricia Jeffery, 
Pauline Kolenda and Ursula Shanna for helpful 
comments and suggestions on an earlier draft 
of this paper which was presented at the Ninth 
European Conference on Modern South Asian 
Studies held at the University of Heidelberg, 
Heidelberg during July 9 12, 1986 1 
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Social Demography of Excess Female Mortality in India 

New Directions 


Alice W Clark 

Discussions of sex differentials in mortality in South Asia have suffered from a lack of theoretical depth On 
what basis do we decide that a certain mortality difference must be socially rather than purely biologically derived ? 
The answer is usually to compare the observed mortality difference to the expected difference based on western 
experience, but this glosses over the need to examine South Asian environments and epidemiology for their own 
expected effects on sex differentials In addition, what are the expected biological sex-differential outcomes of 
levels of mortality that are, by international standards, extremely high 7 Are age-specific patterns of mortality 
for both sexes different from those based on western models, and why 9 Is the relationship between these sex- 
spec ijic patterns different than it is in western experience ? 

In trying to answer some of these questions, the author advances two presuppositions (!) that excess female 
mortality, in its socially conditioned aspect, forms a part o) an overall reproductive strategy, which in most cases 
reflects strategic calculations of social units considerably larger than the household, (2) that class and gender 
relations may have primacy over many other independent variables as determinants oj demographic rates In other 
words, \anables which operate at a more proximate level may be decisively influenced by changes in class and 
gender relations, and in their interrelations 


THF term 'social demography’ usually con¬ 
notes a primarily descriptive, ard highly 
statistical, approach toward examining the 
empirical relations between socio-economic 
and demographic phenomena particularly 
those empirical relations that can be 
examined given the kinds of data available 
(based on the kinds of questions asked) in 
surveys and censuses Given a theoretical 
framework which is olten rather narrow (and 
is, in part, often derived from an accumula 
tion of earlier empirical examinations ol 
similar data sets), this approach can be 
revealing ol very broad patterns along im 
portant lines Based on such enquiries, we 
surely start with the notion, for example, that 
female education has a powerful relationship 
with child mortality 

Such an approach, however, leaves us in 
no position to address adequately more com 
plex and fine grained patterns ol socio- 
demographic interrelationships This is not 
really the fault of statistical methodology, 
which is able to simplify very complex tables 
of cross-classified data using such techniques 
as log-linear analysis (of which hazard 
models are a variant) but the most powerful 
methods available fail to illuminate problems 
that are not adequately addressed theo 
retically In terms of the example given regar 
ding the relationship between female educa 
non and child mortality, we are for the most 
part left groping with guesses and genera 
lilies about what education actually means 
and does to people under different 
circumstances 

Finer data based on better questions are 
surely needed but without theory we do not 
know the right questions to ask What we 
would wish for is the chance to test ade 
quately specified hypotheses based on an 
adequate theory, using adequate data I will 
deal with these requirements as they relate 
to the topic of excess female mortality in 
India, for the most part all too briefly, but 
with the hope of suggesting a more syste 
matte qpnsidciation of them to researchers 


of the issue 

In reading the literature on sex dtfferen 
Hals m mortality in the South Asian culture 
area, a lack of theoretical depth emerges 
This sense is strongly felt from a purely 
demographic perspective, and gains even 
further momentum given a social historical 
perspective 

Some demographic doubts can be sket 
ched briefly On what basis do wc decide 
that a certain mortality difference must be 
socially rather than purely biologically 
derived 7 The answer is usually to compart 
the observed mortality difference to the 
expected difference based on western ex 
perience, but this glosses over the need to 
examine South Asian environments and 
epidemiology for their own expected effects 
on sex differentials In addition, what are 
the expected biological sex-dilterential out 
comes of levels of mortality that are, bv 
international standards, extremely high 7 Are 
age specific patterns of mortality for both 
sexes different from those based on western 
models and why 7 Is the relationship bet 
ween these sex specific patterns different 
than it is in western experience 7 I will shortly 
discuss some results of analyses that 1 have 
performed in trying to answer some of these 
demographic questions 

Hie more sociological doubts are muili 
layered and cannot be sketched quite so 
briefly My own thinking about these from 
an historical perspective has resulted in two 
presuppositions (I) that excess female 
mortality, in its socially conditioned aspect, 
forms a part of an overall reproductive 
strategy, which in most cases reflects 
strategic calculations of social units con¬ 
siderably larger than the household, and 
(2) that class and gender relations may have 
primacy over many other independent 
variables as determinants of demographic 
rates In other words, variables which 
operate at a more proximate level may be 
decisively influenced by changes in class and 
gender relations, and in then interrelations 


Nt i Ri produc riviTY within A Mom oi 
PRODUC I ION FR'VMl WORK 

In the first place, a thcoretuallf rigorous 
conception ol class ought to illuminate both 
gender inequality and sex differentials in 
mortality more statislactonly than the mixed 
concept of socio economic status which is 
sometimes used What is needed is research 
on the phenomenon of differential mortality 
is it operates within the total demographic 
and social framework of which it is i part 

A theoretical basis for this kind ol think 
ing mav be found in part in a htci cturt 
which attributes differences in demographic 
behaviour to differences in modes of pro 
duction within which households ire embed 
ded (C aldwell 1981, Meillassoux, 1981) 
1 his literature has not been adequately criti 
qued and mined for hypotheses specitving 
demographic behavioural differences 
although C aldwell’s ideas arc more widely 
paraphrased than those of any other demo 
graphic theoretician today 

One problem lies with Caldwell’s some 
what rigid conception of modes ol produc 
tion which apparently allows for very little 
of the dimension of social stratification and 
class formation in its application to develop 
mg countries C aldwell sees the contrasting 
modes there as dichotomous ‘The real 
reproductive divide” he states, “lies between 
modes of production based largely on net¬ 
works of relatives and those in which the 
individual may sell their labour to complete 
strangers ’ (1983, p 568) My own work on 
historical and contemporary South Asia 
however (Clark, 1979, 1983, 1984), convinces 
me that there is a reproductive divide bet 
ween classes within given modes ol produc 
tion, an<^ that mortality differentials are 
involved in differential rcproductivity (See 
also De Vos Clark and Murty, 1987 ) Thus 
there can be expected to be interrelations bet 
ween demographic rates and such socio 
economic phenomena as class position 
within a given mode ol production 
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Claude Mttllassoux, thus far not in wide 
use as a theoretical reference point among 
demographers, identifies an interdependence 
between the domestic and capitalist modes 
in developing countries, m what might well 
be called ihe "interpenetrative mode” of pro 
duction According to this theoretical 
framework, within a situation of uneven 
development the market sphere partially 
depends upon various formerly autonomous 
domestic spheres (which originate in tribal 
social organisation) for the production of 
labom powu in the form of children 
(Mullassoux, 1981) Thus decisions about 
m u riage and reproduction do not only con 
cern the members of households While the 
household participates in its own micro level 
political economy encompassing gender 
relations (of which marriage networks form 
a particulailv important element), it laces 
constraints and incentives from within the 
larger political economy which affect its 
leproductivc options Within this contest, 
class relations between and among house 
holds which nmror interrelations among 
modes ol production plav an important tolc 
as determinants ot reptoductisity Asimilu 
theoretical framework has engendered im 
portant studies in Luropean historical 
demography (eg! illv, 1978) in which class 
has betn found to be a significant contest 
for differential demographic behaviour 

We may start, then tioin a theoreti¬ 
cal Iramcwork which presupposts inter 
itiauonships bctweui class and gendu rcla 
lions and a set ol pathways Irom these 
relations through I, mil) decision making 
processes to rtpioductisny (which in 
coiporates child mortality) Figure I pro 
sides a sketch of the lull theoretical model 
which conccpiu discs a mode of production 
in both Us productive and reproductive 
aspects— the repioduuivc aspect being more 
closely specified in terms ot demographic 
measures here than m most such theoretical 
formulations 

I he final outcome net rcptoductisits 
coi responds to the lamihat demographic 
nicasuic the net icpri dticlion rate It can 
cisil) be computed loi sufliutntlv large 
samples it one his either age spec die fertility 
andmoitaht) talcs or estimates ol the total 
fertility tale and female siitviv d to thi mean 
age at child be lung I hese measures can be 
straightfoiwaidlv computed leu populations 
and gioups or estimated using logit models 
for much smaller units such is households 
given that this is done within a large data set 

The dominant technology (cell \) serves 
to classify the mode itsell The health 
technology feeII ( ) is clostlv linked to the 
productive technology and fesrms the nexus 
ot pteiximatc determinants (as called for in 
Mosley and C hen, 1984), but its actual uses, 
m the context ot family decision processes, 
are intermediated by the social relations of 
production (class relations) and reproduc 
tion (gender and generational relations), as 
found in cells B and D An important 
example ol this kind of intermediation will 
be found in the following exposition of some 
of the implications of the theory 


In agrarian and tribal societies udder 
patrilineal kinship organisation, women 
have long been objects of exchange along 
with other wealth in the forms of dowry and 
bndeprice, originally as an outcome of the 


very process of social articulation (Levi- 
Strauss, 1969) The economic use of women 
as exchange objects clearly predates one m 
which an expected wage from their labour 
is calculated Rosenzweig and Schultz (1983) 


I itiiiKi I Srm e u nr sno Rlproductivl Ouk omi s oi a Moot oi Proihjc mdn 

Panel I 

Diagram ol a Mode of Production 
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Production 
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see a value difference between the sexes, 
caused by lower wages for females than 
males, I would prefer to view the latter as 
but one manifestation of a more general and 
complex phenomenon The value of females 
as objects of exchange significantly out 
weighs, for a time, the wages they can 
command when market relations become a 
factor The strong positive association bet 
ween low labour force participation, which 
reflects in part differential wages, and 
dowry giving, which reflects the value of 
women within an exchange context, is 
demonstrated for India in Miller (1981) My 
own work has shown how the high value of 
women in the exchange context can be 
enhanced by the limitation ot their numbers 
(Clark, 1983) 

The use of women as exchange goods can 
continue in a market setting for sometime, 
especially m a situation where class forma 
lion overlaps with existing caste/tribe/ethnic 
segmentation (Clark, 1979, 1983) The 
emergence of women as subjects of their 
own history is a turning point whose occur 
rence cannot be entirely predicted 

During the initial process of class forma 
tion, the roles that women arc expected to 
play, however become differentiated by 
class Class itself is at the outset articulated 
corporately, along pre existing group lines 
and not simply according to a family’s indi 
vidua) rank on the scale of wealth and 
property holding Due to various political 
historical factors, formerly autonomous 
tribal and descent groups emerge at the 
upper and lower rungs ot a new social and 
economic hierarchy within the new reality 
of property During this phase (which can 
be long lived), class solidarity remains to 
some degree linked to kinship and its wider 
analog, descent In the South Asian context, 
class is linked to caste, with its endogamous 
marital limits Different rules emerge for the 
proper conduct of upper and lower caste 
women which reflect an emergent class dif 
ference, which then in turn becomes encoded 
as a cultural one 

What are some of the demographic effects 
to be expeettd from the process of class 
formation and female role differentiation 
that has been sketched here 7 The examples 
suggested below are based on the analysis 
of social demographic phenomena in central 
Gujarat during the last century (as found in 
Clark, 1979) 

One example is the following, applicable 
to classes with some property Where female 
children, due to the structure of marriage 
networks (cell D) which continue to exist 
within given classes (cell B), are given in 
marriage accompanied by large dowries, 
some of them, because they are so expensive 
to invest m, may be neglected via with 
holding of nutrition and health care, raising 
their mortality Above some benchmark 
level, excess female child mortality has been 
sbopn to reflect a relatively greater neglect 
of the nutritional and health care needs of 
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girls than boys (D’Souza and Chen, 1981) both high fertility, and child mortality which 
Constraints on female labour force parti- « elevated by socially conditioned excess 
cipation within such classes (a product of female mortality Some female education 
influences from both cells B and D) can might not appear to improve these factors, 
further this process The net reproductivity because its chief effect might simply be 
of mothers would be lowered in such a case added to a girl’s marriageability 
if there were no compensating rise in the A second example pertains to classes with 
level of fertility Given overall levels of no property and no tenure rights over pro¬ 
mortality that make it relatively unpredict- ductive resources We would expect family 

able how many children will survive, we constraints on proper female behaviour here 

would expect high fertility and high child to be fewer, and dowery to be small enough 

mortality to go together, and under con to be disregarded (cell D) Women should 

dmons where sons are disproportionately be participating in the labour market at rates 

desired and several sons are sought—-that is, (although not necessarily wages) nearly 

often, where dowries are high and male equal to those of men (tell B) In this case, 

labour is predominant—we would expect it would be desirable to have several children 

MGURE 3(1) SMOOTHED CENSUS SEX RATIOS, MADRAS 
(After Migration Adjustment) 
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FIGURE 3(b) SMOOTHFD CENSUS SEX RATIOS BOMBAY 
(After Migration Adjustment) 
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to help support the family, with little or no 
sex preference, in such a case, child mortality 
would be high, due to poverty, but would not 
be expected to be elevated by excess female 
child mortality Education would be ex pet. 
ted to have a straightforward linear effect 
on mortality 

The most important determinant variable 
in this model is then the class position of 
the family (It is probably within (.lass that 
gender is constructed, for the most part) 
The concept of class has been recast, in 
much of the demographic work on develop 
ing countries (for example, that on Sri 
Lanka), into a statistical construct called 
‘socio economic status' which is often 
measured by (and therefore confounded 
with) parents' educational level (TVusscII and 
Preston, 1982 Meegama 1980, Trussell and 
Hammerslough, 1983, Hobcrali et al, 1984 
Little and Pcriera 1981) 

Education is clearly crucial but there is 
a need to separate more cleaily its effects 
from those ol class—that is, the level ol 
control over productive resources enjoyed b> 
one’s group, and whether individuals within 
ii work for others or are self employed 
(control their own labour power) 

What arc our expectations about educa 
tion's effects given a mode of production 
framework lor generating hypotheses’ At 
ihe individual level, fust education is itself 
a potentially produ* ivc resource in its role 
as human capital and second increased 
education can affect both child mortality 
and fertility through its impact on the con 
ditions of child bearing such as ihe mother s 
age the length of birth intervals, and the 
practice ol breast feeding Third, al the level 
ol tile village or region the average number 
of yeais ol schooling completed forms a 
global, ecological’ variable (in the social 
sense) There can be threshold effects on 
demographic rates at both the household 
and the ecological levels (Tienda 1984) 
further within the theoretical tiamework 
presented the global educational level serves 
as one indicator of the dominant technology 
and thus plays a part in the classification of 
the mode of production which is applicable 

C lass in some cases c in be seen as trim 
uiling the tspected effects ol idditional 
education A study ol mine on child morta 
htv in rural Sri 1 anka (Clark 1984) tound 
that class—in which ownership or control 
of productive resources is the defining 
clement—plays an important tole in exacer 
bating or alleviating sex differentials in 
mortality in early childhood, once mother’s 
education level is controlled In addition, 
within classes which possess means of pro 
duction but at very low levels, a small 
amount ol mother's education reduces 
female child mortality less than it docs male 
it is strongly suggested that class interest 
operates in some cases in the opposite dtrec 
ttOn from that of educaton Above what 
threshold, then, does education add stgnt 


fieantly to human capital, to the improve i he second major variable from the 
ment of child bearing conditions, or to the model which is expected to influence morta 

equalisation of gender relations and the lily outcomes, in terms of both levels and 

reduction of sex preferential practices 7 At sex differential^ is gender inequality The 

what point does it help transform a woman's gap between the age of the mother and her 

own relationship to her assigned roles 7 spouse, and the educational differential 

Below this, as when us expected eflects are between them, may represent part of this 

overwhelmed by those of class, does educa- factor Gender inequality is expected to 

non still have an important meaning 7 operate interactively with class—and per 

Trussell and Preston (1982) have stated that haps indepenoently as well 

there is a need to understand the paths Adequate data to test hypotheses genera 
through which education operates, it may ted by the theoretical framework gtven here 
well be equally important to understand would be microdata, like those of the World 
those through which it fails to operate as Fertility Survey, but ideally with many more 
might be expected socioeconomic and ethnographic questions 

figure 4 <a) madras 1901 h, sex Ratios 

(or I(x)» of Alternative Life Tables) 
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In particular, one would take to have ques¬ 
tions on marriage networks and dowry 
levels Family reconstitutions from parish 
records might also serve to provide some of 
the needed data, though m the case of India, 
where few such records exist, this point is 
a little academic The data need to be on a 
large scale to estimate believable age specific 
mortality rates requires cell sues no smaller 
than several hundred—though smaller 
numbers can work when mortality rates are 
very high In order to use the data existing 
in the real world ingenious creation of pro 
xjes is required 

AGF SPfct IHC Sf \ DlFI t RENl 141 
Mokiai IIS 

We return now to the more purely demo 
graphic questions that need better theoretical 
and empirical grounding k was necessary 
for me to work at this broader dcmograhic 
level m doing research on Indian sex dif 
ferenuals in the past specifically 1881 to 
1931, because there are no microdata to use 
1 used ordinary census data along with some 
new methodologies, and then experimented 
widely with alternative explanations for the 
results—explanations which could incor 
porate varying patterns of differential mor 
tality such as appeared to tit the particular 
case at hand Before presenting some of 
these results I return to a demographic ques¬ 
tion raised earlier when is a sex differential 
in mortality likely to have socially condi¬ 
tioned, rather than purely endogenous, 
biological causes? 

An important part of the above question 
is contained in the following one What 
ought the ratios of mortality rate-) lu be 
in infancy, if there is no excess fern-de mor 
tality? This eery normative qu< 'ion cannot 
be answered without any qualifications In 
western models set at the same ‘level’, accor¬ 
ding to the level setting methods of Coale 
and Demeny the ratio differ both according 
to model and according to the level within 
each model For example. Model South 
Level 18 (Coale and Demeny, 1966), has a 
ratio of mortality from zero to age one of 
0 893, female over male But those of the 
other model families at the same level are 
lower, implying that m the South family of 
life tables female over male mortality was 
somewhat elevated relative to what it might 
have been Cultural differences between 
southern and western Euiopc are tncor 
porated in these ‘levels’ as they differ among 
the models This gives us little help in 
answering the question, since models are not 
culture tree 

A more conservative approach to the 
question is to compare India’s mortality sex 
ratios with those of other third world coun¬ 
tries What really counts is the ratio of mor¬ 
tality between one month and five years of 
age This accounts for as much as half the 
mortality between birth and five, and is far 
more likely to be free from the biological 
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propensity of male infants to die at higher 
rates than female ones, a large part of which 
is captured in the first month of hfe 
The measure of an excess sex effect on 
child mortality is not whether male and 
female rates differ significantly from each 
other in statistical terms, but rather whether 
their ratio differ significantly from the 
expected ‘normal’ ratio A normal value 
could be expected to be a ratio of slightly 
less than 1 00, female over male, due to con¬ 
tinued biological excess male mortality dur¬ 
ing infancy above one month of age Adop 
ting a ratio o< 1 00 would seem to set a con¬ 
servative standard for the identification of 


excess female child mortality above it It is 
important to set a conservative standard 
here, for it is too early in the study of this 
topic in general to say what the ‘true* nor¬ 
mal level is 

In calculating the cumulative distribution 
of sex ratios of mortality from one month 
to five years of age for 25 World Fertility 
Survey (WFS) countries, based on data 
given in a recent WFS report (Rutstein, 
1984), we find that India’s ratio (based on 
Padmanabha, 1982) lies above those of 93 
per cent of the countries (See figure 2 India 
was not, of course, one of the WFS coun¬ 
tries) if these ratios can be assumed to 


FIGURE 5(a) BOMBAY, 1901 11, SEX RATIOS’ 
(of I(x)s of Alternative Life Tkblet) 



Q Hypothetical MS Mole/5* Female MS Male/MS Female 


FIGURE 5(b) BOMBAY FEMALES 1901 II 
(Lile Thble Comparison 1) 
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follow approximately a normal distribution 
curve, then their mean and standard error 
could be used for significance tests of 
specific sex ratios of mortality in subsets of 
the Indian population The mean of these 
25 countries' ratios is in fact 1 004, the 95 
per cent confidence limit for the maximum 
is 1057 Female over male mortality ratios 
higher than 1 057 for the interval between 
one month and five years of age can 
therefore be said to be significantly above 
the normal level for less developed countries 
If we use western models, the mean ratio and 
variance are considerably lower Thus the 
WFS ratio of 1 004 can be called an ap¬ 
propriately conservative standard 

This presentation clearly shows the far 
greater than normal post-neonatal and child 
female over male mortality in India, and all 
the qualitative evidence that has been gather 
mg over the last several years points in the 
direction of a greater preponderance of 
social rather than endogenously biological 
causes This is only a first approach to the 
quantitative issue, however, and further work 
needs to be done using clinical field data 
One would like to know more clearly what 
is the benchmark, ‘normal’ mortality sex 
ratio for each age, including 0-29 days, under 
various Indian conditions, from which signi¬ 
ficant deviations could be calculated 

Using data from Padmanabha (1982) these 
are the ratios of age-specific female to male 
mortality rates (n m x) in India 

< 29 days 0 863 0 I year 0 977 

29 days I vear 1 202 

t-4 yeais 1 301 29 days 4 vtars I 262 

It is abundantly clear from these ratios that 
excess female mortality in India does not 
take place only m toddlerhood, but also in 
the first year of life This is obscured bv the 
ratio for ages 0 1, because this ratio is so 
heavily dominated by mortality in the first 
month of life In that interval, male mor 
tality dominates in all demographic regimes 
except those of swift and outright female 
infanticide. When we see mortality sex ratios 
for ages 0-1 which are as high as 0 977, 
then, it seems clear that infant excess female 
mortality is involved 

1 have dwelt m some detail on ratios of 
mortality between 0 and 5 because a very 
large share of mortality, particularly in high 
mortality regimes, takes place within that 
interval (which is, in turn, a combination of 
several important intervals) My research on 
historical Indian mortality requires some 
such baseline understanding of what one can 
expect of mortality differentials befor the 
age of five 

My data for analysing sex differentials in 
mortality in India are only the census age 
distributions, plus the adult mortality level 
calculations that are based on them with the 
help of the new methodology devised by 
Preston and Bennett (1983) (This research 
is reported in detail in 'Mortality, Fertility 


and the Status of Women m India, 1881-1931', 
which will be published in a book being 
edited by Tim Dyson) It is possible, however, 
to explore different ways of configuring 
these adult levels, using different assump¬ 
tions about possible life table patterns and 
about the ways male and female life table 
interrelate, based on an understanding of 
some of possible patterns of sex differentials 
in early childhood 

There are problems to address m under¬ 
taking such an attempt The first of these 
is that we have no historical life tables for 
India that we can trust The second is that 
there is no way of creating life tables for 


extremely low levels of life expectancy which 
is not artificial and mechanical Using the 
Preston-Bennett method we can ascertain 
the adult level, but not the shape at the 
youngest and oldest ages of the total sur¬ 
vival curve We can produce an approxima¬ 
tion to the total curve, howevei, if we have 
some model of survival rates, some modi¬ 
fication of which we believe may be close 
to the mortality experience of this region 
Recent demographic research on India has 
preferred either the Coale-Demeny (1966) 
Model South, or the new United Nations 
(1982) South Asia pattern, therefore, in the 
study mentioned, I produced alternate life 

FEMALES, 1901-11 
1 


FIGURE 3(c) BOMBAY 

(Life 1kble Companion 2) 



r FIGURF 5(d) BOMBAY FEMALES 1901 11 
(life table Comparison 3) 
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tables based on modifications of those 
models 

For the following discussion, however, I 
went beyond this, starting by fitting the male 
adult mortality levels which result from the 
Preston-Bennett method of life tables actor 
ding to the Model South pattern, and then 
computing female life tables directly from 
the male. This has been done in such a way 
that the resulting female tables, first, reflect 
the age pattern of census sex ratios after this 
pattern has been highly smoothed, and 
second, have a good fit with the female adult 
mortality levels calculated via the Preston- 
Bennet method This procedure was per 
formed for Madras and Bombay Prcsidcn 
cies, for the decade 1901-11 

The issue is, how can we know whether 
we have the right life tables lor females in 
relation to males 7 We can start by consider 
mg the population sex ratios, as computed 
from census totals The curve of actual age- 
specific sex ratios at a point in time can be 
seen theoretically as a cumulative measure 
of mortality at all earlier ages In a popula 
non with stable rates over time, the ratios 
of male to female age specific survival pro 
babilities, inflated by the sex ratio at birth 
should be very close to the age-specific sex 
ratios of the population This is simply 
because age-specific sex ratios are, clearly 
ratios of survivors to each age 

There are both data problems and assum 
ption problems in proceeding with this line 
of thought, in particular, rates were no in 
fact stable over time However it is clear that 
there are very different patterns both of 
overall mortality and of excess female mor 
tality by age between the two regions I he 
latter is clearly suggested by an examination 
of the census sex ratios (even adni.mn^ that 
these data include underenumt >,,011 and 
age misreportmg by sex) Tor H. mbay the 
overall sex ratios are vciy much higher than 
those for Madras (This 1 after adjusting for 
migration) 

We have considerable reason, in any case, 
to believe that in the west of India, mam 


extra female deaths took place in infancy 
and early childhood Bombay contained 
groups and areas that had been known to 
practice female infanticide The custom had 
been outlawed in the Infanticide Act of 1872, 
but its incidence had also been recorded in 
considerable detail in the reports on the 
Act (see Clark 1983) We believe that the 
decrease in infanticide was followed by an 
increase in excess female mortality at eaily 
ages, due to neglect of female children 
(Clark 1979 and 1983, and Miller 1981) 

Pursuing the examination of what dif¬ 
ferent sex ratio patterns might imply about 
the different patterns of mortality between 
regions, the age-specific sex ratio curves for 
each presidency were smoothed out by 
amalgamating several age groups and pin¬ 
pointing their joint ratios on central ages 
This got rid of the insistent peaks and 
valleys characterising these data, which are 
notorious for their high degree of age 
misreportmg and underenumeration The 
resulting patterns, on inspection, suggest 
where each real curve may have had its single 
high point 

Graphs of the smoothed age-specific 
ratios for each decade are shown in figure 
3 It appears from this exercise that for most 
decades, Bombay’s peak may have occurred 
at around thirty or thirty-five, and Madras’s 
at around age forty-five or fifty This sug 
gests the different age patterns of excess 
female mortality by region, including the 
strong likelihood that Bombay had some of 
it in childhood (The curves for 1921-31 may 
have been affected in part by the smoothing 
of the age dau ol the 1931 census which was 
done bv the census office, and in pan by 
actual changes in the age specific patterns 
ot mortality Since we do not know how 
much elfect mav hive been due to each 
possible cause, this dev ide’s pattern is not 
included in my rough estimate of the average 
peak age) 

Having established in this way some 
estimate ol where the single peak of the age- 
spccific sex ratios occurred, new female life 
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Male Base Paired with Alternatives 



Male 

Female 

Sex 

Female 

Sex 

1 cmale 

Sex 


Model 

Model 

Ratios 

South 

Ratios 

Sex Ratio 

Ratios 


South 

South 


Avia 


Table 


Bombay 

e(0) 

18 91 

17 63 

1 13 

18 99 

1 05 

17 39 

1 15 

e(5> 

38 75 

37 21 


43 16 


38 26 


1(5) 

0418 

0401 

1 10 

0 380 

1 16 

0 385 

1 14 

1(30) 

0 287 

0 261 

1 16 

0 279 

1 08 

0 253 

1 20 

GRR 


3 343 


3 014 


3 342 


Madras 

e(0) 

27 50 

25 69 

1 13 

26 69 

109 

28 11 

103 

e<5) 

44 48 

43 03 


46 25 


42 35 


1(5) 

0 546 

0 523 

1 10 

0 510 

1 13 

0 581 

099 

K30) 

0 417 

0 383 

1 15 

0 397 

1 11 

0411 

107 

<JRR 


3 057 


2 889 


2 878 





Notr jfor.'^jjtails of estimation procedures, see Clark, 1987 


tables were created for the decade 1901-11 for 
each presidency This was done by inflating 
or deflating the male table's survival column 
(adjusted for the sex ratio at birth) by a still 
further smoothed senes of sex ratios leading 
to and then descending from such a peak 
Results are presented in figures 4 and S 
Figures 4 (a) and S (a), in addition, contrast 
my hypothetical, smoothed sex ratio curves 
with those produced by two different pairs 
of life tables based on adjustments of 
available models, the model pairs cause 
rather wildly anomalous patterns 
The result of the sex-ratio estimation 
technique for Moiras is a female life table 
which crosses the male at two points See 
the curve labelled SR Female in figure 4 
(b) there it is contrasted with the male table 
on which it is based, and with the appro¬ 
priate female table from the Model South 
pattern If the sex-ratio based table is more 
accurate than that from Model South, it 
implies that excess female mortality, at ages 
where it is not found in matched pairs of 
western models of the same family, did occur 
in Madras The Model South patterns for 
both sexes which are appropriate here, 
however, create the appearance of too much 
excess female mortality, because they are at 
different levels 

Based on the sex-ratio based table, Madras 
females had life expectancies close to or 
surpassing those of Madras males But they 
still had higher age specific mortality than 
Madras males, concentrated within the ages 
between early childhood and old age. They 
clearly had far better life chances than 
females from western India, but so did 
Madras males t ven in Madras it appears 
that there must have been some excess 
female child mortality, for though the infant 
mortality ratio (female over male) in the 
newly created life table is very low, that for 
children one through four is 1 0S8 But there 
was relatively more excess female mortality 
in middle adulthood 
The Madras female life table constructed 
in this way turns out to have a fairly close 
fit to one from Model West thus, if male 
mortality fits one western model, female fits 
another, due to unusual differences (relative 
to western experience) in mortality between 
the sexes 

The new life table for Bombay, in contrast, 
is quite different from any model-based 
ones For this life table; 1 have presented three 
different sets of comparisons Figure 3 
(b) contrasts the new table with the male 
table it is based on (the Model South table 
that fit the male adult level found via the 
Preston-Bennett method), and with the 
female table from Model South which does 
likewise fos, females Here we see that the 
Model South female table does not do 
justice to the full amount of excess female 
mortality at early ages, which the sex ratios 
imply 

Figure 5 (c) shows that a South Asia pat¬ 
tern table runs close to the sex-ratio based ‘ 
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table at early ages, but then improves too 
much at later ones The newly created hfe 
table meets the low of the South Asia table 
at young ages and the low of the Model 
South table at older ones In other words, 
this procedure suggests that excess female 
mortality was high at most ages of life in 
Bombay 

Figure 3 (d) compares the sex ratio based 
female table both with the South Asia table 
and with one from Model West which has 
the same life expectancy at birth, clearly the 
new one is very different from each 

What the sex-ratio based table postulates, 
going back to figure 3 (b), is that female 
survival was well below male until old age 
in Bombay, and that early excess female 
mortality was particularly high The infant 
mortality ratio, female over male, based on 
this table is 1014, and that for children one 
through four is 1128 It is worth noting that 
the second ratio is not as high as contem 
porary all-India ones Yet significantly 
excessive female child mortality on the 
international scale presented earlier is clearly 
implied 

Of course, these new hfe tables (sum 
mansed in the table) have been hypothetical 
creations but they make a point The Indian 
data that we have suggest that we continually 
go wrong for major parts of India by fit¬ 
ting female mortality schedules to available 
models The models themselves have to be 
questioned 

Certain additional questions have also to 
be asked, and asked again Do we assume 
that mortality regimes are primarily a 
‘natural’ working out of certain environ¬ 
mental conditions 7 Is tht social environment 
continually going to be naturalised in our 
thinking, as if female education, for exam¬ 
ple, were an ecological variable not just in 
the sociologist's sense but also in the 
biologist’s 7 There appears to be powerful 
factors strengthening the dowry system even 
among the educated classes in India today 
and dowry is one of the conditions of son 
preference 

While we do not yet know what consti 
tutes a valid expectation of the endogenous, 
biologically based sex differential at each age 
for the various regions of South Asia, the 
date that we do have foi Indian regions sug¬ 
gests that socially-derived excess female mor 
tality has created enduring demographic pat 
terns over at least the past century This 
evidence must take its place as an exemplar 
of the social forces shaping demographic 
history in a larger sense, and lead us to re¬ 
examine the modelling of mortality in 
general 

[Prepared for presentation lo the Workshop 
on Differential Mortaliiv and Health Care 
for Fema'es in South Asia, held in Dhaka, 
Bangladesh, lanuary 4-8,1987, under the spon 
sorship of the Social Science Research Council 
(New Ybrk) and the Bangladesh Association for 
Maternal and Neo Natal Health (Dhaka)l 
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of Demand System in Bangladesh 


Rahnuma Ahmed 


This study of muslims and Christians in a Bangladesh village carried out in 1983-84 has the principal aim of 
obtaining an understanding of recent changes in marriage transactions and the nature of the new forms. The 
author offers, towards the end of the paper, tentative explanations regarding the growth of the demand system 
in Bangladesh 


THIS paper focuses on marriage trans 
actions and the changes taking place m these 
m present Bangladesh In the earlier form 
of marriage the total expenses incurred by 
the groom's side (chete pakhya) outweighed 
those of the bride’s side (meye pakhya) In 
the recent form, a noticeable change has 
taken place, namely, the bride's side has to 
bear most of the expenses A senes of 
presentations are usually involved both 
before; at and after marriage This gift¬ 
giving is increasingly becoming less and less 
voluntary, a new element has been added, 
that of 'demanding' a valued item, to be 
given by the bride’s side to the groom as a 
condition for the marriage to take place 
Items demanded may range from a job (in 
Dhaka or in the Middle East), watch, radio, 
land, cash, large number ot groom's guests 
to be fed at the wedding feast, etc This 
phenomenon is becoming near-universal in 
most Bangladeshi marriages 

The paper is based on an empirical 
study' of muslims and Christians living in 
Thrum village (pseudonym) The fieldwork 
was done in 1983-84 and data was collected 
through a variety of methods participant 
observation, questionnaires, case studies, etc. 
Since no study on marriage and dowry m 
Bangladesh had been undertaken earlier, our 
research aims were rather modest, our prin 
cipal aim was to obtain an understanding of 
the recent changes in marriage transactions 
and the nature of the new form Towards the 
end of the paper, tentative explanations are 
offered, on the basis of the micro stud) 
and observable general social change regar 
ding the growth of the demand system in 
Bangladesh 

The area and the pi ople Only twenty five 
miles away from Dhaka the capital city, 
Thrum village fails under Nagori union of 
Rupganj upazilla The area is chnstian- 
dominated and is one of the oldest centres 
of Christianity in Bangladesh Nagon church 
was built in the seventeenth century by 
Portuguese missionaries The sillagt is 
mainly agricultural—rice sugarcane, jute 
tobacco, mustard, pulses, chillies and many 
fruits (mango, jackfruit, coconut, palm, 
woodapple, guava, lychees) are grown 
Peasant households generally raise cattle and 
poultry^ Christian households would, 
howcva£pfee pigs Four (daily and weekly) 
markets art located within a ten mile radius 
where one can get agricultural products, 
clothes, utensils medicine and other house¬ 
hold items Muslims and hindus also live in 


the area bgit over the past years, with the 
growth of Islamic leanings of the Bangladesh 
state (beginning with the constitutional 
changes introduced by president Ziaur 
Rahman), large numbers of hindus have 
been selling their land and migrating to 
India The study covered 195 Christians 
and 90 muslims (29 and 13 households 
respectively) 

Another feature of the area is the com¬ 
paratively large number of people employed 
in the service sector (primarily m Dhaka) 
and the number of migrants, who have gone 
to the Middle East It is primarily as cook- 
cum-waiter ( bearer-baburchi) that Christian 
men find employment (muslims are fewer in 
number) m the houses of the expatriate com¬ 
munity of Dhaka Some of them who have 
gathered experience and are lucky enough 
in their connections, manage to get similar 
jobs in the Middle East Other usual kinds 
of work in the service sector are gate-keeper, 
gardener (once again in the houses of 
foreigners), an, technician Christians are 
generally richer and it is more usual to find 
Christian households combining both agri¬ 
cultural and sei vice sector work Early remit¬ 
tances are usually spent in paying back the 
money borrowed from relatives or friends 
for travel to the Middle East but in case there 
were no loans then in rebuilding or construe 
ting houses, or purchasing land, investment 
in business is rather rare so far A common 
characteristic of all migrant homes is a brick 
and cement latrine although the house itself 
will be of mud, electricity, fan, two-in one, 
TV etc, are also to be found Aside from 
doing agricultural work, a small number of 
i he women of Taruni are employed as ayah 
(nanny), nurse, garment industry worker, 
tailor, teacher, telephone operator, etc Also, 
quite a few Christian women have become 
nuns 

The Nagori church is situated in a big 
complex consisting of the priest's (American) 
two stoned residence, the mission school 
with hostel, chapel, dispensary, graveyard, 
theological institution, hostel for nuns and 
two ponds The church is a very powerful 
structure, is highly organised and commands 
a lot of resources, it thereby occupies a cen¬ 
tral position among the Christian com¬ 
munity Comparatively, the mosque has few 
functions (gives the call for prayers, provides 
religious education, may conduct marriage 
and death rituals) and is therefore not of 
central significance for the community 
Community relations are often marked by 


a sense of mistrust, suspicion and sometimes 
hostility although material transactions do 
take place and ties of friendship also exist 
There are some cases of intermarriage, m all 
but one; the woman invariably converted to 
the husband’s religion 
It is to be noted that the transactions as 
shown in this ‘ideal’ form of marriage have 
been reconstructed from our data from 
Thrum It is very possible that researchers 
working m other areas of Bangladesh may 
come across a somewhat different list of 
expenses The bride's side was not obliged 
to give the girl anything at marriage in the 
form of bridal fineries or jewellery, the 
whole obligation of decking her out was the 
responsibility of the groom’s side As an 
older woman of Thrum put it (who had 
married off her daughter in the 50s) “I told 
them (that is, the chete pakhya) tomader 
meye tomra jemon pan lemon nao, parte 
shajave nao parte nayngta nao (roughly 
translatable as, “she is yours now, take her 
as you can, if you can, then clothe her, if 
not, then take her naked") And this same 
saying was also voiced by many other older 
women in Thrum 

Thbies 2 and 3 list the items transacted in 
eighteen mushm and twenty-eight Christian 
marriages, between 1936-1983 and 1927-1983 
respectively We have listed the items under 
three headings, both between the two 
sides —chete pakhya to the bride and meye 
pakhya to the groom and within one side- 
parents to the bride In none of the cases 
studied did the groom receive anything at 
marriage from his own parents In table 2 
it is clear that m mushm marriages it is most 
usual for the chete pakhya to give to the 
bride at the wedding, only in three cases the 
bride received nothing from the groom’s side 
It is interesting that in two of these; both the 
bride and the groom had been married 
earlier, this was their second marriage In the 
third, the man was much older, had been 
married earlier and had many children, the 
btlde however was very young The marriage 
was in a sense ‘forced’ on her by her step¬ 
mother since the man was her nephew 
Under ‘parents to bride*, we see that in more 
than half of the marriages (eleven out of 
eighteen) nothing was given to the bride by 
her parents* In a significant number of 
these, the girl was either beautiful, os their 
bongsho status was high, or the girl's parents 
were wealthier In one case, nothing had been 
given because the groom’s side had demanded 
something at marriage Under the third head 
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‘meyt pakhya to Krooni’, in a very high 
number of cases (seventeen out of eighteen) 
we see that the in-laws gave nothing to the 
groom, here we are talking of gifts and not 
‘demand’ The one case which is mentioned 
is of 1979 the girl was very beautiful, had 
been married in childhood butthe marriage 
had not been consummated, her parents said 
that the radio had been given ‘willingly’ (as 
opposed to having been demanded) as some 
sort of compensation for the girl having 
been married earlier 
In table 3 transactions in Christian mar¬ 
riages are sketched out Here also we see that 
it is most usual for the groom’s side to give 
much jewellery to the bride at marriage. In 
the three cases where nothing was given, in 
one; (1963) the girl had been adopted by the 
sisters of the church and raised by them 
Since she had no family and not much 
status, the sisters arranged her marriage with 
some difficulty to a man whose parents 
agreed to take her in, with the least of 
expense being involved In the other two 
cases, the chele pakhya have demanded (in 
one blatantly, and m the other, very subtly) 
things at marriage Under ‘parents to bride 1 , 
we see that it is usual for Christian parents 
to gift, aside from jewellery, household 
items like bedding, utensils, etc (bedding is 
especially regarded as a must) In the nine 
cases where the parents gave nothing to the 
bride, it seems that status-asymmetry was at 
work, the bride’s family was in a more ‘ad 
vantageous’ position than the groom's (for 
instance, she was much younger whereas the 
man was old and widowed, or the girl’s 
family was landed while the boy was em¬ 
ployed but not prosperous) In one case, the 
girl was employed as a nurse and gave up 
her job after getting married In another 
case, the boy was smitten with love for the 
girl and insisted on marrying her In a 
significant number of cases (four), the girl 
was very pretty and this was the mam con¬ 
sideration for the marriage to have taken 
place Under the heading of ‘meye pakhya 
to groom', we see that in roughly one-third 
of the cases, gifts are given to the groom 
(jewellery, clothing, household items, etc) 
The most usual thing which we observed as 
being given to the boy is a silver chain Most 
Christians m Thrum, both men and women, 
old and young, have silver chains with 
crosses around their necks, which they 
usually put on at occasions However in 
one-third of the cases, nothing was given to 
the groom and the explanation for this seems 
to be similar to that operative among the 
mushms, that of perceived status-asymmetry 

Dowry 

The word ‘dowry’ has been used or mis¬ 
used by many different writers m various 
ways It has sometimes been used in the 
sense of bridepnce or mohr, thus the Qoran 
bids believers, “And give the women their 
dowries as a gift spontaneous, but if they 
are pleased to offer you any of it, consume 


it with wholesome appetite’’ 2 (emphasis 
ours, this is the clause which persuades 
women to ‘forgive their claim to the mohr) 
Here the usage of the word dowry (or the 
translation) is different from the way we 
understand it 

If dowry is stripped to its bare essentials, 
it means the wealth the new bride receives 
from her parents at marriage, the point 
which we would like to make here is that its 
historical connotation in the European case 
was different from, say, the Indian one. 
“As the custom existed in Europe (and to 
some extent it is still practised) the dowry 
represented a gift in money, goods or both 
made by the bride’s family towards the 
establishment of her household Because the 
husband was the head of the family, and 
because it was considered unfitting that a 
woman handle business affairs, the dowry 
usually became the property of the husband, 
with the understanding that it was to be used 
to the best advantage of both himself and 
his wife It did not represent a payment for 
an agreement to marry, but simply a means 
oi assisting a young man (who was often 
similarly assisted as welt by his own family) 
to begin the expensive business of esta 
Wishing a home for his wife and the children 
to come l ike bndeprice, dowry united the 
families of the bride and groom in an 
endeavour to provide the best possible 
economic base for marriage, and so to insure 
Us permanence and success”* This long 
quotation portrays the ‘classic* European 
connotation of dowry, namely (a) that it is 
a gift made by the bride’s family in order 
to help her set up the new household and 
(b) although the husband ‘manages’ it (c) it 
does not represent a payment for an agree 
ment to marry It may be mentioned here 
in passing that this was the usual practice 
among the richer classes, and provided the 
basis for matches to take place between the 
impoverished nobility and the newly wealthy 
commoners 

In the Indian context some sociologists 
maintain and M N Snnivas is one oi them, 
that the recent dowry phenomenon in India 
is qualitatively different from their tradi¬ 
tional idea of Konya dan marriage, in which 
brahmin, upper caste parents ‘gifted’ their 
daughter, along with a substantial cash gift, 
to th. groom On the contrary, in the 
modern phenomenon, “the amount of 
money given as cowry is substantial if not 
huge among the higher castes and its pay 
ment is demanded, directly or indirectly by 
the groom’s km" 4 (emphasis added) 

This would seem to be similar to what is 
happening in Bangladesh We however prefer 


to use the indigenous word and term this 
phenomenon 'daabf or the demand system 
which is how it is generally referred to in 
rural Bangladesh The primarily middle class 
media, and its individual members, in the 
intermittent hue and cry over the more sen¬ 
sational dowry cases, always refer to it as 
joutuk (the meaning of which in the Bangiya 
Shobdokosh is given as the wealth which is 
gifted to the newly-weds by the father-in-law, 
note the implicit male bias here) but we did 
not come across anyone using it during our 
field study In the rural context, the word 

Table 2 Muslims—18 Marriages (1936 1983) 

Chele Pakhya to bride 

a) Jewellery items (both gold and silver) 

bangles, nosepm, earrings, armlet, tikli, 
biccha, chain, batana, necklace 

b) Clothing san, blouse, petticoat 

c) Mohr 

d) Land 

nothing in three cases 

Parents to bride 

a) Jewellery items (both gold and silver) 

bald, nosepm, earrings, necklace, chain, 
batana 

b) Clothing sari 
nothing in eleven cases 

Meye Pakhya to groom 
d) Goods radio 

nothing in seventeen cases 


Tabie3 Christians—28 Marriages 
(1927 1983) 


Chele Pakhya to bride 

a) Jewellery items (both gold and silver) 

earrings, bangles, necklace, anklets, chain, 
ring, nosepm, watch 

b) Clothing sari, blouse, petticoat 

nothing in three cases 

Parents to bride 

a) Jewellery items (both gold and silver) 

earrings, necklace, bangles, ring 

b) Clothing sari, blouse, petticoat, cosmetics, 
sandals 

c) Household items bedding (lep toshok), 
thab-bashon, mirror, furniture, trunk 

d) Cow 

nothing in nine cases 

Meye Pakhya to groom 

a) Jewellery items (both gold and silver) 

ring chain 

b) Clothing dhuti, shawl, shirt, pant, kurta- 
pajama, shoes 

t) Household items bedding (lep toshok), 
kolshi (pitol) 
d) Cycle 


nothing in ten cases 


Table I Expenses oi Traditional Tdlal’ Form of Marriagf 


Chele Pakhya (Groom’s side) 

Meye Pakhya (Bride’s side) 

a) Jewellery and clothing 

a) Jewellery (not much) 

b) Feast 

b) Feast 

c) Mohr (in case of mushms) 
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•joutuk' sounded very formal, almost 
bookish Either the word ‘daabF was used, 
or more interestingly, the English word 
'demand' Another word which is used was 
abdaar (which we will go into later) 

Definition of demand Property or 
valuable security which the meye pakhva 
gives, or agrees to give, to the chelepakhya, 
as the condition of (or consideration for) 
marriage Thus, demand is the condition of 
marriage, it is the new form of marriage 
under which the groom's side demands, 
‘wants’ Ichawa) or asks for something from 
the bride's side and if this item which may 
be anything, from cash to shajano expenses 
large marriage feast, a job for the groom, 
expenses for going to the Middle East or 
goods (radio, watch), is not agreed to be 
given (through bargaining, haggling) then 
(a) the marriage does not takt place, or (b) if 
it is agreed to be given but is not handed over 
at marriage or after, then the bride is sub 
ject to harassment, abuse, etc Our data from 
Thrum shows that this is equally applicable 
to both muslims and Christians although its 
incidence among Christians is less since the 
status of Christian women is higher 

Demand mav a'so arise after marriage, as 
in the case of Rahnna, whose husband is 
now wanting a job in the Middle Fast or 
in the case of Parvten whose in laws are now 
asking that the chadri (wedding feast held 
by bride’s family) be held or to take the case 
of James’s daughter whose son in law was 
not satisfied with the job he was given (as 
‘demand ) in Dhaka instead he began wan 
ting one in the Middle East And it is to be 
noted here that demand mas be continuous 
(a series of demands bung made one after 
the other eliciting attempts by the me\e 
pakh\a to meet t tch according to the best 
of their capicits) like James s son-m law 
who now alter returning from the Middle 
Fast, is asking that the wedding least be 
held 

If a demand is not fulfilled then the threat 
ot talaaq’ (divorce) hangs like a Damoele’s 
sword ovei a muslini wife and her baaper 
ban (parental house) At the beginning, the 
wife may be subject to scolding, ridicule (dif 
ferent forms of pressure, harassment), 
beating, eventually she may be sent back to 
her baaper ban having been told not to 
return until after the demand is met or, and 
this is more so in the ease ol a new bride 
she may be refused permission to go to her 
parental house During this period in order 
to pressurise the baaper ban affinal 
shomporko (relations) of asha jawa, olha 
bosha (mutual visits) is also withheld which 


is a matter of shame for the in-laws Or, as 
we see in the case of Jamtla, the unemployed 
son in law alongwith his wife may come over 
to his in laws ban, stay there and refuse to 
budge till the demand is met 
Among the Christians, since divorce is not 
religiously sanctioned, the threat of divorce 
does not work but the wife is similarly 
pressurised’ by being scolded, humiliated, 
beaten, not allowed to go on naior (annual 
visit to her parents house) or by being sent 
back Thus, the Christian marriage itself, or 
its existence is not at stake, but its conti 
nuance in ‘a socially approved form’, mever 
shukhey shongshar kora (the girl leading a 
happv life in her in laws home) is dis 
continued or ruptured 
In the bridewealth form of marriage, the 
chelepakhya bears the expenses of shajano 
a feast and in the case of muslims, mohr 
As for the meye pakhya, some jewellery may 
have been given but usually the groom's side 
bore the greater obligation of jewellery 
expenses, therefore the major expense that 
had to be borne by the girl’s side was the 
marriage feast only In the demand form of 
marriage, we sec that the contents of this 
form are greater, more varied and more 
expensive, it therefore is a bigger burden on 
the girl’s familv than the ideal bndewealth 
form was on the groom s family Ihc con 
tents of the earlier were only jewellery and 
clothing In only one case land was given 
and that was exceptional since the groom’s 
family had ‘tricked* the bride’s family into 
marriage But as we have already noted, 
demand may be made for cash shaja 
expenses for both bride and groom, goods 
like watch, radio, or the arranging of a job 
cither in Dhaka or the Middle East and 
travel expenses to there In the bridewealth 
form the girl's parents may have haggled 
over the jewellery items but this was not an 
explicit condition of marriage as such 
Haggling bargaining over deya neya (give 
and take) was always an essential component 
of marriage but the principle governing this 
seems to have been that transactions would 
be according to the capacity ot each party 
(shamortho onujavi) and usually nothing 
considered as outside the reach of either 
party would be asked for Usually on the day 
of paka kotha (final day of negotiation) 
agreement would be reached on shajano 
items, the number of guests to be fed and 
<n the case of mud..ns the amount of the 
mohrana In the bndewealth form, the gifts 
recei ved by the bride were regarded as hers, 
although how much control she exercised 
over these goods is questionable The 


jewellery that she received from both sides 
has always been regarded as a peasant 
household’s asset, to be sold off m times of 
crisis (however it was, and still is expected, 
that the husband will try to compensate for 
the loss of these in better times) or there are 
also cases of the jewellery having been ‘used’ 
to bring in a new daughter in-law Although 
the jewellery is the bride’s it was expected 
that she would not dispose of it without her 
husband’s knowledge or permission That 
women did not always do so is generally 
acknowledged In Christian marriages 
household items like thala bashon (plate 
utensils) lep-loshok (bedding), and furniture 
are usually give/! bv the parents to the bride 
These items after marriage are regarded as 
belonging to the household, to be used 
jointly In the demand form, the goods 
belong to the groom and/or his family, and 
any benefits from it (say job) are his and his 
immediate family's In the one Christian case 
where cash of taka three thousand was 
demanded, this was later used by the groom 
and his father to invest in their bebsha 
(business) The same person had also 
demanded a job in the Middle East and the 
wealth that he remitted was used to rebuild 
and fix up their ban Thus our data incjjnes 
us to believe that the ‘benefits’ of demand 
accrue to the groom and his parental family 
and do not spread beyond that group, 
although it is also true that other kin 
members may on behalf of the chele pakhya 
be deeply involved in the negotiations and 
haggling 

The ‘givers’ of demand are the bride’s 
parents siblings (and even their spouses, for 
instance, often men do not want to marry 
elder daughters who have many younger 
sisters since it will be expected of them to 
‘help out’ at their younger sisters in-laws’ 
weddings or convcisclv, as already noted, the 
daughter in law’s jewellery may be used 
either to bring in a wife, or marry out a 
daughter) and kin, both maternal and 
paternal In two muslim cases it was seen 
that the maternal uncle was the mam pro¬ 
vider of demand, in Jamila's case, Miloon 
had agreed to arrange for Mohsin a job in 
Dhaka, and in Niru's case, her influential 
mama arranged the marriage, bore the sha 
ja expenses and also agreed to arrange a job 
for the groom In the Christian case of 
Parveen, her parents expect that after the 
harvesting kin members will help in pro¬ 
viding the marriage feast Maternal km, 
especially mamas are expected to help 
meet the expenses and this claim on their 
resources is partly expected, as a matter of 
right, since their sisters had not claimed their 
share of the parental property 

In many societies, bridewealth is deemed 
returnable m case ofrhe dissolution of mar¬ 
riage Among the muslims of Bangladesh, 
it is generally expected that the dower is 
payable only m the case of divorce although 
legally, in Islam it is payable for marriage 
and not for its dissolution But it is generally 


Tablf 4 Daabi among Mi sums and Christians -Bom IUiori and Aeter Marriagf 


Specific demand as 
condition of marriage 
Demand alter marriage 


Muslims 


Job land, radio watch 
clothing for groom 
Job, cash for going io 
Middle East 


Christians 


Cash, bride’s shaja expenses 
job in Middle East 
To hold ihadn least 
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seen that it is rarely paid at divorce, irrespec¬ 
tive of who initiates the divorce (the legal 
stipulation is that if it is the wife who 
initiates the divorce then she foregoes her 
right to the mohr) Also, in the case of 
divorce, except for extremely rare cases, the 
wife never receives, or brings back, or is in 
a position to retrieve the jewellery that she 
was given at marriage by the groom’s side. 
However, in the case of demand, whatever 
the nature of the item, it is not regarded as 
returnable in case the marriage is broken 
As we have already stressed, daabi is the con¬ 
dition for the marriage to take place, and 
belated (rise of daabi many years after mar 
nage) or intermittent daabi is for the mar 
riage to continue, either legally, in the case 
of muslims) or socially (that is in socially 
approved form, valid for both muslims and 
Christians) Daabi does not' ensure for 
muslims that the marriage will continue for 
ever and ever Although of course, the daabi 
is fulfilled m the hope that the marriage and 
expected conjugal happiness will not be 
threatened or compromised However, in 
cases where the marriage is broken off even 
though the daabi was met, or part of the 
daabi was met, the transactions which took 
place are not, and are not perceived as, 
returnable 
Village and town 

Marriage in Bangladesh is universal and 
for women a must No other vocation is seen 
as a viable alternative. Women are regarded 
as weak and vulnerable and in constant need 
of male guardianship, patronage, protection 
and security The older a girl grows, the more 
difficult it is to arrange a marriage for her 
The ideal age range for girls is between four¬ 
teen to eighteen For men, the average age 
and the age range within which marriage 
takes place is both higher and broader 
Parents of daughters thus face the task of 
selecting a groom and getting her married 
off as early as possible The parents of 
daughters are perceived by society to be in 
a vulnerable position Men on the contrary, 
are valued for being men, and it is also 
assumed that they will be able to support 
and protect their wives 

As we have mentioned earlier, women 
in rural households do agricultural and 
domestic as well as reproductive work But 
this labour is not considered to be impor 
tant or integral to the peasant household and 
the village economy although much of it is 
heavy work, requiring a lot of strength In 
addition women perform the most time- 
consuming and monotonous work Due to 
norms regarding segregation, women and 
their work are largely confined to the ban 
or its surrounding areas Women’s reproduc¬ 
tive powers are not valued either, it is assum¬ 
ed that the woman is merely the carrier of 
the male sperm which gives birth to the 
foetus Paradoxically, however, if a woman 
gives birth to daughters only, it is always 
assumed to be the woman’s fault and in such 
cases, it is accepted that the man will 


remarry and try and have male children so 
that his lineage continues From birth, girls 
are nurtured on an ideology of dependence 
on males, first their fathers, brothers and 
later their husbands and in widowhood on 
sons 

Since 197], Bangladesh has been under 
going turmoil upheavals and rapid change 
in many respects One important pheno 
menon has been the growth of a nouveau 
riche class (of indentors, contractors, 
blackmarketeers, political merchants, of 
ficers of the bureaucracy and army) which 
was able to acquire immense wealth in a 
short period of time This nouveau riche 
class did not invest their wealth in produc¬ 
tive purposes, rather they went in for con 
spicuous consumption and an extravagant 
lifestyle Marriage is a central even in 
Bangladesh society and in the life cycle of 
individual households, ranking with births 
and deaths As compared to the expenditure 
at these two events, one can safely say that 
generally expenses at marriage are higher 
Tor the nouveau riche class marriages 
became the occasion for splurging money in 
order to show off wealth Bach wedding had 
to be bigger, bettei and costlier The newly 
affluent classes of Bangladesh, who had 
earlier been poor step cousins to the British 
and Pakistani bourgeoisie, flaunted their 
wealth and felt proud of doing so Govern 
mental restrictions failed both in restricting 
the plunder of the economy, which is how 
they acquired the wealth, and in restricting 
the orgiastic spending And of course, these 
same people were in the government or had 
close kin in the government Over rhe same 
years arose the notion of a ‘desirable groom’ 
who would either be wealthy, or in an 
occupation which could create wealth 
Parents of daughters clamoured after them, 
so that the daughters could lead a life of 
leisure and comfort and the affinal relation 
ship would create alliances In these cir¬ 
cumstances, many parents ‘w illingly’ gifted 
things to the groom in order that the mar 
riage should materialise 

Matches were also made in cases where 
the girl’s side was urban and wealthy and the 
prospective groom from a rural background 
had become a doctor or engineer after great 
difficulties due to financial hardships When 
the girl’s parents show interest or eagerness 
to make the match the groom would agree 
subject to being given cash, land or other 
wealth since he himself has no asset or 
wealth except for his profession The wed 
ding often takes place at a posh hotel in the 
city and the rural relatives of the groom 
wander about feeling ill-at-ease among all 
the glitter and gold 

Thus, the birth of Bangladesh opened up 
many avenues, occupations, employment 
and opportunities for striking rich, over 
night And it was primarily men who were 
the beneficiaries and who took advantage 
of such opportunities, this resulted in a rise 
in the value of their labour Women also 


received employment but this was usually the 
raped or widowed women who were the 
targets of the government's rehabilitation 
scheme The numbers of educated women 
were also increasing but for many daughters 
of the middle and upper classes, education 
was a stop gap until the girl was married off 
to a suitable groom Some men preferred 
educated, working wives, while others did 
not for fear that their authority would be 
questioned 

Another idea that prevailed was that it was 
difficult to hnd a groom for an over¬ 
educated or over qualified girl since the 
groom at the least would have to be as 
qualified, if not more In order to avoid this, 
parents would arrange the marriage of the 
daughter with a request to the in laws to let 
her continue her studies, after marriage 

These trends in marriage payments were 
emulated by the poorer classes and grooms 
began demanding something at marriage It 
is to be noted th it the ideological justifies 
tion for these demands to be met was already 
existing—“women arc dependent", “thev 
need looking after”, “men provide for 
women and they are in turn dependent on 
men for security, chaperonage, protection 
and livelihood’’ “women are liabilities and 
must be married off as early as possible 
since there exists no other option” Since the 
age range is also brief after a ceri mi period, 
parents begin to look for a groom liantieally 
and agree to the one who makes the least 
“demand ’ 

Macro-situation prevailing m Bangladesh 
is reflected in the micro situation i e Tarum 
When we asked the villagers why grooms 
nowadays demanded at marriage, many a 
times we were told that since the male 
population is smaller than the female 
population, men were in short supply, com 
pared to women, hence the men could name 
their price at marriage We quoted national 
census figures which icveal quite the op 
posite, that the male population is larger 
than the female population But we late) 
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realised that the villagers’ commoti-swiside) 
observation was also true As we mentioned 
earlier, a woman’s age range for marriage 
is much shorter than a man's and since the 
population structure of Bangladesh is such 
that more than fifty per cent are children, 
and also because a woman is usually mar¬ 
ried to a man five to ten or more years older, 
prospective grooms for marriageable women 
are in fact few 

Families generally prefer to marry their 
daughters not very far off from their own 
village so that ihey can get news of their 
daughter's well-being For this very reason, 
news of their condition reaches faster 
Demand can also arise many years after 
marriage, as in the case of Shamsuddin 
Mollah's brother in law or in the case of 
Janies Gonsalves’ son in-law s latest demand 
to hold lhc wedding feast Demand after 
marriage is more probable if the wife’s 
baaper ban s economic situation improves, 
then the groom also wants a piece of the 
cake Since marriages ate patnlocal and the 
husband acquires all rights ovci the girl after 
marriage the husband and in laws can treat 
or rathtr mistrcai the daughter as they 
please Fhe girl's parents have no option but 
to put up with it, if they do not want to go 
to the extreme of breaking off the marriage, 
which is after all no solution If the mar¬ 
riage is broken oil, then the old problem re 
mains, who will look after her? If the girl 
is still young and attractive, a second mar 
riage may be arranged but a higher demand 
will have to be met Or else a marriage of 
convenience may be arranged to a widower 
or a divorced man or a polygamous man 
If such a marriage cannot be arranged the 
other alternative is to’ remain with her 
parents and after their death become an 
unwelcome member of her brother’s house 
hold This is why parents often advise their 
daughters to return to their shoshur ban (in¬ 
law’s house) and to sutfer silently 

Aside from citing the shortage of men as 
a factor which had given rise to demand, we 
were also told that parents had to add 
something to the girl or fulfil the ‘wishes” 
of the boy’s side if the girl was plain looking 
or ugly (this was regardless of the man’s 
looks) In the case of girls who were bcauti 
ful, we did not find a single case of demand, 
on the contrary, the groom’s side would be 
very eager to take her as their daughter-in 
law When we asked a Christian man as to 
why the groom's side demanded at marriage, 
or afterwards, his reply was that the demand 
system was prevalent among the muslims 
alone, and it worked primarily due to the 
contractual nature of muslim marriages 
Since marriages could be broken and the 
husband had the unilateral right of divorce, 
the girl’s parents had to accede in order to 
prevent the groom from divorcing his wife 
Thu,)! Why, he added, muslim houses were 

heat and attractive because the women 
were always under the threat of divorce and 
polygamy If marriages could be dissolved 
so easily, why should they lavish so much 
care and attention on a place which they may 


have to lfcsMt tmatmK ' ' 

In fact, demand is alto made among chris 
tians but the instances are fewer in number 
One reason is that unlike muslim women, 
marriage for Christian women is not the only 
vocation They can opt to become nuns and 
this is regarded as prestigious Secondly, they 
paitiupale more m the production process, 
take up jobs, and their movements are less 
restricted since purdah in the Islamic sense 
does not opeiate among them The church’s 
suppoit system is also a big help, since it has 
special skill development programmes for 
unmarried women to help them earn an 
honourable living 

Marriage is still eentral for Christians, 
most girls and parents do opt for marriage 
and not a celibate life And in that case, the 
parents may be confronted with demand 
lust as liberation opened up different 
avenues for muslims so too lor Christians 
and a bigc number of them were employed 
by the lonsiderabic expatriate community in 
Dhaka These men by virtue of having 
silai led jobs are regarded as more desirable 
than say, someone who does agricultural 
work Middle Fastern migration provided 
another avenue for Christian as well as 
muslim men to increase their value in the 
matrimonial market 

Abdaar was another term used in place 
of demand at some of the weddings Thus, 
if asked, both sides would affirm that no 
demand had been made at Jamila's wedding, 
rather it was the chele's abdaar, or expecta 
tion ot help fiom his prospective father in 
law in getting a job for him in Dhaka One 
reason for this word being used instead of 
the more naked and direct word demand, 
may be that the present stage is a transitional 
one from the bridewealth form to the 
demand system, and words such as abdaar 
conveniently mask the element of extortion 
Rather, it creates an impression of expan 
sive and generous gift giving, although the 
girl’s parents may be very hard put to meet 
the abdaar, and the boy’s side is also well 
aware of that 

In the case of Arharuddin Mollah, his 
strategy, since he has so many daughters and 
all of them are regarded as unattractive 
because they are on the darker side has been 
to educate all of them so that they could get 
jobs and become financially independent 
Their income earning capacity would, he 
hopes, offset any possible demand by the 
groom But this does not work always since 
some income earning girls in Thrum were not 
sure if their husbands would ‘like’ them to 
work after marriage. Hence, both mothers 
and daughters were seen to secretly put aside 
some money to be able to meet the groom’s 
demand later on 

Many authors feel that demand is a recent 
phenomenon which dates back to the libera 
tton of Bangladesh Although we cannot 
substantiate it, we believe that demand was 
present m both British and Pakistan times 
to a more limited extent We have heard of 
urban instances of the 30s, 40s and 50s 
where marriage took place with someone 
who had received some education and, if he 
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getting a good job, but could hot do so for 
lack ot money The marriage was then 
arranged on the condition that the fathcr- 
in law would bear the expenses till he com¬ 
pleted his education and obtained a job 
Again in the Pakistan tunes, at one point, 
CSP (Civil Service of Pakistan) grooms were 
much sought after and matches were made 
between those men who had much status, 
but had not yet become rich, and half- 
educated daughters of wealthy families 
From these origins, the demand system 
has reached a stage where it is no longer a 
question of nabbing a ‘highly desirable’ 
groom but simply of getting a more or less 
‘ordinary’ groom for one’s daughter at quite 
a cost The growth and increase m women’s 
income-earning capacity will definitely 
improve the status of women to some extent, 
but we feel that simultaneously, unless 
marriage is no more regarded as bring the 
only true vocation for women in society and 
a single, working woman is not atcoidcd 
equal status to that given a mained woman 
the demand system will continue 
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Relations among Oraons in Bangladesh 

Continuity and Change 

Tone Bleie 


The Oraons living in scattered settlements in the westernmost districts of Bangladesh are one of the largest 
aboriginal groups in the region In the last century they have become increasingly landless and have experienced 
a number of other socio-economic changes This paper examines the interrelations between social processes that 
generate a continuity in the cultural ideas about gender and those that induce significant changes in other aspects 
of the female-male relationship Changes in the rural production system are identified as interacting with gender 
organisation at household, kin-group and community level and the organisation of inter-ethnic relations For 
example the mohila sikkar, the women's hunt, is an outcome of and response to the long-term changes in female- 
male dynamics Through the organisation of the event women have successfully managed to put under public 
discourse the legitimacy of the current transjormations in gender relations 


THL Oraons, one of I he largest aboriginal 
groups of the central tribal /one ot the 
Indian continent, became increasingly 
landless during tin. latter part ot the last 
century laigc minibus weit driven out ot 
the ( hola Nagpur area in Bihar and forced 
to seek a new livelihood as workers on 
the tea estates in Assam and Darjeeling 
and as casual labourers or tenants in 
Dmajpiir 1 ( urrtntly 20,(XX) 25 000 Oiaons 
live scattered in the westernmost districts of 
Bangladesh Mostly they live m thur own 
small neighbourhoods (paras) but as will be 
explored in this paper, with multiple tela 
lions with Bengali muslims and htndus Tht 
Oraon’s history since they cleared the jungles 
and settled as tenants (ryots) three genera¬ 
tions ago is totally undocumented 

This paper represents a preliminary effort 
to explore the interrelations between social 
processes that generate a continuity in the 
cultural ideas about gender and the processes 
that induce significant changes in other 
aspects of female-male relations 

First, some general considerations on 
the dynamics between change in cultural 
ideas (here gender constructs) and socio 
economic change are outlined Then the 
discussion takes as a point of departure a 
particular incidence, a mohila sikkar, the 
women’s hunt As 1 hopefully will be able 
to demonstrate, the hunt, a seemingly spon 
tancous rebellion is in fact the outcome of 
and response to, long term changes in 
female male dynamics 1o grasp these 
changes one needs a complex and multiscale 
conceptual framework where the changes in 
the rural production system are identified as 
interacting with gender organisation at 
household, kin group and community 
level and the organisation of inter ethnic 
telations 

To be able to grasp and account for the 
specific nature of these changes m ideas and 
social relations, the domains that created 
and reproduce a continuity in gender 
relations must be understood and these 
domains’ relative autonomy assessed 

Oraon marriage, taking place in a series 
of public symbolic actions, is most im 
portant in this respect 2 TWo aspects of im 
mediate relevance to this analysis are, firstly, 
tftat the rituals construct women and men 
differently as social persons Secondly, that 


female mak roles (with paiticular reference 
to the wife husband dyad) are defined as 
both complementary, equal and iraversible. 1 
I he first point implies that women’s and 
men’s inclusion in the descent based lines 
(guslis) 4 are fundamentally different, which 
again produces the cultural rationale for 
womens eulusion from landrights by 
inheritance' and a patnloeal residence prac 
tiu Women’s non-access to control over 
land their partial detachment from natal 
ktnv and natal community, and only partial 
inclusion in in law’s (and husband s) line and 
community, curbs thur autonomous social 
actions in specific ways The symbolic 
elaboration of the complementarity, equality 
and traversibility in Icmalt-male roles under 
pins the non segregated modts of interaction 
in two organisational fields, ihc labour pro 
cesses (household, kin group based) and the 
communal ritual events (festival, life cycle 
events and also the women’s hunt) 

The Oraon marriage rituals construct and 
define a brides and a groom's relations both 
to one another and to various categories of 
new kin in terms of codes for behaviour 
(joking, avoidance, hierarchical or equal 
relationships) There are, however, no 
specifications of women’s rights to control 
assets (whether use rights to land or other 
means ot production), or in terms of con 
tnbutions in labour, products in kind/cash 
to the household or rights to dispose such 
assets controlled by individual kins or 
corporate units Such non specification of 
rights and obligations, together with the 
patnloeal residence practice and a well 
elaborated repertoire ot rhetoric stiessing 
married women’s primary commitments 
toward husband and in laws, makes it easv 
to renegotiate women’s labou r com 
mitments As the description of the heated 
discussion m the sikkar will reveal, women’s 
increasing labour burden relative to men’s 
is a mam issue 

Hence, I give considerable attention to 
how changes m the production system m 
successive steps limit the labour processes 
based on direct co-operation between the 
genders This is, however, insufficient as an 
explanation tor the incipient gender segrega 
non both in the wage labour market and in 
household based tasks The Oraon men seem 
to try to legitimate their monopoly over ‘the 


good life' collective sittings with sharing of 
rice beer (haria), with notions of women's 
and men’s work that are basicallv Bengali 1 
and purdah derived 

This makes it puiinent to answer two 
related sets ot questions What is the nature 
of Oraon women and men’s relations to 
Bengali muslims and hindus, and how does , 
this differ bclwccn the genders 7 How are the 1 
relations between Oraons and Bengalis at the h 
aggregate level constructed in itrms ot ethnic _ 
categories 7 

My underlying hypoihesis is that gender 
constructs play a key role in constructing the - 
Bengah-Oraon relation into a majority 
minority situalion This has dislocated the 
potential for negotiation and sanctions tn 
favour of Oraon men at the expense of 
Oraon women Tht understanding of the 
mohila sikkar as presented here may offer 
some insights into the more general concep¬ 
tual problem How are we to refine our 
understanding ot 

(1) The relationships between the systemic 
aspects ot culture, which by its very con¬ 
glomerates of configurations represent a 
distinct way of constructing the world (and 
as such might be said inherently to have 
model power) 

(2) How social actors pick out from the 
total repertoire of symbols, deconstruct and 
reconstruct/redefine the symbols meaning 
to influence others’ action and thus acquire 
or strengthen their own power, and 

(3) How these redefinitions over time 
become collective representations which 
underpin systems of political and economic 
dominance 

Any social order tend through symbolic 
devices to produce a naturalisation of its 
own arbitrariness As an ideal type a ‘stable’ 
social order would have an almost perfect 
congruence between the social and the 
cultural orders The world would seem sells 
evident No discourses would take place on 
which representation is the right pne This 
does not mean that the continuity of systems 
of meanings is an automatic process Mean¬ 
ing must always be explored and confirmed 
both through verbal discourses and through 
non verbal symbolic action 

in this multi-ethnic setting from its very 
formation three generations back, contrasts 
in social organisation and cultural practices 
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must immediately have betn recognised 
bv Bengali Hindus, Bengali muslims and 
adivasis The very nature of the settlement 
structure in the Bengali countiysidi where 
tbc neighbourhoods arc situated Jose to one 
another, makes all events that assemble 
people painstakingly public And mostly so 
tor the adibasis whose cultural events dre 
Idrgc scale assemblies accompanied by sing 
mg and noisy drinking paints 

What needs an explanation here is how 
the Bengalis have betn able partly to 
‘impose’ their interptetalions on some 
aspects ot realm not only in direct en 
counters between themselves and Oraons but 
also in exclusive Oiaon domains And 
furthermore one has to question why it is 
that certain aspects ol the Oraon values and 
practices, in spite of Bengali refutation ol 
these as illegitimate and shameless, havt 
been reproduced 7 These two questions re 
quire us to link internal gendei dynamics at 
the household and tommumiv level to inter 
ethnic relations in the political and economic 
system at large 

rut Mol111 a Sikh AR 

Ont early afternoon during the spring 
hunt' (fagu eina) just befoie the faggua 
lestiv.il the sound ol a singing group of 
women could be htard through the village 
I ive women appeared diessed like men 
sonic in lungis others m pants All wore 
shirts, scarfs (paggns) wound around their 
heads to hide their heavy hair knots (kop 
pas) Somt waved threateningly with sticks 
(latlias) On their way through the village 
fowls were hunted, killed and placed in a 
basket (sakri) biought on the head ot one 
ol the women 

Accompanying the group of women 
beating a large drum to alert the villagers 
that something was about to happen, was 
Budu (husband of one of the participants) 
The party ended up in the inner courtyard 
(agna) of the ban where one of the female 
hunters had celebrated her rc-marnage 
(riikka) the preceding day The agna was 
soon filled up with spectators, both women 
and the men who had not gone lor the 
spring hunt 

After a lew dances imitating malt move 
ments, and making male’ jokes with low 
pitched voices, the husband ot one of the 
dancers shows up displaying anger The 
whole scene is lilted by the nervous thrill 
over the sikkar women s bravery More 
women join m the ranks of the dancers after 
having hurtied home and changed into male 
clothes Then the mother in law (in the 
dassificatory sense) of the women initiating 
the hunt arrives She briskly demands her 
own daughter in law (potto m direct line) to 
wtihcUygv from ‘the shameless undertaking’ 
The daughter in law protests loudly and 
continues to dance Also a few of the other 
elders mobilised by the mother-in-law 
intervene and try to drag the potto out of 
the chain of dancing women The potto 
Stubbornly resents, claiming loudly "1 
Usually never drink and amuse myself as the 


menflok do Today I have decided to join 
in this undertaking” As more women join, 
the dance continues with unchecked vigour 
A fraction of the hunters obviously deter 
mined to argue with the infuriated husband, 
virtually force him out of the agna into the 
path passing behind the bun A hot 
tempered quarrel develops between the 
husband and the women that are his boudjis 
(elder brothers’ wives) The scene attracts 
spectators and hunting women from the 
agna Both parties must be kept back to pre 
sent a direct physical fight The boudjn take 
in the heated debate the collective respon¬ 
sibility for his wife’s (their guteni) participa¬ 
tion and order him to take the confronts 
non with his wife in their own house. (In fact 
the same evening during a quarrel he did 
beat her In protest, she left the house and 
staved in her natal house for two weeks) 

With the public quarrel the large hunting 
expedition was more or less resolved by 
itself T he young married women, frightened 
by the strong disapproval, went home Only 
the cider participants continued the dancing 
and singing in another courtyard The non 
triviality of the hunt was not only signalled 
by tht heated emotions and reactions 
brought to the surface during the hunt itself 
Several days after, the hunt was still a mam 
theme in everyday conversation in the village 

Before returning to an analysis of tht 
sikkar it would be ustful to consider the 
mam areas ol continuity m basic gender 
constructs 

Marnagt is a large scale collective ritual 
event that unifies the most important con 
cerns in the Oraons’ social world, the mean 
ing the establishment and maintenance of 
km relations and the regeneration of humans 
and the land I have elsewhere 7 analysed in 
great detail how gender differentiated con 
structs pervade most of the actions ot 
marriage as a utual domain And further 
more how the ritual actions construct Oraon 
women differently from Oraon men as social 
persons On the level of social relations 
women upon marriage are installed within 
a bundle of new relations, while they retain 
then natal relations in a modified form 
Oraon women ate incorporated within their 
husbands lineage (differently trom the 
lineage’s male agnates), but nonetheless 
retain their natal clan title Oraon men arc 
as well installed within a new set ol in law 
relations but they are not incorporated 
within their wises’ lineage (gusti) Further 
more lor tht mtn marriage does not trans 
form their overarching social identity Only 
women go through a metamorphosis from 
an unmarried state to a married state 

A core concern both in the marriage 
rituals and in other ritual domains (the 
bangart ceremony and devi mae puja)* is 
the public presentation of female fertility as 
the prime upkeeper and regenerator of 
human fecundity and also as the regenerator 
of the earth s fertility An Oraon bride is 
greeted by her in-laws as a life generative 
goddess that secures the house and the line’s 
future continuity Married Oraon women 


hold many of the crucial ritual roles in the 
marriage proper They assist in and fulfil the 
joining of the wife-husband bond and 
undertake the ultimate public joining of the 
bnde and the groom’s lines and communities 

A comparison with old ethnographic 
accounts from Chota Nagpur 9 indicates 
(hat there have been no changes in the basic 
ideas as expressed through marriage rituals 
What has occurred, however is a curbing of 
some of women’s ritual roles which require 
physical mobility In the fieldwork village 
only a few elder married women had ever 
acted as agua (middleman m marriage 
negotiations) Tiaditionally the party follow 
ing a bride frsim her najher ghuu (home 
village) and presenting her to her sassors 
ghau (in laws’ village) consisted of only 
female relatives Currently male relatives 
partake in this transfer Women fear walking 
alone or in small groups over long distances 
due to sanctions from the muslims and 
hindus These sanctions most olten takes the 
form of verbal abuses and ‘bad looks’ (direct 
staring) 

The way the Oraons conceptualise the 
most basic ideas of femininity and its basis 
in what might be called ‘a cultural domain 
of reproduction’ seems largely to corres 
pond to W Weiner’s analysis of how the 
distant Trobriand Islanders attach public 
value to reproduction ‘ u is the very basis 
through which social and cosmological con 
cerns are integrated ” 10 

In the elaborate marriage rituals an Oraon 
bride is ‘moulded’ from an unmarried to a 
married state paitly by her own and partly 
by her female helpeis’ sacred powers Oraon 
womanhood’s generative powers are not setn 
in a natural-biological context but are 
celebrated as a cultural achievement and 
the most precious wealth of tht human 
collectivity 11 

The symbolic representation of the female 
generative powers as the wealth of the 
descent based collectivity ol kins is a core 
theme in the rituals The girl is “transferred” 
from her natal kin-group to her new 
husband’s km group In the transfer she is 
made to stand metaphorically tor the 
donor’s name (tht line’s clan title) Thus the 
Oraon bride stands for an intrinsic identity 
ot the collectivity and is as such never totally 
detached from her natal km group This is 
signalled by the fact that married Oraon 
women retain their natal clantitlcs 

An incipient, but significant change in the 
marriage institution is that in some cases the 
pon (bridcprice) is not paid The pon is 
traditionally seen to be ‘a compensation for 
the loss of the girl’ 

Elsewhere 1 have tried to substantiate that 
though the pon is of ‘a token value*, it 
represents an equivalent to the bride It must 
be underlined that it would be misplaced to 
see the bnde as being denied a subject Status 
and as being sold out like an object for a 
small lump of money The girl as such is not 
given away, it is the detachable aspects of 
her personhood, her energy (for labouring) 
and her fertility that is transferred against 



clamitte expresses the inalienable nature of 
other aspects ot her personhood 12 

The currently reported cases where the 
traditional payment is not given, indicate 
that an evaluation of the pon in terms of 
monetaty values is taking place. Withdrawal 
of the pon is bound to undermine the tradi 
tional equivalence between bride donors and 
bride receivers The process through which 
the earlier incommensurability between 
bndepnee and market values is broken 
down, has probably been a gradual one 1 
would suggest that a whole set of interacting 
factors have brought this about 

(1) The increasing impoverishment of an 
expanding segment of the population 
generate the necessity for considering all 
available resources in monetary terms This 
can be observed in that economic considera 
tions are important m decisions to allocate 
resources for the fulfilment ot kinship 
obligations 

(2) The cui rent expansion and increase in 
dowry demands in Bangladesh have also 
made the Oraon realise the possibilities for 
exploiting marriage obligations in times of 
scaicity 

(1) The Christian educated section of the 
Oraons strongly oppose the pon system 
which they see as ‘bare sale ot brides’ 

The penetration into the social relations 
in the marriage institution ot capitalistic 
marked rationality is also evident bv the fact 
that dowry like claims 11 arc now being 
made Such claims have, however, upto the 
present been refuel after heated controversy 
and mainage negotiations have broken down 

Two aspects of the marriage institution, 
already indicated in the introduction which 
relate to different levels of abstraction, ate 
of direct relevance to any understanding of 
the causes for the mohila stkkar Firstly 
marriage constructs women’s and men's 
incorporation within kin groups and com¬ 
munity qualitatively different Secondly, the 
cultural elaboration of the complementarity, 
equality and the traverstbiltty, while tmpor 
tant tor the continuance of non segregated 
modes of interaction, have the potential for 
being utilised ideologically to conceal 
increasing exploitation of women’s labour 
power and to legitimate new claims to detine 
appropriate feminine behaviour The non 
specificity of women’s rights and obligations 
in relation to labour inputs and control over 
other assets at the household, and km group 
level particularly further opens tor a re 
generation of commitments that strengthens 
male dominance 

Organising a Sikkar Fragu iiv 
O r A CONSl NSl'S 

To the men, the village elders and even to 
most of the women, the occurrence of the 
mohila sikkar was experienced as an out 
burst which caught them by surprise No 
such sikkar had been organised the last 
decade 14 Women and men alike explained 
this as being due to a general consensus on 
the unwiseness to display such a custom 

What the Oraons viewed as particularly 
problematic and subject to the mushms* and 
hindus’ disapproval, was that women enter 


men's roles til Bengali popular culture, the 
custom ts that only men play female roles 
Many Oraons have attended jatra perfor¬ 
mances and melas arranged by the hindus 
and mushms 

Not only was the women’s hunt con¬ 
sidered as a tradition not to be practised 
Also ecstasy mostly occurring during the 
karam festival 1 ' was similarly thought to be 
degrading Women are seen to be parti¬ 
cularly sensitive, and thus easily prone »o 
enter into direct contact with deities 

One feared thai the women could display 
immodesty, loosening up their hair and 
dresses The precariousness attached to 
Oraon women s conduct in relation to self 
presentation toward Bengalis is not confined 
to the sikkar and ecstasv amongst women 
The very non segregated modes of inter¬ 
action under collective social and ritual 
events arc perceived as problematic and sub¬ 
ject to management In all such events 
women and nun are seated within the same 
limited space (inner or outer courtyard) The 
space is delineated bv strawmats (pattias) 
into a female and male part Women and 
men arc seated so close to one another that 
conversations in the other group can easily 
be heard Jokes and comments are often 
exchanged uross the groups As the party 
evolves with drinking and dancing, the 
separation will to some extent be broken 
down Fspcenlly elder women and men 
cross sides to put sue a joke 

The evaluation o( acceptable behaviour is 
clearly dilkicnt (or women and men 
Amongst men authority based on semoritv 
has to a large extent broken down I his is 
reflected in thit currently voung married 
men drink openly and abundantly in the 
presence of the elders Among women onlv 
the old (burhi is) are allowed to drink 
heavily Both middle aged and young mar¬ 
ried women arc expected to withdraw Irom 
a drinking parts after a reasonable number 
of drinks Observation indeed confirms that 
women not only excruse a considerable 
degree of self control, they also intervene 
and sanction one another if the limit ts 
exceeded 

A different but obvious reason for 
women s limited participation in collective 
sittings, is the demand on thur time as 
responsible tor the household’s daily run 
ning And as large numbers ol kins are 
visiting extra I ibour is required to keep an 
acceptable stindard ol hospitality 

Women's and men s unequal labour input 
brings us back to a central argument posed 
several tunes in the heated debate as to w hy 
the women h id dcudtd to artangc the 
sikkar The immediate conltxt to statements 
such as we (the women) arc always expected 
to work hard and never have any fun", was 
a prolonged period of heavy drinking among 
most of the village’s menfolk The drinking 
started with the initiation of Ihe marriage 
season (mid lanuary), while the women were 
still busy with the processing of paddy, and 
had since more or less continued through the 
faggua festival and the spring hunt 

Men’s full time occupation m drinking 
parties meant that many did not keep up 
with their running household duties This 


resulted ih some households In open con¬ 
flicts between women and men In general 
this period made the unequal labour burden 
between women and men particularly 
evident 

One could of course, stop here and con¬ 
clude that the sexual division of labour was 
put under discourse by the women through 
the mohila sikkar This is certainly true 
However, 1 would argue that a historical 
perspective is needed to fully grasp the scale 
and complexities of the gender dynamics at 
play 

EFFFtTS OF CllANOrS IN AGR1C ULTURAI 
Produc rtON svstfm 

Based on a preliminary analysis of exten¬ 
sive economic material 1(1 1 would suggest 
that certain factors, generating long term 
change in the rural production system also 
affect the social relations at the household 
level 

T he influence of these factors on Icmalc 
male dynamics have to be understood as 
mediated thiough the dynamics of its own, 
which the gender organisation has at the 
household level As will be demonstiaud, 
it would 1>< misplaced to understand the 
gendei oigamsation at the household level 
as an autonomous system 

In the 1930s and 1940s wage labour was 
confined to the anion harvest tasv access 
to land on a tenancy sharecropping basts 
made extended households Icasiblt, some 
household members wuc relieved for wage 
work paiallcl to completing their own 
harvest altci which most me in hers engaged 
in wagewoik In this pcitod ihc wage was 
fixed pci piece (per biggha)nl land harves 
ted learn based working units were both the 
feasible and the most efficient organisation 
The household based or km group based 
labour organisation where the genders 
worked side by side m the same processes 
(weeding, harvesting, transporting) could be 
continued in the wage labour market 
Besides, many of the labour processes both 
in the subsistence production and the wage 
labour market were based on direct co¬ 
operation between women and men, for 
example, the paddy processing and crushing 
enterprise Both genders were involved in the 
tcdiouy and time-consuming processes of 
cooking, drying and crushing of paddy 
\k ith the abolition of the /amindary system 
in 1951, the deprivation of many Oraons 
Irom legal ownership rights to the land they 
earlier had held on various types ot tenancy 
contracts 1 " did not have devastating short¬ 
term effects as sharecropping contracts were 
easily available Toward the end ol the fifties 
the pauperisation and differentiation pro¬ 
cesses were characterised bv a rather drama¬ 
tic increase in the prices of sample crops 
relative to the wage level The increase in the 
supply of labour power gave land owners a 
new room of manoeuvre to depress the wage 
level and to set new conditions for the hiring 
of labour One basic shift was the casuahsa 
tion/individualisatton of the wage market, 
individuals were now paid on day basts 
Though long term contracts remained a 
valuable, however small niche for male 
labourers, predominantly Oraon men as 
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women were day labourers with identical 
wage rates 

Introduction of aus in the late 1960s and 
the green revolution package in the 1970s 
expanded the labour market substantially 
Another technological innovation in the 
area, the introduction ot electric ncemills in 
1974, directly affected female male relations 
as the household-based paddy crushing 
business became much less profitable. 
Within a few years most households ceased 
to do this This removed an important held 
for direct co-oneration belwten the genders 
situated within the household (the chula 
dheki, inner/outer courtyard) 

In this period with technological change 
and expanded labour market, a basic change 
in Oraon women and men's wage labour 
participation emerged Compared to the 
men, Oraon women incrcastd then parti 
cipation m the daylabour market, which due 
to the introduction of deep tubeweiis trri- 
varieties and wheat, changed from being 
seasonal to become almost continuous Only 
men from landless and marginal landowning 
households look daylabour during the peaks 
of the two main seasons In ihc periods in 
between also men from these catcgoties of 
households together with men from small 
and medium landowning households totally 
depended on contract based work (mostly 
road and pond construction) 

During the first half of the 1980s the 
trends towards a segmented labour market 
based on gender, were further consolidated 
Also wage differentials tor male and female 
workers doing the same labour processes 
(weeding bundling trom nurseries, tanspor 
ting and transplanting harvesting and 
transporting) occurred in late 1970s and 
earls 1980s '* 

1 he current predominance of Oraon 
women (relative to Oraon men) cannoi 
simply beexplaintd as an effect of dittercn 
tial wage rates The men (also from poor 
households) depended outside the peak 
season on long term contracts (monthly 
based farm labour) and team based con 
tracts (manlv construction) In spite of their 
higher returns (calculated per day relative to 
womens wage rate), 11 * due to the scarcity 
and irregularity of such work their contri 
button in cash and kind became in fact sub 
stantially less than their female household 
members 

Also in households (functionally landless 
and marginal landowning) in a process of 
downward mobility (inortgage/s?le of land) 
male members are underemployed and 
refuse to participate with the women in 
daylabour The explanation usually given is 
that “such work is women’s work and poorly 
paid" A considerable amount of time is 
spent in drinking parties or beggaries 20 
together with men from medium and rich 
households This period (February, March 
mid April) is the traditional leisure time 
ith first the wedding celebrations followed 
by visits to relative's villages For most Oraon 
women leisure time is currently almost no* 


existent as they do daylabour on wheat 
cutting and transplantation 

Concomitant with the segmentation in the 
labour market is a stricter sexual division of 
labour within the household Younger 
married men claims household based work 
as cooking tending of the fire, processing 
of paddy as ‘womenfolks' work’ Strikingly, 
elder and middle aged men still perform 
such work 

What becomes obvious from these docu¬ 
mented trends is that Oraon men are cur 
rently about to monopolise ‘the good life’ 
at the costs of womens increased labour 
inputs and their increased contribution to 
household survival (both in household-based 
subsistence activities and in cash earnings) 
To rationalise and make legitimate the 
increasing unequal labour contribution and 
their encroachment on the household’s 
assets (rice for beer, money for spirits) 
and leisure, men mobilise purdah defined 
standards 

\ seeming paradox becomes visible how 
can Oraon men apparently with success use 
purdah derived notions to mobilise women 
for more heldwork and wagework 7 The 
aspects of the purdah complex relevant m 
this context are not only simply a formal 
stress of the segregation between women’s 
and men’s domains and hence a strict sexual 
division of labour For the Bengalis, hindus 
and muslims alike, the wagework Oraon men 
currently withdraw from, denoting it as 
'women s work’, is indeed men’s work As 
an internal Oraon wage labour maiket has 
been very small (only very recently a few 
wealthier households have put up shallow 
tubewclls), the women almost solely depend 
upon selling their labour to hindus and 
muslims The Bengali landowners recognise 
adibasi female labourers as the cheapest and 
most efficient By exploring some salient 
features among Oraon women’s and Oraon 
men's relations to the Bengalis, the structural 
conditions which set the terms for inter 
action and self presentation become visible 
Insight into this might provide a framework 
tor understanding the restructuring of Oraon 
gender relations 

Genderisation of Ethnic Symboi s 

Interviews with old Oraon women reveal 
that from the formation period of the Oraon 
settlements in the 1920s and 1930s, gender 
was made an issue by the Bengalis in en¬ 
counters with Oraon women Oraon women’s 
presence in the fields, the roads and the 
market must have been perceived as a pro¬ 
voking invasion into male space As one old 
woman commented, “ when we laboured 
m the fields the djalhas (nickname for 
Bengalis) in the neighbouring field threw 
bad jokes at us, when we passed through the 
djalha villages on our way to najher (home 
village) adults and children came out of the 
ban and shouted after us ” 

Such modes of sanctioning are still very 
much prevalent Oraon women say that they 


feel unsafe and fear humiliating incidences 
when walking ‘out’ ‘Out’, all space surroun¬ 
ding the local community is “t(jalha‘ ker 
desk", the djalha's land The disappearance 
of family based wagework has made the 
women workers more vulnerable to abuses 
Their response has been to co-ordinate their 
presence in the same area This makes it 
possible to walk to the field in large' groups 
Interaction with the Bengali (male) land 
owners is minimised by letting one expenen 
ced worker negotiate the wage and the 
number of working days Breakfast (nasta) 
is still included in the wage This is served 
on the landowners' veranda or m the outer 
courtyard Tht female workers themselves 
stress that they would only accept dry food 
(ruus, mon) and tea (Of course the muslims 
and hindus likewise stress that they would 
only give such items) 

The continous sanctions have made the 
Oraon women accommodate their behaviour 
to purdah defined notions of modesty 
When walking outside the neighbourhood 
the sari is worn m the Bengali way to cover 
the body as much as possible Only when 
one starts the work in the field is the sari 
rewound in the tight adibasi fashion 

Oraon households have multiple bonds to 
muslim and hindu households The esta¬ 
blishment and maintenance of these bonds 
are almost exclusively undertaken by Oraon 
men Mostly, the relations are of a hierar 
chical nature, the Oraon household share 
cropping in, borrowing money from dalals, 
getting support from influential leaders in 
the union council or at the upazilla level 
(earlier thana) lor registration of land, court 
cases, access to government loans, etc 

A few wealthy Oraon households have 
aspired to establish ‘friendships’ with 
influential Bengali (particularly muslim) 
Icadcis Reciprocal loans often underpin 
these relationships Most Oraons strongly 
disapprove such efforts to establish close 
relations with muslims, whom they suspect 
to have dishonest intentions This distrust 
is in tact nurtured by several cases of 
cheating where Oraons have lost substantial 
amounts of money or land 

Longstanding sharecropping relations, 
loans/mortgage are usually maintained 
through semi formal visits where pan and 
dry foods are served Themes associated 
with stereotype ideas are brought up in con 
flict situations, but otherwise avoided 

When a Bengali dewani visits, Oraon 
women are expected to keep in the back¬ 
ground and be particular with their conduct 
The market place is perhaps the most cen¬ 
tral arena for interaction between muslims, 
hindus and adtbasis The Oraons, in par 
ticular tile men, try to play down ethnic 
idioms Bengali language is consistently 
used The alcohol is sold discretely on the 
outskirts of the market place In interaction 
the Bengalis’ 'gender issues’ are brought into 
the discussion to score rhetorical points The 
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most contentious ones are the mixing bet¬ 
ween the genders on social occasions and the 
women's fieldwork and wagework Bengalis 
often comment upon Oraon women’s wage 
work in terms like “your women earn all you 
need” and hence question Oraons men’s 
status as heads of households I he Oraon 
men consequently try to avoid themes that 
are 'gender issues’ in the Bengalis’ eyes As 
one Oraon man commented to me “How 
can I tell them that my wile does wage 
labour though we arc wealthy 9 They (the 
Bengalis) will say that 1 am not a man and 
malik ” 

Modes used by the Bengalis to express 
contempt and superiority (and which are 
experienced as demeaning by the Oraons) 
are denial of service at the teahouse and 
serving only in broken cups The djalhas ti y 
to depress the price far below the market 
price by making the assertion that goods 
sold by bonnas (jungle people) are of 
inferior quality 

It becomes evident that the basic prm 
ciples structuring any encounter aie defined 
by the Bengali muslims and hindus They 
have picked out Oraon women s fieldwork/ 
wagework and the non segregated drink 
and dance traditions and made these into 
signs which stand metaphorically for Oraon 
as an ethnic category 1 his gendensation ot 
ethnic symbols where women’s fieldwork 
stands tor the stereotype category (the 
Oraons) as shame’ess and pnmitive, is 
indeed a powerful way of sustaining the 
Bcngals’ political and economic dominance 
As has been documented in this exposition, 
the purdah-defined stereotype associations 
are not only relevant in direct encounters bet 
ween Oraons and Bengalis, but also pervade 
Oraons own foras situated in the household 
and local community This brings us back 
to internal gender dynamics 

Conclusion 

Oraon men and women’s different rela 
tions to the Bengalis together with the im¬ 
posed gendensation of the ethnic relation 
have opened up for Oraon men a new source 
for redefining each genders relative rights 
and obligations, particularly at the house¬ 
hold level and for sanctioning women's 
behaviour Given that women’s fieldwork 
has been seen as 'natural' in the Oraons’ own 
system of ideas, the men have successfully 
been able to partly deiontextuahse Bengali 
purdah defined meanings Thus, while 
employing the notion of a strict sexual divi 
sion of labour both in the household and 
the wage labour market, they have managed 
to link this to traditional ideas of fieldwork 
as suitable for women While Oraon women 
clearly have disapproved and individually 
disputed their increasing labour burden over 
the last decades, they have had extremely 
limited organisational sources (mainly due 
to the lack of specified rights) to efficiently 
combat their increasing subordination Tb 
organise a mohila sikkar must have been a 
list resort, knowing it would create a lot of 


contioversy By arranging a mohila sikkar 
the Oraon women have mobilised their tradi¬ 
tional cultural repertoire where female male 
roles can be traversed The sikkar is not, 1 
would argue, a carnivalistic reversion of roles 
functionally maintaining unequal positions 
between women and men By tapping the 
‘power’ from traditional symbolic constructs 
in this context, they have managed success¬ 
fully to put under public discourse the 
legitimacy of the current transformations in 
gender relations 

Notes 

fThcs paper was presented m preliminary version 
at the 9th European C onferenve on Modern 
South Asian Studies in Heidelberg, July 1986 
Fieldwork was conducted from Octobci 1982 
to August 1983 and 'anded by the Norwegian 
Research Council for Humanities and the 
Social Sciences (NAVF) Most of the time was 
spent m Dinajpur Some tunc was also spent 
in the Oraons home area Ranchi in Chota 
Nagpur (India) | 

1 Upto the time of Independence (1947) 
Dinajpur included the gieatei portions of 
[he districts of Bogra and Maldah and con 
stdcrablc tracts now included in Rajshahi, 
Rangpur and Purnea (India) 

2 In an earlier study ‘The Cultural Coil 
struction irid (he Social Organisation of 
Gender’ Department tor Social Anthro 
pology, Bergen 1985 an extensive analysis 
of the marriage institution based on detailed 
ethnography 

3 See a detailed svmbolic analysis ot the ritual 
sequences establishing the conjugal bond in 
‘ The C ullural C onstruction and the Social 
Organisation of Gender” op cit 

4 Gusti (Bengali) gottar (sadri) refers in one 
sense to a localised descent segment Tradi 
tionallv in Chota Nagpur such segments 
were organised around corporate rights to 
land Currently gusli has a locality reference 
and refers to members living in clusters of 
households within the same community 
Gusti in this sense refers to agnates (over 
2 3 generations) that hold the same gottar 
title and in married women that hold their 
own titles 

1 would argue that in the central marriage 
rituals where a bride is ‘made detachable’ 
from her gusti a notion of gusti is expressed 
that is strictly based on descent principles 
Gottar also refers to a category of persons 
holding the same title Titles are transferred 
patrilineally Oraon gottar in this sense dif 
fers from Bengali hmdu gotra as gottar is 
not traced back to an apical ancestor 

5 The qualification is that daughters inherit 
the land (equal shares) if there is no male 
offspring Usually a husband is then brought 
in This is referred to as ghar damad 

6 Due to deforestation it has become proble 
malic to continue this tradition Currently 
one has to walk to a rather distant area in 
North Rajshahi where some jungle is left 
Both unmarried and married men parti 
cipate The traditional rules for the sharing 
of the catch are still followed 

7 For detailed discussions see, "The Cultural 
Construction and the Social Organisation 


of Gender”, pp46 53.59-67, 115-121, opdt 

8 Bangari refers to the ritual transplantation 
of the first seedlings This ceremony initiates 
the transplantation season Devi mac is the 
village great tutelary goddess Devi mac 
puja undertaken in May every year, is an 
elaborate ceremonial event The goddess 
represented by three breasts (heaps of earth) 
receives offerings from all male heads of 
households 

9 The accounts I have mainly used ate, 
Dalton E T, “Descriptive Ethnology of 
Bengal' “Indian Studies Past and Present”, 
R K Maitra, second reprint, 1973 Dehon. 
Rev P, ‘ Religion and Customs of the 
Oraons' Memoirs of the Asiatic Society of 
Bengal Vol 1 No 9, Calcutta 1906 
Roy S C, “The Oraons of Chota Nagpur”, 
Calcutta, 1915 and ‘Oraon Religion and 
Customs' Calcutta, reprinted 1972 

10 W Weiner, 'The Reproductive Model m 
IYobriand Society’ Mankind, Vol 2, No 3, 
1978 p 17S 

11 The interpretation of cultural occupation 
with women’s reproductive functions as an 
occupation with women as nature’ or as 
mediating ‘between nature and culture*, has 
been questioned in recent vears Besides 
W Werner M Strathcm has offered a 
powerful critique ot an androcentric and 
wesiermsed view of reproduction 

12 For further details, see ‘The Meanings of 
Presentations in Oraon Marriage’, in “ The 
Cultural Construction and the Social 
Organisation of Gender", op cit 

13 In some recorded cases land has been 
claimed (by the groom’s side) to be given 
io the girl upon marriage 

14 For a rather detailed description of 
a Women's Hunt in Chota Nagpur see 
W G Archer, ‘The Women's Hunt’ in 
“1 ssays in Anthropology ’, Lucknow, 1948 

15 The Karam festival (celebrated in August- 
September) centres on the young unmarried 
girls' regenerative power The gtrls distribute 
sprouts (yellow due to being sprinkled with 
turmeric water) to the young boys after they 
have brought the Karam tree to the village 
The Karam story is now a-day$ not told as 
a part ot the rituals in some of the villages 

16 The economic material consists of house¬ 
hold histones for 43 households over 3 
generations gender specific data on all pro¬ 
ductive and reproductive activities is one 
agricultural year (1982/1983) besides data 
on wages, terms of contracts and modes of 
organisation for the same period Detailed 
time use data is collected for selected 
activities 

17 Besides different types of sharecropping 
contracts many household held chanuwa 
land 

18 For example, for the dhancutung (of amon) 
in 1982 female workers got 8 taka, 1 A seers 
rice, and nasta and male workers got 10 
taka, I A seers of nee, nasta 

19 In the 1982 season in February, March and 
April women from landless and marginal 
landowning families had a monthly average 
of 25 wage labour days, the man in the same 
families had only an average of 12 days 

20 Beggaries are traditional communal 
working parties that mobilise the village's 
married men Mostly used for house and 
roof constructions After the work all 
receive lavish amounts of carry and Haria 
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Letters to Chief Ministers 1947-1964 

Volume 2 1950-1952 
JAWAHARLAL NEHRU 

The second volume covers the period from 26 January 1950, 
when the new Constitution came into force and India became a 
republic to 18 May 1952 when after the first general elections, 
the elected President Vice President and the new Government 
were sworn into office The first steps had been taken in giving 
life and purpose to the structure established by the Constitution 
This was followed up by initiation of planned development, 
land reforms and emphasis on production and community 
development But even more important was the maintenance of 
the spirit and integrity which had taken India to freedom, and this 
forms a continuous refrain in Nehru s letters to his colleagues in 
the States It was primarily for this reason that he on whom after 
the death of Vallabhbhai Patel the whole burden seemed to rest 
took on the presidentship of the Congress party Rs 7 50 

Already published Volume 1 1947 1949 Rs 150 

(Jawaharlal Nehru Memorial Fund, New Delhi) 

The Moral and Political Writings 
of Mahatma Gandhi 

Volume II Truth and Non-Violence 
Edited by RAGHAVAN IYER 

Gandhi's books are few and inconclusive but throughout his life 
he wrote innumerable articles and maintained an enormous 
correspondence with the result that his Collected Works, on 
which work beqan at the time of his death, eventually ran to 
ninety volumes 

Since the 1950s Professor Iyer has urged the need for a volume 
or volumes on Gandhi s seminal writings in a coherent and 
• compact form The Collected Works will primarily serve an 
archival function Much that is of the highest quality is lost in a 
morass of ephemeral jottings Professor Iyer is satisfied that the 
most important items will be accommodated in three volumes, 
of which this is the second Rs225 

Already publsihed Volume 1 Rs 200 


Agricultural Price Policy 
and Income Distribution in India 

ALAIN DE JANVRY & K SUBBARAO 

This work begins with a critical review of the debate on the role 
of terms of trade in relation to growth and equity Using results 
derived from a computable general equilibrium model for India, 
the authors next analyse the relative impact of price and 
technology policies on changes in output income distribution 
and the consumption of various classes in India's rural and urban 
sectors Within this framework they offer a detailed discussion 
of the implications of policy choices, such as technological and 
irrigation programmes price support interventions, price 
Incentives to supply response, food subsidies programmes, 
etc R 4 s 7 b 


Multinationals from the Third World 

Indian Firms Investing Abroad 
RAJIV B LALL 

Foreign investment by less developed countries has increased 
substantially in recent years India's investments in 
manufacturing operations overseas are now significant, and 
encompass a wide geographical and industrial range India is 
also perhaps the only developing country whose direct 
investments overseas exceed investments by other countries 
within it 

Dr Lall's analysis proceeds in three steps it starts by examining 
fresh information collected through interviews with a number of 
Indian firms that have manufacturing operations abroad This 
information Is used to provide the basis for, and to supplement, 
a more general statistical analysis Next econometric models of 
firm behaviour are constructed and firm level data used to 
distinguish between the characteristics of Indian firms that invest 
abroad and those that do not Finally, the author extends the 
analysis to an industry level, in an attempt to distinguish between 
industries which invest abroad and those that do not Rs 75 


Epochs of Economic Theory 

A K DASGUPTA 

Professor Dasgupta traces the development of economic theory 
through specific 'epochs', marked by particular historical and 
soclo economic conditions New questions arise in response to 
new situations and economic theory adjusts to adress these 
emerging questions The authbr examines the character of these 
questions and the systems of economic theory that have grown 
up around them, and argues that they should be viewed as 
independent of each other Thus, Professor Dasgupta rejects 
both the concept of revolutions in economic theory' and the 
possibility of anything like a general theory' Rs75 
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Growth and Equity 

A Critique of the Lewis-Kuznets Tradition 
ANINDYA DATTA 

In this work, Dr Datta seeks to provide an enhanced perception of 
the problems of the narrowness of the home market, 
disproportionality between sectors, premature migration and 
persistence of dualisrtt, which developing countries are facing 
and the Lewis Kuznets approach has failed to grapple with 
He also considers analytically the feasibility of an alternative 
scenario of ‘development from bylow' which may mitigate these 
problems He bolsters the arguments with extensive quantitative 
exercises on the basis of district-level data from India and raises 
some epistemological questions of crucial importance to 
development theory RstfO 
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BULGARIA 

How Far Can the Centralised 
Model be Reformed? 

Ramnath Narayanswamy 


A PRELIMINARY investigation of 
centrally-planned economies reveals an 
economic system characterised by varying 
degrees of centralisation in which the pro¬ 
cess of economic reform has still to mean¬ 
ingfully transform the sources of inflexibility 
that have institutionalised themselves over 
several decades of extensive growth While 
the deficiencies of the system are several, 
ranging from over investment, inefficiency 
and Wastage to bureaucratic mismanagement 
of resources, inflation and chrome shortage, 
most specialists agree that the major pro¬ 
blem confronting the socialist economies of 
Eastern Europe lies in excessive centralism 
It is therefore not surprising to find that the 
process of economic reform in Eastern 
Europe has either been directed towards 
perfecting the centralised model or moving 
away from the traditional model through a 
combination of nominal central control and 
the market 

The Bulgarian economy is however unique 
in several respects when compared to the 
other centralised economies of Eastern 
Europe It was the first country to adopt the 
Soviet type model—nationalisation of in 
dustry was completed by 1947, agriculture 
was collectivised by 1958 and a five year plan 
was set m motion in 1949 In contrast to the 
experiences of economic reform in Poland, 
East Germany and Hungary, the Bulgarian 
economy has always been, and continues to 
remain, a command economy characterised 
by a fairly high degree of centralisation and 
taut planning Given this background of 
command economy, economic reform tn 
Bulgaria usually assumed the form of 
periodic modifications of the administrative 
and incentive structure aimed at improving 
plan implementation But like the East 
German experience, what is more interesting 
is the fact that m attempting to improve the 
management of statiscd industry and co 
operative agriculture, 'Bulgaria has tried 
everything but the market 11 But the com 
panson ends here While the East Gei man 
attempt registered some substantive succes 
ses for the time of war active, the Bulgarian 
economy has known no radical modification 
of the command economy during the post 
war period 

In May 1963, a decree authorising the 
establishment of the Durzhavenski Stopanski 
Obendmemya or ‘state economic associa¬ 
tion’ was promulgated with a view that the 
latter would become “the basic entity for the 
management of enterprises in the individual 
branches and sub-branches of the national 
economy" Very similar to the Vemntgungen 


Volkseigner Beinebe in East Germany and 
the Wielkie Organizacze Cospodarcze in 
Poland and the Centrala in Romania, the 
objective of the system, according to Michael 
Kaser, a leading western specialist on East 
European affairs was “to generate increased 
planning efficiency by reducing the number 
and changing the nature of control figures 
(success indicators) to make them more 
internally consistent and generally reduce the 
amount of detail handled at the centre” At 
the same time, administrative control was to 
be increased by reducing several fold the 
number of economic units which had to be 
controlled The control mechanism is there¬ 
fore made efficient using the principles of 
decomposition “Such is the solution”, con 
eludes Kaser, ‘ to the problem of too many 
central controls and too many production 
units to control ” 2 This was then a pro¬ 
gramme of reform that clearly did not 
envisage a departure from centralised plan¬ 
ning On the contrary, the emphasis was on 
improved “co ordination guidance and 
management by central planning ’ 

One of the major features of the Bulgarian 
reform lav in reducing the number of plan 
instructions transmitted from the industrial 
ministry to the enterprise While in a system 
of centralised planning, these cannot be 
entirely done away with, they can however 
be regulated to a minimum whereby a 
balance can be brought about by reducing 
the ministry’s supervisory functions and 
widening the scope of initiative left to the 
enterprises, even though in actual practice 
this has been very difficult to achieve and 
even more difficult to sustain In the 
Bulgarian version, an attempt was made to 
introduce modifications within the frame¬ 
work of centralisation mainly in the form 
of limiting the number of compulsory indi 
cators issued from the ministry to the enter 
prise through the state economic orgamsa 
tion or its equivalent But the wide-ranging 
powers of the industrial ministries effectivclv 
ensured that no major changes occurred 
The main source of enterprise financing was 
to be profit with profitability as the main 
criterion of economic success 

Contradictory and Inadequaii- 

But the first set of reform measures pro¬ 
ved to be contradictory and inadequate from 
the very outset which resulted in several 
modifications and amendments Apart from 
these factors, slowness in implementation led 
to several snags which soon put the whole 
value of the reform in question By the end 
of 1970, further reforms were introduced 


The tone was set by Zvikov in his report to 
the July 1968 Plenary Session of the Central 
Committee “lb build up socialist society 
under the conditions of the scientific- 
technical revolution requires that the 
economic proportions and the structure of 
the national economy be fixed centrally by 
the state plan and in conformity with the 
aims and tasks of party policy for a given 
period This will mean a considerable change 
to the belief hitherto held that the state plan 
must be built from below, although it does 
not mean that we shall return to excessive 
centralism in planning” 3 
In practical terms, this led to a reorganisa¬ 
tion of the agencies of economic planning 
and to the creation of still newer agencies 
such as the Committee for Economic Co¬ 
ordination in 1968 which was asked to 
explore the application of mathematical 
methods electronic data-processing and 
cybernetic systems The committee was 
empowered to take decisions independently 
and co-ordinate economic activity by moni¬ 
toring plan implementation, preparing draft 
resolutions and verifying the application of 
laws having economic significance The 
authority of the ministries over the DSOs 
were curtailed, while the former were 
encouraged to explore opportunities for 
technical development, prevent monopolistic 
practices and ensure management training 

Even while the DSOs were officially 
viewed as the basic entity of socialist enter¬ 
prise management having their own legal 
rights and establishing material balances, 
they were however to be organs of guidance 
using economic means rather than directives 
Their functions included supervision of 
enterprises in establishing norms for inputs 
of manpower, materials and power, distribu¬ 
tion of raw materials, authorising a change 
in the product-mix, effecting co-operation 
agreements between enterprises and ratifying 
foreign transactions DSOs also had decisive 
authority for new investment, training and 
market research both at home and abroad 
To enable them to perform efficiently, the 
DSOs were also empowered with economic 
sanctions—notably in credit conditions and 
price control 4 

7 here was a discernible change in policy 
following the Soviet invasion of Czecho¬ 
slovakia when fearing loss of party control, 
the number of plan indicators were not only 
increased, but the DSOs were also em 
powered to impose additional ones Accor¬ 
dingly, the number of DSOs were reduced 
in 1970 from 120 to 64, of which 35 were 
in industry Similar to their counterparts in 
Poland, Romania and East Germany, they 
were horizontally integrated organisations, 
employing an average productive workforce 
of approximately 17,000 According to fan 
Jeffries, a western specialist, along with the 
DSOs, a number of other co-ordinating 
agencies were set up on both horizontal 
(those producing similar products) as well 
as vertical (amalgamation of enterprises. 
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being either in a position of user or supplier) 
basis in the form of state economic combines 
and agro-industrial complexes ’ Another 
important feature of the Bulgarian reforms 
n its close chronological parallel with Soviet 
economic reform which not only continues 
even today but also lends support to the 
widely held belief that the Bulgarian 
economy is to a certain extent a laboratory 
for Soviet experiments in economic policy 
But the process considered as a whole left 
much to be desired As one well known com 
memator on Bulgarian affairs noted in the 
mid-seventies, “the chances of success of the 
excessively centralising reform course must 
be put low, not the least because it needs 
logistic support beyond the technical poten 
ttal of Bulgaria Further reforms must 
therefore be anticipated 6 

New Economic Mechanism 

And reforms there were what later came 
to be known as the New Economic Mecha¬ 
nism Introduced in 1979, the New Econo 
mtc Mechanism set out to achieve the follow¬ 
ing objectives to establish a feasible balance 
between centralisation and decentralisation, 
increase the scone for initiative and in 
dependence in technical and managerial 
decision-making at the lower levels of the 
industrial hierarchy promote a conformity 
of output to market conditions in a manner 
where it would continue to correspond to 
‘socialist commodity production', ensure a 
means of self-fmanung through cost 
accounting establish a new inventive struc 
ture and introduce new financial relations 
between the state and the economic orga 
msations under its control 

The new intermediary organisation 
ushered m by the New Economic Mechanism 
would now receive from its ministry only five 
plan indicators instead of the twenty five as 
practised earlier These included production 
sold in physical quantities directed towards 
exports, co operatives and the domestic 
market volume of net output m value terms, 
foreign exchange earnings through exports, 
maxima on supplies of raw materials, inter 
mediate inputs and energy and payments to 
Ihe state budget The recipient economic 
organisations m their turn impose tour mdi 
cators to their sub-divisions-—leaser takes 
care to point out that the term 'enterprise' 
is not used in the official text—some of 
which resemble the indicators outlined 
earlier Thus they include production in 
physical units of type and quality, ‘normed 
cost of production per unit of output’, acti¬ 
vities connected with technical innovation 
and a limit for the number of personnel 
employed There are no ventral targets for 
either labour productivity or profits These 
can however be introduced by the DSO, but 
not on an obligatory basis The role of the 
centre is restricted to the formulation of 
material balances which is not only effected 
gs an exclusive prerogative of the centre, but 
also incorporates contractual agreements as 


well 

Other important features of the Bulgarian 
reforms were similar to those attempted in 
the other countries emphasis on self 
financing through cost accounting, fixing of 
contracts between suppliers and customers 
to ensure a cash balance and attempts to 
relate the wage fund to productivity But 
there were yet other features which were dif 
ferent The distribution of revenue of a pro¬ 
duction unit, for example, is usually divid¬ 
ed between the unit and the economic 
organisation and once the suppliers’ 
accounts have been settled, they are dis¬ 
bursed between three different funds deal¬ 
ing with social insurance, investment and 
remuneration and expansion and technical 
improvement respectively 

1 he introduction of the New Economic 
Mechanism in 1979 (first in agriculture and 
foreign trade and then tn industry) was 
followed by several other reform measures 
in the form of directives and adjustments as 
well as institutional arrangements to 
moderate the sources of inefficiency and 
clic.it improved economic performance The 
Bulgarian Industrial Economic Association 
was established in April 1980 as a voluntary 
association of enterprises to increase vffici 
cncv in domestic as well as foreign markets 
By 1982, the view that the New Economic 
Mechanism had not succeeded in delivering 
tht goods in terms of overall productivity 
and efficiency had begun to be shared bv 
economists and partv leaders alike This led 
to the introduction of yet another series ol 
measures centred around financial incentives 
and the price mechanism As a result, 
guarantees of a minimum wage for both 
workers and managers were removed and net 
income was identified as the main basis of 
plan fulfilment while even ministeis were 
subject to salary reductions if thur associa 
lions failed to meet their targets 

ASSESSING BUIGARIAN EXPERIENCE 

Considered as a whole, the Bulgarian 
experience with economic reforms highlight’ 
both the political as well a$ systemic 1 m 
peratives that obstruct the process of 
meaningful reform in centrally planned 
economics Systemic reasons include empha¬ 
sising maximisation of output volume at the 
expense of qualitative improvements in pro¬ 
duction concentration upon the short term 
at the expense of the long term and the 
predominance of physical planning over 
value planning Tb this can be added a whole 
host of related problems such as restriction 
of technical innovation and the lack of risk 
taking in economic activity, absence of a 
viable system of material-cum-moral incen¬ 
tives, poor level of production organisation, 
inefficiency, bottlenecks tn supply, etc. 
Political reasons include the fear among 
sections of the leadership of the con¬ 
sequences of a market-based reform—a 
democratisation process from below not 
only threatens the leadership's monopoly 


over economic decision-making but can, as 
the Czechoslovak and Polish experience 
suggests, also threaten to spill over on to 
other domains as well This is especially true 
of Bulgaria whose political apparatchiks 
receive very high salaries (even when wages 
in production units are stagnant or fall) and 
enjoy a whole network of privileges which 
range from access to special stores with 
luxuries unavailable elsewere and prolifera¬ 
tion of jobs at full pay for one individual 
to private villas, exclusive hospitals and 
resorts, and special luxury holidays 
abroad * According to Feiwel "The present 
tunid and tired leadership can hardly be 
.ounied upon to generate and institute the 
requisite changes in policy and working 
arrangements the present system not only 
lacks the capacity to generate economic pro¬ 
gress but suffers trom its inability to adapt 
and adjust to change and to modify radically 
the growth strategy and the institutions to 
reflect the profound shifts in domestic and 
external conditions and the aspirations of 
the economic actors At present, it is difficult 
to optimist and to identity a social lorte 
sufficiently powerful to act soon as a strong 
cdHlvst of economic and social progress” v 
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A Life in India's Social History 

Ne«*ra Desai 

Inner Recessea Outer Spates—Memoirs by Kainladevi Chattopadhyaya, 
Navrang, New Delhi, 1986, pp 410, Rs 195 


THIS is an unorthodox, unusual memoirs 
by Kamladevi Chattopadhyaya, the veteran 
freedom fighter A search for dates ends in 
vain in this book Mapping out Kamladevi s 
rub eventful, kaleidoscopic life is a 
challenging task Though there might be an 
tnnei thtn streak of order in events and per 
sons she has been describing, the reader has 
to be quite alert while traversing through the 
book A person keen to get clues about her 
personal life, particularly her marriage 
with Harindranath Chattopadhyaya, the re¬ 
nowned poet-dramatist, is surely going to be 
disappointed She mentions Harindranath 
at two or three places but she is not talking 
about her husband, but referring to a com 
rade with whom she had teamed together to 
create a new theatre in India, to revitalise this 
art She makes reference to her son, but also 
very briefly which hardly provides any in 
sights into the personal life ol Kamladevi 
Though this reticence is baffling vet it 
seems kamladevi is deliberately avoiding 
articulation of her married life experiences 
as too personal and intimate to be described 
In the first pages of the memoirs she has 
given a hint about the deliberate omission 
of crucial events in hei life She avers that 
she is using her life story more as an illustra¬ 
tion to depict the social history of India She 
recognises that hei life has been eventful and 
yet she does not want to mention every 
detail She wants to be objective and dispas 
sionate in her recording and pcihaps the nai 
ration of her married life or reference to her 
subsequent divorce may make her subiective 
and emotional This approach to writing of 
memoirs is at variance with the eontein 
porarv trend of writing autobiographies 
particulaily by women, as uninhibited 
expression of one’s most personal and inner 
most events and battles 
While traversing through the pages of the 
memoirs, we come across a personality rich 
in experience, with multifarious interests and 
many firsts to her credit In fact one is 
astonished at the variety of activities in 
which Kamladevi is involved, the innumerable 
notable personalities she has met and 
worked with, the daring and suffering she 
has Undergone, the number of tempting of 
fersof positions of power and status she has 
declined It is indeed true that very few 
Indian women would have got the oppor 
tumty of living such an eventful life, but 
much more significant is the fact that few 
would have made use of the opportunities 
in as meaningful and selfless a manner This 
is very rare and comes upper most when one 
reads through the memoirs 


Though u is amazing 10 notice the 
varieties of positions Kamladevi has held 
during her life what is more astonishing is 
the voung age at whieh she got interested in 
wider social life and held responsibilities At 
the age of about 10 she was fascinated with 
Champaran struggle of Oandhijt, at the age 
of 16 she was stirred by Jalltanwala Baug 
tragedy, when in her early twenties she lakes 
up the responsibility of organising a 
women’s voluniccr corps under the leader 
ship of Hardikar and Umabai Kundapur, 
legendarv names in the Seva Dal movement 
She becomes secretary of the newly esla 
blished All India Womtn’s Conlertnte at the 
agt of 24 She paitiupated in the salt satva 
graha when she was in her laic twenties and 
couried arrest After that period Kamladevi 
is invited to become a member of the AIOO, 
a rare tribute in those days She became a 
member ot working committee of the Coil 
grew attended various international ton 
tcrences was pioneer in establishing Institute 
of Drama and became first chairperson of 
Sangect Natak Academy, organised refugee 
rebel camps on the eve ot partition and 
many moie such activities The list is too 
long lo be mentioned 
Of course Memoirs” is not a story of 
Kamladevi s achievements The entire nar 
rative uses individuals and organisations 
more as pegs lor providing a social history 
ol ihe period In fact the present work is an 
introduction lo various socto politico 
cultural events of ihe Iasi 75 vears l hrough 
her life we gel an intimate picture of the 
nationalist movement comprising various 
strands of political ideologies including the 
socialists Kamladevi describes in an inspired 
style the salyagraha movement led by Gandhiji 
and the role and influence of Gandhiji in 
pie independence politics Social refoim 
which was not as strong as it was in the late 
nineteenth ccntuiv, neveitheless was kept 
alive through activities of ardent social 
reformers like Rimabai Ranade, Karvc and 
Natarajan lnsighis into the various move 
ment-s going on outside India are provided 
through the description of organisations like 
International League ot Peace, league 
against Impciialism, revolutionary activities 
conducted bv Madame Cama, the com 
munist movement in China through Agnes 
Smcdley, the youth movement and the train 
ing of the young planned through the Seva 
Dal, women's movement led by All India 
Women's Conference with its pre-indepen¬ 
dence flavour ol commitment and courage, 
the problems of the refugees and herculean 
task of rehabilitating them, the post-mde 
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pendence frustration of the cherished dream 
at the hands ot (he rulers taking many a 
times very opportunistic positions, the in¬ 
itial dynamism in revival of arts and crafts 
turning into setting up of emporias at the 
hands of the bureaucrats and many more 
events and movements are depicted through 
her contacts with personalities or her own 
participation in the movement For a person 
who has lived during the period the memoirs 
provide the opportunity to go back to those 
times of hope, optimism, youthlulness, dare 
devilry and dedication For the contemporary 
younger generation the memoirs will hope¬ 
fully provide insights into the past which 
many a times has been felt as ’uneventful’, 
without its flavour of conflict, hurdles and 
confrontations 

Reading thiough the memoirs one is also 
very much touched by the courage and forth¬ 
rightness of Kamladevi’s personality It 
matters very little whether she is protesting 
at being locked up in a room when she was 
a young girl so that she may not participate 
in a drama to be staged in public, or she 
is raising doubts to Gandhiji about the 
wisdom of accepting participation She 
gets very angry at Pandit Nehru’s as well as 
Vallabhbhai Patel's irresponsible remarks 
about the youth and does not hesitate to 
articulate her resentment in public She 
refuses lo give back her passport and the 
British countmue to hound her She faces 
all kinds of hardships as a ’C’ class prisoner 
in jail, she boldly goes to ( hina in the midst 
of air raids and fearltssly visits the jawans 
in Kashmir fighting in the most difficult 
situation 

To those who have been involved in the 
women’s movement, Kamladevi has been 
looked upon as an ardent pioneer fighting 
for the enhancement of the status of Indian 
women She not only took up the cause of 
women but, importantly enough provided 
a model of a capable courageous woman 
working shoulder to shouMcr with men 
whether it is in the youth movement in the 
socialist party, or participating in inter 
national organisations 

One of the baffling problems while 
reading through the memoirs has been that 
though Kamladevi has been in touch with 
various groups, how is il that she does not 
mention the young women activists, and the 
grassroots workers who ate also dedtcatedly 
working tor the upliftmem of women? Her 
doubts with regard to women’s movement 
and her constant dig at the terms ‘feminism', 
‘feminist’, etc, is very enigmatic Today when 
one uses the term feminist, it is more to con¬ 
note that category of women who are con¬ 
cerned about the subordination of women 
in society and are eager to take up action 
so that gender justice is established The 
extreme portrayal of a feminist as a man- 
hater is more a media bogey rather than a 
picture of reality Though Kamladevi des- 
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tribes ‘feminism’ as a worthy cause when she 
U narrating Annie Besant’s various activities, 
nowhere else in the book nor in her other 
work, viz, “Indian Women’s Battle of 
Freedom” does she describe the women's 
movement and women’s groups of contem 
porary times sympathetically Her insistence 
on widening the parameters is no doubt 
valid, her plea that women alone are not the 
victims of social and economic disabilities 
and discrimination and women’s struggles 
had to be an integral part of the larger 
political, social and economic struggles is a 
point well taken What is important and 
should not in the least require spelling out 
for Kamladevi is the tact that the plights, the 


sutferingK the JnstiMcetof dowry deaths 
femicide through amniocentesis, the insecure 
and marginal existence of vast number of 
women workers, need highlighting and 
focusing if women’s position has to be im¬ 
proved They require to be linked up with 
the prevailing socio-economic structure 
Unless this is done the women’s cause will 
surely be put in cold storage Those who 
make a plea for gender justice are not to be 
identified as protagonists of anti-men cam 
paigns The last eight to ten years have been 
marked by the lilting ot complacency with 
regard to women's status and a number of 
women’s groups in their own ways are 
attempting to establish a just order 


Historic Judgment and After 

Kaja<>hri ll.isgupta 


The Shah Bano Controversy 
Longman, 1987, pp 242, Rs 165 

WHAT started as an innocuous incident of 
an old, destitute muslim woman appealing 
for maintenance from her divorced husband, 
snowballed into a controversy that had more 
ramifications than could have been anti¬ 
cipated The Supreme Court upheld the 
Madhya Pradesh high court's judgment 
granting Shah Bano maintenance under 
Section 125 Cr PC which makes it obligatory 
on husbands to make provisions for their 
divorced wives as also applicable to muslim 
husbands But what was highly controver 
sial was that the supreme court also con¬ 
sulted and quoted from the Quran to sup 
port its judgment 

What lollowtd is now history The 
mushms launched the biggest ever agitation 
n post-Independence eia accusing the 
supreme court of interfering and trying to 
interpret the Muslim Personal Laws What 
actually is and should have been treated as 
a women’s cause got submerged in com 
munal and political manoeuvrmgs at the 
cost of justice to women Under tremendous 
pressure from the fundamentalists, the 
government capitulated and hurrtedlv 
passed what is ironically called The Muslim 
Women (Protection of Rights on Divorce) 
Bill, 1986 taking away the rights enjoyed by 
the muslim women even under the shariat 
The Bill is also anti women because it takes 
away the option open to muslim women to 
appeal under Section 125 

The book is a compilation ot published 
articles, editorials, and interviews extracted 
from the English and Urdu Press covering 
a wide range of opinion related to the judg¬ 
ment and the Bill There is also a section on 
surveys, opinions and statements by political 
leaders, jurists and intellectuals 

Besides the inclusion of the two unpor 
tant documents—the judgment and the text 
of the bill—there is an illuminating introduc¬ 
tion by Asghar All Engineer focusing on 
issues related to the divinity of the shariat, 
politics of the Shah Bano movement and a 
critical analysis of the bill The book tries 
to encapsulate the important debates that 
not only affected the muslim community but 
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also involved the women organisations and 
the numerous political parties 

Engineer exposes the political bias of the 
furore raised by the fundamentalists profess¬ 
ing that no human agency (in this case the 
supreme court) can meddle with the shariat 
because it is divine and therefore immutable 
But the shariat, he clarifies is only partly 
divine and partly human consisting of 
various opinions ol eminent jurists Hence 
it is also a product of history It is the divine 
injunctions based on the Quran which are 
immutable and not the latter which have 
been influenced by human reasoning and the 
ethos of their times But even divine com 
mands under special circumstances have 
been waived Engineer cites the example of 
Hazrat Umar, close companion of the pro 
phet, to show how even he suspended the 
Islamic punishment of amputating the hand 
during a penod of famine. Even on the ques¬ 
tion of maintenance to a divorced wife, 
Engineer shows by quoting numerous 
theologians that there is no consensus 
even among them “Many of them (the 
theologians) maintain that it is payable even 
after divorce whereas others confine it to the 
period of iddat only It is therefore wrong 
to say that to pay maintenance beyond the 
iddat period is un Islamic There is no 
authority even during the classical period 
who maintained that payment ol main 
tenance would be un Islamic beyond the 
period of iddat or delivery of child in case 
the divorcee is pregnant 

Irfan Engineer in his article accuses the 
muslim leadership of hoodwinking the com 
munity from the real problems of poverty 
and illiteracy by raising the bogey of ‘Islamic 
in danger' The leaders he maintains is only 
“busy counting their votes and manipulating 
Electoral politics" 

In a perceptive analysis of the judgment, 
Madhu Kishwar hits out at the hypocrisy of 
the legal system “to offer any meaningful 
relief to a woman in distress" What is 
needed she declares, is an assertion that 
maintenance is a woman’s right and not 
dependent on the ‘generosity’ of men She 
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of the way most Indian women have to 
struggle for maintenance. She had to spend 
ten years knocking at the doors of the 
secular legal system before she got a pitiful 
amount of maintenance—Rs 179 per month, 
which is less than half the statutory minimum 
wage in most parts of the country Earlier 
she had been granted a sum of around Rs 25 
by the lower courts, whicl) is more of an 
insult than an award" 

There is a detailed account by S Mustafa 
of the sequence of events in parliament 
leading to the resignation of the minister of 
state, A Mohammed Khan Mustafa re¬ 
counts how after first congratulating his 
young minister for the “excellent” speech in 
defending the judgment, the PM panicks 
under pressure Snd introduces the bill The 
humiliating defeat of the Congress(I) can¬ 
didate at the Ktshanganj, Bihar by-elections 
in December 1985 to the muslim conser 
vative, S Shahabuddm (Janata), writes 
Mustafa, convinced the Congress high 
comand that Khan’s stand was “completely 
out of tune with the times” and secularists 
like him could not “influence the votes” 

In an interesting article, the status of 
muslim personal laws m Islamic countries 
relating to polygamous marriages and 
divorce is examined by W M Shaikh Wide 
ranging legislative reforms have bten intro¬ 
duced and a system of checks and balances 
developed to bring polygamrnous marriages 
within control Tlimsia for one has com 
pletcly abolished polygamy by law In Iraq, 
more than one wife is not permitted without 
the permission of the quazi The right of the 
husband lo divorce his wife in Iran is per 
muted only with the arbitration of the 
courts However inadequate such reforms 
might seem to many, no such reforms has 
taken place m India so far, says Shaikh 
What is significant are the interviews of 
some prominent mushms like A Khatun and 
S M Siraj who have attacked the bill as anti¬ 
women Khatun believes that though the 
progressive section in society is in a minority, 
it is a dominant minority and the govern¬ 
ment should support it In fact, Siraj 
declares, laws are based on the opinion of 
the progressive and educated section of the 
administration and not on the basis of the 
opinion of the people. Will the government, 
he argues, ever sanctify human sacrifice in 
the name of tribal rights 7 
A thought provoking article on ‘why 
mushms resist a Common Civil Code’ by 
Som Anand points out that the suspicion 
with which the muslim’s viewed the judg¬ 
ment was because they felt it was an attempt 
to introduce such a code through the 
’backdoor’ The mushms fear a conspiracy 
to impose hindu laws in the name of com¬ 
mon civil code which would deprive them 
of their identity, religion and culture 
On the'other hand, B Durrez Ahmed, 
a supreme court advocate has not only 
strongly supported the bill, but attacked Sec¬ 
tion 125 He asserts that under the shariat, 
women’s rights are "more superior” than 
under Section 125 and the bill seeks to “en¬ 
force” those rights that are available to 
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MfiKKr Hie Shariat, Under 
fte shaiiai, write Ahmed, mutllm women 
have “unfailing right" to maintenance and 
are guaranteed against destitution Though 
Section 125 and the shariat both demand 
that the liability to maintain the divorced 
wife is on the husband, if however the 
husband cannot pay, “then under Section 
125 no order of maintenance can be passed 
against him” But the muslim law guarantees, 
claims Ahmed, “the wife is entitled to 
maintenance from her husband m any 
case—she can pledge his property or take 
loans to be repaid by him” 

Except for Ahmed’s piece in support of 
the bill, the views of the fundamentalists are 
weakly represented in the book Extracts 
from the Urdu press and the few interviews 
are of minor importance The reader remains 
in the dark as to what the fundamentalists 
felt the SC judgment had made certain 
"observations” about the anu-women aspect 
of the mushm personal law, or why they 
alleged that the judgment was a plea for the 
abolition of the muslim personal law Inclu 
sion of such issues in the book would have 
exposed the reader to a more balanced view 
of the controversy 

There are some pieces (for eg, Kuldip 
Nayar’s) which try to 'explain' and analyse 
the muslim community’s emotional response 
to the issue, which drowned the voice of the 
more progressive sections of the community 
Yet explanations that hide behind cliches like 


THF last 15 years have seen the emergence 
of a diverse women s movement m Lalin 
America, which has confronted a number 
of fundamental issues Lven as tar back 
as 1910, the first international feminist con 
gress was held in Buenous Aires, Argentina, 
the same vear saw the birth ot the Pan 
American feminist federation feminist na 
tional parties were formed in the following 
years in both countries similar groups were 
emerging in Peru, Uruguay and C uba These 
early movements not only fought for the 
women’s vote, but against “white slave trade” 
as well 

, But the movement of the 70s is qualita 
lively different for many reasons For one 
thing, they have emerged in the context of 
and taken root in the political ferment of the 
lime in Latin America This was a decade 
which saw both the intensification of im¬ 
perialist exploitation, as well as the great 
socio-political upheavals and a resurgence 
of popular movements of peasants, students 
and urban middle classes Within the 
dynamic ‘new Left’ however, things remained 
mom or less the same for women— ! 'thev still 
made the coffee, did the typing and carried 
out other services on top of shouldering 


“insecurity”, “minority complex”, etc, the 
inadequate. They do not answer as to why 
at this particular juncture, the mobilisation 
was so intense and widespread Indeed, there 
have been other times in recent history, when 
one would expea greater sense of ‘insecurity’ 
or emotional response One may cite for, 
e g, the controversy over conversion or the 
effort to dub mushms as ‘foreigners’ in the 
north-east, Why then earlier efforts of mobi¬ 
lisation failed and why at this juncture the 
mobilisation brought early dividends to the 
fundamentalists Perhaps it will be unfair to 
expect it from this book whose focus was 
lo reproduce published material from the 
press Questions like the ones mentioned 
above can be satisfactorily answered by 
political sociologists 

Last, but not the least, the collection 
hardly touches the fundamental question of 
women’s rights in a patriarchal society 1 he 
omission merely u iderscores the weakness 
of the feminist movement in India, that on 
the issue of maintenance of a divorced 
women, it had to yield centrestage to 
theologians jurists and secular and not so 
secular politicians of all shades and hue 
Nevertheless, the initiative and concern 
shown by the Joint Women’s Programme 
and Asghar Ah Engineer to record the 
debatt is highly appreciative and the book 
will remain a valuable document for even 
more serious students of this controversy 


most of the economic burdens at home in 
a period ot slurp economic recession' “The 
Latin American Women’s Movement” is a 
short but vivid collection ol experiences, 
interviews and reports which provides 
a glimpse of the rich tapestery of the 
movement as it laces major baftlts with 
American imperialism, the state and the 
church—the forces through which patriar 
chy operates 

While it is hard to generalise the features 
of the women's movement in the region, it 
is possible to locate two separate threads 
characteristic ot specific political situations 
In countries like Uruguay, the best example 
perhaps of a 'liberal democracy* in the 
region, Peru, Argentina, Mexico and the 
Dominican Republic, women have opted to 
participate in the democratic processes of the 
state and yet challenge the dynamics of 
women's oppression In Peru, for instance, 
feminists stood lor parliamentary elections 
as an autonomous platform withm the left 
Virginia Vaigas describes the heart searching 
which went into that decision and the many 
obstacles women had to overcome in order 
to campaign for feminists in parliament 
Thetr slogan “Women, Vote for Yourself 


hat since become part of the expanding dic¬ 
tionary of the women’s movement In 
Argentina, where women won several rights 
including the franchise in 1947 with the help 
of Eva Peron, and have been staunch sup¬ 
porters of human rights and vocal critiques 
of the military government, temmism, 
reports Silvia Chester, is weak and cannot 
be compared to the developments in other 
neighbouring countries In the Dominican 
Republic, Mexico, and Peru, women are 
working through consctentisation program¬ 
mes for women teaching them to question 
their oppression In countries such as Chile, 
(iuatemala, or El Salvador, the women’s 
movement has grown and evolved together 
with resistance movements, including the 
liberation movements, with women taking 
part m armed struggle and civil resistance. 
In Guatemala women have always been 
involved in the armed opposition movement 
and have been victims of the brutal torture 
by the military forces, and in Chile women 
are among the first groups to break the 
chill of silence over the mysterious disap¬ 
pearances of hundreds of political activists 
in 1977 Rafaena Lajnberti talks of how 
there is an ongoing “colleatve suffering” 
and of how the dictatorship destroyed per¬ 
sona! relationships and trust But con¬ 
spicuously absent from this collection—for 
whatever reasons—are accounts from coun¬ 
tries like Nicaragua, El Salvador and Cuba 
Of all the numerous issues of the women’s 
movement in Latin America, two which have 
played a major role in moulding the move¬ 
ment m all the countries of the region are 
women’s relationship, firstly, with the 
catholic church and secondly, with the 
on going liberation struggles Marilyn 
Thomson’s “Women of El Salvador”, is a 
close-up look at how women in one coun¬ 
try where the US aided military and oligar¬ 
chy have direaed and controlled the govern¬ 
ment for over 50 years brutally repressing 
all opposition have responded to'these issues 
El Salvador is a small central American 
country of five million more than one-fourth 
of whom live as internal or external refugees 
Of the one million in exile, most are women 
and children, victims of violence m October 
1979, soon after the Sandmistas triumphed 
over the Samoza dictatorship in neighbour¬ 
ing Nicaragua, a nervous US pushed through 
a coup m El Salvador and installed a civilian 
military government Soon afterwards more 
than 20 organisations, political parties and 
labour and mass fronts came together to 
form the Frente Democratico Revolucionano/ 
Frente Farabujdo Mam para la Liberacion 
Nacional (rDR FMI N) The FDR-FMLN 
programme is described as being “popular, 
democratic and anti oligarchic” and has 
received support from several Latin American 
countries and the Socialist International 
Over one quarter of the country is under the 
control of the FDR FMLN More than 
2 50 000 people live in these controlled {ones 
and they include—locals, ‘refugees’ from 
other parts of the country because of the 
government's ‘scorched earth policy’, and 
many who have chosen to work for the 
Frente and the guerilla forces—under cons- 
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tant threat of attack from the US trained 
government forces in severely constrained 
war economy Based largely on interviews of 
women in (Aile in Mexico and Nicaragua 
,ti well is with those in El Salvadoi 
Thomson documents m some detail the par¬ 
ticipation of women at all levels of the 
revolut onary struggle—not only in the ‘con¬ 
trolled zones’ as combatants and civilians, 
but also in the trade unions and the market 
places, in educational and health institutions 
and within the popular church 

It was in fact ‘popular church’ which was 
a starting point lor the politicisation of 
Salvadoiean women In the 1970s the main 
body of the Salvadorean church adopted the 
liberation theology and became identified 
with the opposition—they condemned 
human ngnts violations, criticised the 
capitalist system and the class society and 
set up study groups through which many 
women became politically involved 

Tlie church’s emphasis has been on streng¬ 
thening the tamils, but it has also laid stress 
on the need to promote women’s equality 
Ironically, although ‘family and mother 
hood’ is the main focus of Salvadorean 
women, the country has one of the lowest 
marriage rates While within the oligarchy 
families have intermarried to retain wealth 
and access to political power, for the 
majority “there is little need to secure 
inheritance through marriage But this 
'matriarchal society as Salvadorean women 
like to describe it because they care for their 
children single-handedly, is really dominated 
by patriarchal relations Not only is women's 
subordinate position taken tor granted but 
sexual assault and domtstic violence arc 
neither recognised nor recorded And class 
relations being what thev are campestno girls 
working in the farm or in the house of the 
rich are considered ‘fair game' A 1971 cen¬ 
sus found that one third of the 14 year olds 
had experienced at least one pregnancy 

The orthodox church disapproves ot the 
state family planning programme and 
regards the use of contraceptives as a licence 
for sexual promiscuity The popular church 
condemns the government programme as 
well, but has tried to disseminate informa¬ 
tion on natural family planning as well as 
on other methods The government pro¬ 
grammes, as in many other countries, are ag 
gressively implemented, coercive and are tied 
up with a number of unethical practices. The 
Pill is available through vending machines 
with no warnings on use and seven brands 
of injectable contraceptives are freely 
available but are not widely used Female 
sterilisation, often coercive, is the most 
favoured method of family planning So 
notorious is the programme that in 1976 it 
was taken up as a human rights issue at the 
US congress hearings on human rights in El 
Salvador Although abortions are illegal 
clandestine services are available extensively 
resulting in life-threatemng situations for 
women. 

Given this background one would have 
thought that reproductive rights issues would 
be a high priority m the women's movement 
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lies in the genesis of the women’s move¬ 
ment—firstly their roots are in the popular 
church which, however radical on other 
issues, is at best cautious about reproduc¬ 
tive rights Secondly, most of the groups and 
fronts have been founded either as support 
groups to the revolutionary movement, or 
around issues of the workplace or are 
directly related to economic activity Among 
the earliest was the Salvadorean fraternity 
of women under the influence of the com¬ 
munist party It took active part in many 
snuggles but was eventually disbanded m 
1967 Eight years later many of the members 
of the fraternity came together again to set 
up the Association of Progressive Women 
(AMPLS) to initially mobilise working class 
women to join trade unions and political 
parties In 1978, its offices were bombed and 
it had to go underground and work mainly 
in the controlled zones The association of 
women (AMES) was founded in 1979 and 
is mainly a support group for FDR-FMLN 
It identifies imperialism, the military and the 
oligarchy as the main enemy of both men 
and women who must together struggle for 
structural change m society But it also ad¬ 


vocates that a minimum women's pro 
gramme must be adopted AMES has no 
official position on family planning or abor¬ 
tion ind is wary on issues such as birth 
control 

Among the most militant of groups is the 
ASUTRAMES the organisation of market 
women from both formal and informal sec 
tors The association wields considerable 
political clout and has been able to gain 
some concessions It gained strength rapidly 
after the successful action of occupying 


port the demand for recognition, lowering 
of tarnfs, free medical services and nurseries, 
etc It is affiliated to the FDR and has sup¬ 
ported strikes and other mass actions and 
is under constant threat ftom the police who 
have beaten up, kidnapped, tortured and 
raped its members 

The worst of political repression »in the 
countryside where the government has 
followed a deliberate policy of creating terror 
by burning subsistence crops, murdering 
civilians, etc, with a view to eliminating sup¬ 
port for the revolutionary movement And 
yet the mainstay of the opposition has been 
in the countryside Although rural trade 
unions are illegal, left and church groups 
organised uniojps have played a crucial role 
and mainly because of the work of the 
popular church, women have been active 
participants But there are no women’s 
organisations It is in the urban trade unions, 
where they make up less than one quarter 
of the membership that their militancy is 
more marked "teachers and students have 
traditionally been a radical force and their 
organisation, ANDES founded in 1965 has 
participated in organised strikes and in mass 
movements Women in ANDES who make 
up 90 per cent of the membership have 
demanded partly of wages ANDES believes 
that discrimination of women in education 
can end only with the new popular educa 
non the rudiments of which are being 
evolved in the ‘controlled one’ where many 
of them have chosen to work 

It is ui the controlled zone that one 
perceives the real impact of the women’s 
movement on the revolutionary process For 
instance, although the FDR-FMLN has 
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made no statement of its stand on abortion 
(but has been heavily critical of the govern 
ment family planning programme), these 
services are available in many areas of the 
zone especially to combatants Women’s 
organisation many of whom believe that 
women’s liberation can occur only within a 
different level of collective consciousness, are 
actively working to encourage and train 
campesina women to take up responsibilities 
outside the domestic sphere 

However, that the integration of women’s 
issue 1 - m the revolutionary process is as vet un 
even and incomplete is brought out in the inter 
views with women Almost all the women 
quoted—human rights worker, journalist, 
market woman—believed that social and 


£ 25, paperback £ 9 95 

ARE we seeing the dying down of a pro 
found social movement that has changed our 
very ways of seeing 9 Or is this movement as 
vital as ever 9 This is one question that this 
book addresses itself to The course of the 
new women’s movement as it took root, 
flourished or declined m II countries is 
faithfully recorded in this book by women 
who were themselves the seeds of change 
Drude Dahlerup -who edited the book, 
wrote the introduction, as well as a chapter 
on the movement in her own country, 
Denmark—is a widely acknowledged acti 
vist, author and political scientist She brings 
her own considerable insights into defining 
the term ‘new women's movement” She sees 
it as the second peak of a feminist move 
ment that had existed for more than a hun 
dred years She also sees it as incorporating 
the women’s rights movement (working for 
political reform by means of traditional 
pressure group tactics), as well as the 
women’s liberation movement, which calls 
for revaluating (he role and contribution of 
women and not just getting women to adapt 
to men’s roles 

The 11 chapters are classified under three 
broad divisions The first section (com 
prising chapters on Italy, Ireland, the 
Netherlands, France) deals with the single 
biggest issue that came out of the movement 
in these countries (m some cases, the move 
ment really came out of the issue 1 ) abor 
non, the second (Britain, the US, Iceland, 
Finland) goes into strategies and the whole 
question of whether the movement should 
work outside the system or within it, and 
third (TUrkey, Spain, Denmark) examines 
why certain movements took place at the 
time they did and how they underwent 
radical changes in a short span of time 

How did it come about that in a tradition- 


cuuural change pertaining to thetr lives as 
women could not be contemplated until the 
country's right to self-determination was 
recognised Some like Magdalena, a trade 
unionist believe "Feminist liberation is a 
bourgeois and talks ol things as legalisation 
of abortion 1 would say feminism is im¬ 
perialist” Such a view can perhaps be 
understood in the context of the develop¬ 
ments m many countries of the region where; 
the women’s movement has been part of the 
mainstream political hie—which in turn is 
interpreted as supporting and sustaining l > V 
dominated bourgeois democracies It is a 
pitv that the book leaves largely unexplored 
the internal dynamics of the revolutionary 
process especially with reference to the 
women’s question 


bound exiemtls catholic country like Italy, 
*>0,000 women on one occasion came out on 
the streets to demand a right that the 
Pope and chuich hid expressly forbidden 
Abortion it did what the vote did to an 
earlier generation The movement made it 
a women's issue, not a medical or psychiatric 
one In every single western country, abor 
tion figured on the political agenda in the 
70s and early 80s After a great deal of 
resistance, the demand for abortion was 
legally recognised in most of these countries 
between the years 1975 and 1985, with one 
notable exception Ireland Here the right to 
life of the foetus was written into the Irish 
constitution after a public referendum in 
1983 And things look bleak for the Irish 
woman Pauline Conroy Jackson in her 
chaptei ‘Women’s Movement and Abortion 
the Cnminahsation of Irish Women' ends 
by saying, ‘By the end of the decade of the 
1980s, just 10 years short of the year 2000, 
women in the 26 countries of Ireland are 
likely still to be without right or control over 
their fertility” 

Another country where the women’s 
movement is facing a vicious attack is 
America of the Reagan era—"not only are 
the politics and policies of the Reagan 
administration the most explicitly anti 
feminist in memory, but they have even been 
successful in rolling back some of the un 
portant changes that took place over the 
preceding two decades” American society 
has m recent years witnessed the ‘femimsa 
uon of poverty’, partly because of the sharp 
increase in *singlc mothers If anything 
Reagan’s conservative policies have gone to 
build the reform wing of the American 
women’s movement Organisations like 
National Organisation for Women (NOW) 
which has 2,50,000 members is a pressure 


group capable of much clout on the national 
political scene Of course, their strategies are 
aimed very much at working within the 
system 

In direct contrast, in Britain, marxist 
feminists were virtually the ‘midwives’ of the 
movement Women who got radicalised m 
the 60s, turned for inspiration to movements 
tike the Campaign for Nuclear Disarmament 
(CND), which placed its agenda before the 
ordinary person on the street and not just 
before government functionaries However, 
despite this, almost every piece of progressive 
legislation sympathetic to women that 
presently exists in Britain came as a result 
ot pressure from political parties and trade 
unions 

What is the relationship the women’s 
movement should have with established 
political parties 9 This is a question that is 
exercising feminists ail over the world today 
In a country like Finland, for instance, the 
movement first stressed its independence 
from political parties but were then gra¬ 
dually compelled to seek integration with 
them Often the impact on the parties 
concerned—especially parties of the left— 
was considerable Eleonore Eckmann 
Pisuotta, writing about the Italy of the late 
70s, puts it this way, “Never before and not 
afterwards, had the left paid so much atten¬ 
tion to women and their conditions and 
offered so much to women with respect 
to active participation and promises in 
reforms” She adds “ never before were 
male leftists so inclined to question their 
own sexist behaviour”' 

AH movements change, as historical cir¬ 
cumstances change, and the women’s move¬ 
ment is no exception In Spain (December 
75), within two weeks of Franco’s death, the 
first great event of the new women’s move¬ 
ment m Spam took place Five hundred 
women from all over Spain met at the First 
Congress of Women's Liberation The mood 
was euphoric the decade ahead proved tur¬ 
bulent and lull of change The movement 
set about to attain, in less than ten years, the 
basic reforms that were achieved m other 
democratic countries over the last 30 years 
But there did follow a period of “shatter¬ 
ing and decline” Today, feminism has 
become increasingly institutionalised in 
Spain, but it has lost the strength of the 
earlier years It seems to me, that the real 
challenge before the movement today is to 
recover some of that strength 

The book succeeds in documenting the 
shifts and eddies of the women’s movement 
as they manifested themselves in these coun- 
iries some with similar cultural back 
grounds, others widely dissimilar It offers 
the leader a unique opportunity to study 
how various political systems reacted to and 
were affected by certain common issues that 
were raised However, 1 do feel that a chapter 
on an east European country, in a book that 
claims to talk about the women's movement 
in Europe, would have been in order 
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SPECIAL ARTICLES 


Perspective before the CSIR 

Baldev Singh 


The recommendations of the fourth Review Committee of the CSIR, however well-intended, can only lead 
to greater frustration and ultimate dismemberment of this premier scientific organisation, sooner or later The 
CSIR has suffered through tailoring its programmes, policies and personnel towards helping in the government’s 
former policies of ‘import substitution’ The government can change its policies overnight but an R and D organisa¬ 
tion would need time and effort to restruc lure and reorient itself 
A government-funded and managed organisation is ill-suited to generate industrial production technologies 
or their ansofption, adaptation and development The strength oj such an organisation lies in picking up long¬ 
term problems, watching future trends in science and technology and making its contribution in the emerging 
newer saentiju and technological vistas 

The CSIR is well-equipped to take up the back-up responsibility in areas of social relevance like environment 
and housing, etc and Jor such laboratories the government departments/ministries concerned could lay down 
the programmes and participate in the management function For such a role, it would be an advantage for the 
C SIR not to be too closely integrated with the economic and industrial policies (or their sudden shifts, twists 
and turns) but keep its distance and pick and choose areas where it mav make the maximum contribution and 
impac t 


THE Fourth Review Committee ot the CSIR 
under the chairmanship of Abid Hussain, 
Member Planning Commission have titled 
their report as ‘Towards a New Perspective’ 
Realising the limitations of such a review the 
chairman has stated that ‘given the range 
ol activities and disciplines m the CSIR 
system it was beyond the competence of any 
single committee’ to evaluate the perfor 
mancc of each individual laboratory (p iv, 
para 7) It was realised even during the 
review by the Second Reviewing Committee 
under the chairmanship of A Ramaswamy 
Mudaltar in 1964 that a meaningful review 
of the performance of C SIR should be 
preceded bv a reviw of the individual 
laboratories Apparently it is not realised by 
the government that the strength and reality 
of the CSIR lies in Us research base, i e, its 
institutes In the absence of such a review, 
the observations ot any committee however 
gifted can only be superficial and could even 
be based on pre conceived notions It is 
worth noting that unlike the earlier review 
committees, the present one is a top down 
committet nominated by the prime minister 
in ms capacity as president CSIR It is 
understood that there was no prior consulta 
tion with the chief executive of the orgamsa 
non In such a situation, the committee 
would presumably carry with it a subjective 
element reflecting what the government may 
desire the future of CSIR to be Even so, it 
is worth examining as to what is novel in the 
proposed perspective and what promise of 
a future does this perspective hold for this 
premier civilian scientific and industrial 
research organisation 

NEED FOR RFVIEW OF SCIENTIFIC 
AGENC If S 

There can be little doubt that the major 
scientific agencies in India, besides the 
CSIR, also need a reappraisal of their 
designated roles in the light of newer 
developments and changed situations over 


the years since their initiation CSIR has to 
take note that about a thousand m-house 
R and D establishments m the public and 
private sector companies have come into 
being, besides specialised agencies in the 
field of agriculture, medicine and health, 
defence, atomic energy and space Also, 
recently created government departments 
dealing with electronics, oceanography and 
environment are concerned with admmistra 
tion or areas which pertain to the fields ol 
research of some of the CSIR laboratories 
The Atomic Energy Commission should be 
analysing the long delays and the serious 
cost overruns in its projects and the radia 
tion hazards of the reactors used for power 
generation The one time thinking that 
nuclear energy would herald a revolutionary 
change in the concepts and systems of power 
generation as the steam engine did in its 
time, is not entirely valid In India, even upto 
the end of the century, atomic energy would 
account for a relatively low percentage of 
the total power generation Note will have 
to be taken of the rethinking in US and other 
countries about the advisability of at all 
using atomic energy as a source of power, 
considering the high costs of generation, 
environmental hazards, problems of disposal 
of nuclear wastes, and the costs and contami 
nation problems of the de-commissioncd 
reactors, etc The Space Research Organisa¬ 
tion should be rethinking on its costly 
failures, the latest being that of the Rs 28 73 
crore ASLV mission There have been 
repeated delays (the ASLV-3 launch was 
delayed by IS months) in the time-schedules 
of the space projects and China has stolen 
a long march ahead with its capability While 
India has yet to develop its launch capability, 
China had advanced even to the extent of 
hiring out its launch facilities to other 
nations The world over, membership of the 
nuclear energy and space clubs represents a 
presitigious status among nations Their 
glamour position and defence significance 
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give these organisations (along with defence 
research) a privileged position of being 
above criticism The government and the 
concerned agencies appear to be in league 
to sweep their failures under the carpet 
Under India’s democratic set-up it may no 
longer be possible lor these commissions to 
function under a cloak of secrecy And when 
the review committee starts holding them up 
to the scientific community m the CSIR as 
examples of success to emulate, one is 
tempted to ask— ‘Gentlemen, how much do 
we really know 7 ’ 

Development Affecting CSIR 
The Review Committee is perfectly right 
in suggesting that CSIR needs to re-look into 
its objectives, charter, structure; policies, pro¬ 
grammes and activities—in the light of 
establishment of new scientific agencies, 
redundancy of some of its earlier activities 
and the imperative of opening up of new 
areas of scientific research In addition to 
all these, research establishments have to take 
note of the shift in the economic, defence 
and industrial policies of the government 
over the lasr twenty five years or so From 
the years 1947 and over the 1950s, Jawaharlal 
Nehru was full of enthusiasm and pride over 
his government's contribution to the laying 
of a sound foundation for the development 
of science and technology in the setting up 
of the national laboratories Besides their 
contribution to the specialised areas of 
science, technology and development, these 
research institutes were expected to be the 
focal points for the spread of scientific 
temper and a climate of science The charter 
of the CSy< enjoins upon it to serve not only 
economic and industrial needs but act 
also as a vehicle for social ahd cultural 
transformation 

However, during the 1960s and since the 
Chinese aggression against India in 1962, the 
direction of Indian science has been increas¬ 
ingly oriented towards defence research and 
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ness df atomic energy sad fpact which 
also have defence significance. Able 1 will 
show that over the yean, m the distribution 
of the central government expenditure on the 
major scientific agencies, the share of expen 
diture on Defence Research and Develop¬ 
ment Organisation has gone to the top posi¬ 
tion followed by atomic energy and space, 
while that on Council of Scientific and 
industrial Research and the Indian Council 
of Agricultural Research has almost remain 
ed the same—the most poorly funded being 
the Indian Council of Medical Research 

The CSIR has been further adversely 
affected by the shift in the government’s 
policies, away from import substitution and 
more recently towards progressive hberalisa 
tion of imports of technology (table 2) 

The role and contnbuuons of CSIR came 
under serious attack from the industrial in 
teiests and the associated political lobbies 
desiring technical and financial collabora 
tion with transnationals to exploit the local 
markets While the committee grandiio 
qucntly talks of “a vision, if not a grand 
design, which would chart the sectoral mix 
and the temporal sequence of technological 
development" and is in favour ot “planning 
for the acquisition of technology where it 
is to be imported” (para 8 16), the chairman 
of the review committee has been known to 
be in favour of technology being freely 
allowed to be imported under OGL (Open 
General Licence) The policy of the present 
government with successive liberalisations of 
imports of capital goods, technology, con¬ 
sultancy services, design engineering package 
and relaxation of physical controls since 
1985 literally wofjts out to a virtual Open 
General Licence for technology import 

Pot icy and Dirk iion or CSIR 
ACTIVITIES 

Did the CSIR have or does it even now 
have at its headquarters a sensitive mecha 
nism to reflect, interpret and transmit these 
changes to its constituent laboratories and 
determine their impact on research program¬ 
mes and policies'’ Had the CSIR been equip¬ 
ped at the headquarters with a quantum of 
sensitivity to change, it would have sensed 


the compulsions for a change. In the light 
of the above, the change in the character and 
functioning of the headquarters assumes 
great significance. The committee’s recom¬ 
mendations on decentralisation of the 
administrative functions of the headquarters 
would help in autonomous functioning of 
the laboratories Its recommendations of 
transformation of the headquarters into a 
technical secretariat and setting up research 
and planning group, technology develop¬ 
ment group and human resources develop 
ment group are crucial and important 
Perhaps S and T Information should be a 
separate group Both the second reviewing 
committee under Alfred Egerton and the 
third under A Ramaswamy Mudaliar had 
recommended a decentralised approach In 
1964, in pursuance of the recommendations 
of the third reviewing committee, technical 
directorates of planning, technology and 
personnel were set up In 1966-67, these were 
reduced to divisions and made almost non¬ 
functional They were revived in 1972 73 but 
the administrative function remained pre 
dominant The committee should have gone 
into the reasons as lo why the similar recom 
mendations by the tarlier committees have 
not been put into practice If there were prac¬ 
tical difficulties, the committee should have 
analysed them and suggested ways and 
means to get these out of the way The gover¬ 
ning body could then be free in its think 
tank function to develop the programmes 
and policies of the CSIR in keeping with the 
overall perspective The Think tank’ could 
take note of the m-house R and D potential 
of industrial companies, their contribution 
and accountability for absorption and 
adaptation of imported technology and 
development of competitive technology, 
R and D demands of socially important 
areas such as environment, roads, buildings, 
etc, government policies on modernisation 
and import of technology as affecting 
indigenous R and D promotion of a climate 
for socio economic modernisation and 
scientific approach to national problems If 
m the light of evaluation of the total silua 
non, a particular research laboratory 
benefited in creativity and productive output 


in the environment of a different scientific 
agency (as distinct from a department or 
ministry), action should have been initiated 
by CSIR headquarters in consultation with 
the concerned institute for an appropriate 
transfer and subsequent linkages 
On the contrary, since the last two decades 
the CSIR organisation has gone on the 
defensive, felt over-shadowed and neglected 
with the entry of and praises showered on 
the newer and more prestigious scientific 
agencies Driven to the wall through criti 
cism, at times acrimonious, CSIR appears 
to have put up its guard and declared for 
consolidation of its holdings In the process, 
it voluntarily surrendered one of its major 
attnbutes, vir, the resilience provided for in 
its charter for moving into new areas and 
shedding some of existing ones The review 
committee recognises that C§IR head¬ 
quarters should have a planning mechanism 
to “serve as a think-tank on science and 
technology, and at the same time, consider 
the impact of economic policies’’ (para 125) 
With adequate provision of expertise on 
analysis of government policies and suitably 
equipped as a technical secretariat they 


T ABLE 2 FORLICiN COLl A BO RATIONS APPXOVFD 

by Government oe India 


Year 

Total 

Of which Those 
Involving 
Foreign 
Investments 

1970 

183 

32 

1975 

271 

40 

1976 

277 

39 

1977 

267 

27 

1978 

307 

44 

1979 

26 7 

32 

1980 

526 

73 

1981 

389 

57 

1982 

190 

113 

1983 

673 

129 

1984 

752 

151 

1985 

1024 

239 


Source Centre for Monitoring of Indian Eco 
nomy, ‘The Liberalisation Process' 
July 1986, pill, 1hble 13 I 


T ABIE 1 R AND D FXIFNDIlllRr H> M SIOR Si ILNII1K At.FNCIES LNDER THF CENTRA! GOVERN Ml NT 

(Rs lakh) 


SI No Name of the Agency 

1958 19 

1970 71 

1971 76 

1980 81 

1981 82 

1982 83 

1983 84 

1984 85 

(1) Department of Atomic Energy 

(2) Council of Scientific and Industrial 

771 88 

28"M 16 

1394 00 

7347 81 

8826 06 

11620 10 

14293 30 

21374 90 

Research 

(3) Defence Research and Development 

509 94 

2D' 73 

3711 00 

6900 00 

7877 08 

11408 40 

12418 60 

14648 30 

Organisation 

(4) Indian Council of Agricultural 

15000 

1751 35 

1217 00 

7970 00 

10483 36 

12734 80 

17188 00 

22540 30 

Research 

372 29 

1837 00 

3294 00 

9744 67 

11149 50 

10354 00 

11462 00 

13109 00 

(5) Indian Council of Medical Research 

50 50 

217 63 

332 00 

90011 

1195 13 

1453 13 

1806 00 

1946 90 

(6) Department of Science and Technology 

2213 

8418 

525 01 

4063 69 

4608 01 

8765 28 

9669 68 

12555 30 

(7) Department of Space 


— 

3666 80 

5601 56 

7503 44 

9735 68 

11044 50 

17465 70 

(8) Department of Electronics 

— 

— 

238 01 

540 51 

75111 

484 97 

581 23 

887 00 

(9) Department of Environment 

— 

— 

— 

373 99 

546 88 

860 92 

1371 53 

197715 

(10) Department of Ocean Development 

(11) Department of Non Conventional 

— 

— 

— 

— 

788 43 

4930 00 

2367 00 

2271 00 

Energy Souroes 

— 

— 

— 

40044 

989 82 

128000 

1006 00 

1445 00 

Tbtal 

1880 74 

8921 4$ 

22377 81 

43842 82 

54718 82 

73717 20 

83207 90 

110221 0 


Source Research and Development Statistics, 1984-85 (Department of Suence and Ifcchnology) Government of India New Delhi Ikble 4 page 49 
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should have the ability to influence a cor¬ 
responding change in the policies and pro 
arammes of the CSIR (paras 5 17 to 5 21) 

I ack oi Understanding 

While handing out plaudits to CSIR on 
its pioneering and yeoman's service to the 
development of science and technology, 
generating scientific personnel for spheres 
of industry technology and education and 
creation of a scientific atmosphere (para 
1 3), the committee could not resist the temp 
tation to join the company of detractors of 
the CSIR in making uninformed criticism 
(para 1 4) of its unwieldmess, which is even 
described as grotesque This ignores the tact 
that by virtue of its charter and like the 
Academy of Sciences of the USSR and the 
corresponding German institutions, CSIR is 
deliberately intended to cover a wide spec 
trum of disciplines The committee considers 
expansion ol its activities as unplanned 
growth in spite of all the new restarch 
establishments of the CSIR having received 
the blessings and clearances of the Planning 
Commission and tht Ministry of finance 
Tht committee blames the CSIR for its 
failure to transform scientific results in the 
laboratories into technologies for industrial 
production ignoring that CSIR technologies 
are generating more than Rs 500 crorc in 
active production I he committee should 
have betn informed that a number ol high 
powered committees since 1950 with eminent 
scientists and top industrialists as members 
have gone into this aspect The committee 
should have analysed the causes and would 
probably have been able to put their finger 
on the inhcicnt limitation of a government- 
funded R and D institution outside the pur 
view of industrial operation, trying to 
generate production technology The com 
mittec harps on a tendency to re invent the 
wheel by placing dispropoitionate emphasis 
in terms of work on known products and 
known processes" (para I 4) Why does the 
committee choose to ignore the emphasis 
placed bv the government and the Planning 
Commission duting the years 1950-64 on 
import substitution as iht primary aim of 
industrial research and development’ If 
wheels have to be imported, then under a 
policy ot import substitution such wheels 
may as well be invented indigenously' 
What is the prospective and role in the 
future that the review tommittec visualises 
for the CSIR in the context ol the present 
policies ol the government and the level of 
tht country s socto economic and industrial 
development ’ This is set dowrf in the preface 
authored by the chairman of the committee 
(page in para 5) and it is worth quoting 
from it It says 

in the long run the natural habitat for 
basic research is in the universities just as 
the proper place for industrial R and D is 
in the manufacturing enterprises In such a 
world, the CSIR system would be at the cut 
ting edge of science and technology always 
one step ahead with an eye to the future and 
concerned with high impact science and 


technology where social benefit would not 
be ensured by private initiative In the Iran 
sition period, CSIR has a role to perform 
because most of our universities are still at 
a second remove from excellence in research 
and the industrial sector has not yet felt that 
compulsion to do what we expect of them 
In the interim the CSIR has to be the seed 
hed for both science and industry to grow 
to maturity The educational system must be 
provided with the wherewithal and the onen 
tation so that it can assume us mantle The 
industrial sector should endeavour to develop 
a symbiotic relationship between research 
and production When this happens CSIR 
would be released from the shackles impos 
ed by considerations of immediate relevance 
so that young minds could wander into the 
realms of the unknown, continuously advan 
cing the frontiers of knowledge and striving 
to achieve w hat is still beyond 
Notwithstanding a certain element of con¬ 
tusion m this delineation of the present, 
transitional and long-term goals and per 
spectives for the CSIR, the chairman does 
visualise that CSIR would, in fulfilment of 
its historical role, move towards greater 
orientation to long term research projects, 
be divested of short term technology utilisa 
non linked to foreseeable economic returns, 
that technology generation, absorption 
adaptation or development of industrial 
technology would be the rightful function 
of in house R and L) establishments of the 
industrial companies, public or private and 
not of the ( IR This should mean that 
CSIR laboratories should gradually move 
more towards increasing the proportion of 
science in their research effort and greater 
emphasis to scientific content of industrial 
research However the chairman’s viewpoint 
docs not get reflected in the rest of the report 
or the detailed recommendations which tend 
to steer the CSIR laboratories towards 
greater ability to generate production level 
industrial technology and absorption, adap 
tation and development of imported techno 
logy This detailed approach of the com¬ 
mittee is flawed by some highly erroneous 
assumptions This approach presumes that 
CSIR is a monolith of laboratories dealing 
with different facets of industrial technology 
ignoring the facr that for very good reasons 
the scientific and industrial research effort 
of the CSIR is spread over a wide spectrum 
In this respect the perspective of the com 
mittce in relation to CSIR is even more 
restrictive than that of the chairman 
Such an approach is seriously at fault 
CSIR should be visualised as a broad- 
spectrum scientific research organisation 
which its charter originally visualised, of 
promoting and conducting a host of acti¬ 
vities in the field of science, including 
generating scientific temper, etc Its activities 
and future development should not be com 
pared to the Scientific Council of the 
Republic of Korea (ROK) or Singapore 
where national requirements are of a dif¬ 
ferent nature—though CSIR can and should 
learn several lessons from the experience df 
the scientific institutes of the ROK as far as 


they are applicable to its industry-onented 
laboratories It should be perfectly feasible 
and desirable for the CSIR to have under its 
aegis a diversity (which the committee finds 
‘grotesque’) of research institutions—some 
as centres of advanced research (including 
basic and iundamental) in a particular 
discipline and developing close professional 
linkages with teaching institutions and 
universities, others dealing with long-term 
mission oriented research in specified fields 
of industry and technology primarily dealing 
with long-term problems of no immediate 
utility but for opening up of newer vistas in 
the field requiring high level academic treat¬ 
ment areas of social relevance where 
industry would have no direct interest such 
as roads, housing, environment, etc, areas 
of information science and its latest develop¬ 
ments and usage, building of a scientific 
climate and temper for modernisation of the 
socio-tconomic and cultural milieu II at all 
a comparison is to be made, it would be with 
countries like the USSR, US and China 
which in their wide spectrum sire resources 
and national requirements have some com 
monality with the national environs in India 
1 he CSIR can and should function as a 
national formn for scientific research 
scientific thought and culture instead of 
being shorn and shredded to fit into the 
nghljackct ot industrial technology foi this 
the review committee should have a histone 
appreciation ot the development of science 
and technology m India and an enlightened 
perspective and vision of the course of 
developments in the field ol science and 
tcchnologv that should take place in India 
In tact, the methodology of review his to 
be different 

Had the committee correctly appreu tted 
the rclcvanct and importance of the broad 
spectrum activities of the C SIR, it would 
easily have concluded that reorganisation 
under area councils comprising of groups 
ol laboratories having broadly common 
objectives would be appropriate Progress in 
each arca/discipltne could be periodically 
reviewed by a competent group of scientists 
from 1 universities, institutes of technology 
and research establishments of industrial 
companies and technical departments of the 
government These ‘area councils’ could 
examine and advise on R and D programmes 
in the particular area in keeping with future 
developments and requirements The task of 
the review committee could then be to fit in 
the various facets of CSIR activity into the 
perspective ot overall social, economic and 
cultural development 

Staff Structure, Promotions and 
Emoluments 

The committee should have appreciated 
that as a result of carrying out the govern¬ 
ment mandate of “import substitution and 
industrial technology development” the 
composition had resulted in the numbers 
being weighted in favour of technological 
and technical in the staff structure In 
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keeping with the requirements of the new 
perspective, greater stress on future recruit¬ 
ment would be towards scientists with 
academic brilliance and specialisation in 
emerging areas While pointing its finger 
towards the ageing factor the committee 
should have analysed the recruitment and 
promotion policy and the fact that rules do 
not appear to favour direct recruitment of 
younger people to higher levels in the scien 
tific hierarchy Slow promotions contribute 
both to ageing, stagnation and frustration 
The committee’s recommendations on non 
renewable contracts for directors and senior 
scientists, visiting experts, special grades and 
mobility would merit careful examination in 
the light of earlier experience and to the 
extent they may corrcet distortions in the 
staff structure to meet the demands of a new 
perspective 

In this connection, it should be interesting 
to compare the salary structure of ft and D 
peisonnel in the central government public 
sector and private sector research establish 
ments (table 3) It will be seen that payment 
to scientists in tht central government 
establishments arc far lower which may 
account for drift in talent to the industrial 
sector This trend may not be entirely 
unwelcome and should be taken advantage 
of in revamping the stall structure New 
giades recoinmendtd by the I ninth Pay 
Commission do not appear to have satisfied 


the scientific community 
The committee has Commented on the 
adverse ratio of scientific to non scientific 
staff in the CS1R system and has recom¬ 
mended its being brought down from 1 3 
to 1 IS Staff ratio comparisons can be 
highly misleading, because they would vary 
with the type of activities to be undertaken 
laboratories with pilot plants are likely to 
have a higher ratio However, notwithstand¬ 
ing the limitations of statistical approach, 
the general comparison of analysis of man¬ 
power employed in R and D establishments 
of different agencies does not bear out any 
disproportionate numbers of non scientific 
stall in the CSIR (table 4) 

There can be no direct comparison of the 
management structure of the CSIR to that 
of the Department of Atomic Fnergy, 
Department of Space' or the Defence 
Research and Development Organisation In 
these organisations the S and T commissions 
enjoy the real authority and the Department 
serves as a linkage with the governmental 
system The chairman of the commission is 
ipsojatio the secretary of the department 
There has been some talk about the com 
parative success ol the commission structure 
tor S and T development The changes in 
the structure of the governing body and 
management councils of the laboratories ot 
the CSIR based on recommendations of the 
Sarkar Committee were to bring these close 


to the commission structure Apparently, 
these were not suited to the functioning ot 
an open-system organisation like the CSIR 
and the committee has rightly suggested a 
reversion to what approximates to the earlier 
structure It would have been interesting if 
the committee had attempted an analysis of 
the comparative merits of the management 
structures based on the Indian experience 

Some Critical Observations 

(a) Transfer of Laboratories 

The somewhat restrictive and tightjacket 
approach of the committee is reflected in its 
recommendations on handing over some of 
the laboratories to the so-called ‘Scientific 
Departments’ If one goes by the definition 
of the committee that the departments 
should have a “focus and a culture that is 
scientific rather than departmental” then 
none of the identified government depart¬ 
ments qualify (para 7 2) The committee 
could well have studied and evinced evidence 
based on the earlier experience of the 
laboratories transferred to government 
department s/m mistnes when even junior 
and middle level bureaucrats tended to 
dictate policies and programmes to the 
scientists and directors ot the transferred 
laboratories Extensive discussions with the 
directors and scientists of the laboratories 
should precede any recommendations of 
transfer, which should only be it there ts a 
general agreement that the contribution of 
the institution has better chances by its loca- 
tion in a different scientific agency (as 
distinct from dipartment/mimstry) 

(b) Regional Laboratories and Fxtension 
( e nlres 

(he committee has recommended (para 
7 6) that Regional Laboiatoues should con¬ 
iine their research effort to three areas It 
has suggested renaming of these laboratories 
to sharpen the focus of their areas of 
research Thuc is nothing against a labo 
ratory choosing its areas of pnme attention 
depending upon the newer directions and 
developments and talent of scientists 
available but why three 1 and why cut at the 
root ot the basic policy of multi disciplinary 
research in the regional laboratories 1 
Perhaps the committee should have appre 
ciated that regional research laboratories are 
favourably placed tn undertaking multi 
disciplinary research effort while an inter 
laboratory eflort presents greater difficulties 
These laboratories were established in pur 
suance of a general policy to spread out 
science and technology effort and bring 
them closer to local governments institu 
tions and industries through the regional 
laboratories The committee has given no 
reasons for reversing this approach If the 
Bhopal centre is inoperative, the approach 
should be to put it on its feet, rather than 
close it down 

The committee appears drastic and 
somewhat hasty in its recommendation to 
close down all the extension centres of 
various laboratories (para 7 4) Such a 
recommendation is rather surprising when 
the committee has not been able to visit a 
single extension centre of any of the 
laboratories While even on grounds of 
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Salar) Stale 

L eriral 

Public Sector 

Private Sectoi 


Government 




less lhan Rs 425 

5070 (14 5) 

65 (0 8) 

iatsv than Rs 500 

250 (2 2) 

425 800 

1980 (114) 

1711 (20 0) 

500 1000 

1554 (11 8) 

550 900 

6626 (19 0) 

1980 (21 2) 

1000 1500 

2408 (21 6) 

700 1400 

7074 (20 2) 

1626 (19 8) 

15(X) 2000 

20*75 (18 5) 

1100 1600 

6609 (18 9) 

1416 (16 8) 

2000 2500 

1645 (14 6) 

1500 2CHK> 

4942 (14 2) 

1121 (11 1) 

2500 1000 

1118 (99) 

2000 2500 

495 (1 4) 

504 (5 9) 

3000 1500 

949 (8 4) 

1000 and ibove 

17 (0 04) 

28 (0 1) 

1500 4000 

529 (4 t) 




4000 and above 

751 (6 6) 


14 896 (100) 

8549 (100) 



Soun ( Kestarch and Development Suiistics 1984 85 Department ot Science and Technology 

Government ol i 

nelia New Delhi 

table 27 p 71 
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SI Name ol 

Personnel 

Personnel 

Personnel 

Total 

No 1 slablishniem 

l ngiged 

Engaged in 

l ngaged m 



Prim irilv in 

Auxiliary 

Admiriivtr lli'e 



R ind l) 
‘Velivmcs 

Activities 

\etivilies 


(1) Departmcni ol 

Atomic Energy 

(2) Council of Sutn 

5915 

8281 

7161 

21 557 

tific and Induslnal 
Research 

6704 

11668 

5920 

24 292 

(3) Defence Research 





and Development 
Organisation 

7950 

'’600 

8211 

21 761 

(4) Indian Council of 





Agricultural Research 

5215 

5724 

10921 

21 860 

(5) Department of Spate 

(6) Indian Council of 

6827 

1498 

1734 

12 059 

Medical Research 

818 

1015 

1052 

2 885 


Soum “Research and Development Statistics’, 1984 85 Department of Science and lechnologs 
Government of India New Delhi Table 25 page 70 
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mem is established" (para 7.J) Perhaps the 


economy, there would be every justification 
of closing down a centre if its assessment 
reveals that it has no present or potential 
usefulness, this could hardly be said of ex¬ 
tension centres of the laboratories like the 
Central Food Technological Research Insti¬ 
tute or the Central leather Institute, which 
function in the area of industries which are 
widespread and operate at rural, cottage and 
small scale levels m the economy 
(c) Sponsored Research 

The committee would like a laboratory to 
earn one third of its keep through sponsored 
or contract research—ignoring the dele 
tenous effect ol such a bread and-butter 
policy on the quality of scientific research 
In tact, a quality-conscious researcher/ 
laboratory would be very choosy in accep¬ 
ting sponsored research from an industrial 
company Rather than soliciting m the 
maikct tor sponsors, it would accept only 
those which require a high level effort 
beyond the normal means or capacity of 
what should be attempted by the in-house 
research establishment ol the sponsoring 
company concerned The laboratory would 
also have to see that it has the requisite 
specialised personnel and equipment and 
whethci the sponsored research is generally 
m keeping with its over-all policies, program¬ 
mes and obicctives 

Unfortunately, the committee appeals to 
have cramped its peispective with the obses 
sion that C SIR is there to generate industrial 
technology and that was what was expected 
of it and that is wherein it failed and ‘not 
lived up to expectations’ (para 1 4) Perhaps 
this was also the government viewpoint since 
the composition of the review committee is 
heavily weighted in favour of specialisation 
in industrial technology and economics It 
is not surprising that a number of directors 
of tht national laboratories found them¬ 
selves at a different wavelength 

In THh Ri aim or Po | 

In the realm of governmen policies, the 
committee has some interesting observa¬ 
tions Discussing development and the use 
of indigenous technology, the committee 
recognises that “In the ultimate analysis, 
firms would bt pushed in this direction if 
and only if they arc induced by an expecta¬ 
tion of higher profits, a fear of competition 
or a threat ot survival in the market” (para 
8 8) The committee makes a valid observa¬ 
tion that “a mix of fiscal and industrial 
policies tor stimulating a demand and sup¬ 
ply of indigenous technology would come 
to naught if the competing firms are pro¬ 
vided with liberal access to imports of 
technology in the very samt sectors”, and as 
a solution advises “the co ordination of im 
ports ot technology with the regime of fiscal 
and industrial policies in particular and 
technology polity in general” (para 8 10) 
Easier said than done, when the government 
politics in gtneral and members of the com¬ 
mittee appear m consonance with the 
policies for an Open General Licence for im¬ 
ports of technology by industrial companies 
Under the present government policies 
towards liberalisation, the pressure from the 


open-door policy to foreign capital and 
technology, there is little room for a sus¬ 
tained effort for development of indigenous 
technology either by in-house departments 
of industrial companies, still less by the 
CSIR laboratories If the government policy 
is to push the public and private sector com¬ 
panies towards matching standards of 
quality, costs of production and greater ex¬ 
port effort, it would be unrealistic to deny 
to them easy access to imports of techno¬ 
logy This may in turn generate competition 
by transnationals even in the domestic 
market It is difficult to visualise any rever¬ 
sal of this trend 

Under this scenario, the recommendations 
of the committee; however well-intended, can 
only lead to greater frustration and ultimate 
dismemberment of this premier scientific 
organisation sooner or later It should be 
remembered that CSIR has suffered through 
tailoring its programmes, policies and per 
sonnel towards helping m the government’s 
former policies of ‘import substitution’ 
Government can change its policies over 
night but an R and D organisation would 
need time and effort to restructure and 
reorient itself Even otherwise, a government- 
funded and managed organisation is ill- 
suited to generate industrial production 
technologies or their absorption adaptation 
and development Its strength lies in pick 
ing up long term problems, watching future 
trends in science and technologv and mak 
ing its contribution in the emerging newer 
scientific and technological vistas CSIR is 
well equipped to take up the back up respon 
sibility in areas of social relevance like 
environment and housing, etc, and for such 
laboratories the government departments/ 
ministries concerned could lay down the pro 
grammes and participate m the management 
function For such a role, it would be of 
some advantage for the CSIR not to be too 
closely integrated with the economic and 
industrial policies (or their sudden shifts, 
twists and turns) but keep its distance and 
pick and choose areas where it may make 
the maximum contribution and impact 
Needless to say, it should have the necessary 
scientific capability, excellence and creative 
instincts to do so 

While the committee has made a number 
of valuable suggestions which if imple¬ 
mented would benefit the CSIR organisa 
non, there are some recommendations which 
would face serious obstacles in any attemp¬ 
ted implementation Its suggestion of 
locating “a high-level think tank for effec¬ 
ting co-ordination among various scientific 
and technological systems in the country” 
in the Planning Commission (para 8 16) 
comes at a time when the Commission itself 
is being continually bypassed even its own 
spheres of decision-making Moreover, this 
comes m conflict with the committee's own 
recommendation that “it would be worth¬ 
while considering giving the Department of 
Science and Technology (DST) nodal respon¬ 
sibility for S and T planning cutting across 
all scientific agencies and departments so 
that a formal mechanism for developing an 


committee is unaware that even when in 1973 
the National Committee on Science and 
Technology (NCST) under the Department 
of Science and "technology (DST) under the 
chairmanship of C Subramaniam was work¬ 
ing to formulate a Science and Technology 
Plan, neither the Atomic Energy Commis¬ 
sion (AEC) nor the Indian Space Research 
Organisation (ISRO) had agreed to submit 
or discuss their plans in the NCST After 
much persuasion, their plans were integrated 
as made available by them While the need 
for co-OFdmatioB of the effort of the science 
and technology agencies is well-recognised, 
a realistic approach would be to locate the 
S and T secretariat in the prime minister's 
secretariat and under his chairmanship The 
S and T secretariat could provide the scien¬ 
tific adviser and the scientific advistory 
council to the prime minister with suitable 
information support for their effective func¬ 
tioning and it should be appropriately 
structured 

Suggestions for Further action 

The committee’s recommendations would 
need a careful scrutiny keeping in view the 
impact they may have on the morale of the 
scientific workers in the CSIR organisation 
There is need to re define the role of the 
CSIR in the country’s social, economic, 
industrial and cultural development and that 
need not be as narrow and limited as identi 
fied by the committee It would be useful to 
analyse the experience of the CSIR in respect 
of transfers of research institutes to govern¬ 
ment departments, reasons for reversal of 
an earlier decision about the merger of 
1NSDOC and Publications and Information 
Directorate ot tht CSIR, the policies and 
experience of pilot plant experimentation, 
successes and failures of association with 
Indian engineering design consultancy 
organisations, and lessons of inter 
laboratory and mtra laboratory team work 
Several recommendations of the committee 
on sponsored or contract research, project 
and feasibility reports, exclusivity of licences, 
licensing directly or through NRDC and 
others are not new In fact, the CSIR 
organisation among the scientific agencies 
in India has the richest experience in these 
fields Need is to learn as to what extent all 
these devices were successful and the reasons 
of limitations to success 

In an earlier instance in 1954, a committee 
under the chairmanship of (late) J C Ghosh 
was appointed to go into the recommenda¬ 
tions of the Second Review Committee 
chaired by Alfred Egerton The Ghosh com¬ 
mittee scrutinised the recommendations of 
the Egerton committee and set forth the 
framework for the CSIR which served it 
admirably for more than a decade. There is 
need for a long-term policy and recom¬ 
mendations for a smooth transition and 
restructuring to fulfil its goal as a premier 
organisation for scientific and industrial 
research It would be appropriate if the 
scientific adviser and the chairman of the 
scientific advisory committee to the prime 
minister shoulder such a responsibility 
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Laboiir Relations in Agriculture 

A Study in Contrasts 

Ashok Rudra 

It is an implicit assumption that in a developed region not only would the deferent forces of production be 
developed but also the relations of production would be more advanced This comparative study of two rural 
areas in West Bengal, one relatively developed and the other relatively backward, seeks to test this hypothesis 
It was expected that labour relations in the developed area would be more advanced than those in the Bankura 
area Actually, the investigation shows that labour relations in the backward area are more advanced that those 
in the developed area 


THIS paper prtsents some contrasts between 
conditions relating to employment ot agri 
cultural labourers in two small regions ol 
West Bengal The results are based on two 
field surveys that were carried out by a 
team of researchers consisting of the present 
author and some others belonging to the 
Indian Statistical Institute, Calcutta labour 
relations was only one part of the study 
which aimed at comparing different econo 
mic aspects of the two rural areas like 
cultivation animal husbandry, rural 
industries, marketing channels, etc The 
areas were so chosen as to provide a con 
trast between a relatively developed rural 
area and a relatively backward rural area 
A cluster ot four neighbouring villages m 
the Bankura district was selected to repre 
sent the backward area and the field survey 
was conducted in 1979 A pair ot two very 
large villages including ten and fourteen 
paras or wards in the Memaii Thana of 
Bardhaman district was chosen to represent 
the developed area and field survev ot labour 
relations was conducted there in 1983 
What turns out to be the most important 
result of our investigations is a highlighting 
ot the problematic associated with the con 
cepts of‘developed’and backward areas 
For long it has appeared to the present 
author that the concept ol a 'developed' area 
is much more complex than the casual everv 
day use of the terms ‘dtvelopcd and 'back 
ward by all and sundry would suggest 
Development cannot obviously be subjected 
to any kind of scalar measurement a 
multiplicity of indicators would appear to 
be essential While there would be general 
agreement on this point, what the different 
indicators have to be and how to combine 
them so as to permit comparison is a matter 
on which there cannot be any consensus 
This however is a problem of great com 
plexity of which only a particular aspect 
interests us immediately It has bten an 
implicit assumption with us that in a 
developed region not only the different 
forces of production would be developed but 
also the relations of production would be 
more advanced It was one of the hypotheses 
to test which the comparative study was con 
ceived of in the first instance We expected 
that labour relations in the Meman area 
would be more advanced than in the 
Bankura area What the criteria for con 
sidertng certain kinds of production rela 
uons to be more advanced and certain others 


to be backward is itself a question defying 
easy answer Pending turthei comments on 
that, let us state here and now that our in 
vcitigauons suggest tha! laboui relations m 
the Bankuia aica art more advanced than 
in lht Meman area That is labour relations 
in the more developed area arc less advtnced 
Ilian those in the more backward area' This 
latter statement might have gone wrong on 
two counts It might be wiong to think ol 
the Meman arta as being more advanced 
than lht Bankui t area Wc might also have 
gone wiong in regaiding the labour icl ilious 
in the Meman area as being less tdvanted 
thin those otcuiring m the Bankura area 
And our finding loses all significance if one 
takts the position that there aie no prima 
fain grounds loi the hypothesis that 
dtvelopmtnt ol ihc pioductivt forces goes 
along with tdv vncemenl ol the relations of 
production' 

let us now discuss bncfly the reasons for 
treating one ol otu areas as developed and 
the other backward Ihedismct Baiikureas 
a whole is regarded universally bv laymen 
as well as specialist as baekwaiel lht 
Bardhaman disinet is a whole is likewise 
agarded by cvuvbodv as economically ad 
vnneed Within Baidhaman the Meman 
thana was selecnd for ttrlain genertlly 
recognised signs ot development above lht 
district average Apait from such indicators 
as multiple cropping modem irrigation use 
of leitihscis nid HYV seeds etc a large 
presence ol tiactors clainouis toi lecogni 
tion ol the two selected villages Satgachia 
and Boliar as being paiagons of devtlop 
ment I his is imdeistindable, given the 
extremely low incidence of tiaetoi culliva 
tion in the whole of West Bengal Ihe aica 
in Bankui i w ts not chosen for any obvious 
signs ol below oerage development in the 
district I lies we it located in an aiea with 
poor eoinmuiiK it ions and imgition taci 
lilies even by B inkura s generally low si in 
dard« The loui villages of Bankura- 
Bhattapara Nmsha, Dhwajamanipur and 
Damodarpur- are not all equally backward 
by the same superficial criteria applied in 
the case of Bardhaman The conditions of 
cultivation m Bhattapara are in many 
respects quite advanced, and definitely so 
when compared to its neighbours 
As to labour relations we have treated as 
more advanced such relations as permit 
greater freedom to the labourers tn their 
dealings with their employers It is the 


domination suboidmation aspect of the rela¬ 
tions between labourers and the employers 
that we have chosen to grade the progrcs- 
sivencss of production relations 

Wt shall now present a schematic frame 
work lor oui treatment of different kinds of 
laboui relations that are found to prevail in 
West Bengal agriculture We have unfor¬ 
tunately to repeat ourselves, we have 
presented the I ramework in earliei writings 
(e g in Bardhan and Rudra [1981]) but we 
cannot assume that readeis have all read our 
earlier articles 

As is well know, in Indian official statistics 
agricultural labourtis are shown as belong¬ 
ing to (wo kinds namely casual or daily 
labourers and annual or ‘permanent’ farm 
servants This classification is much too 
crude it tails to take into account the 
extremely large variations ihat are observed 
in the terms and conditions attaching to 
the employment of labourers by farms 
households 

f he let ni ‘daily oi casual labourer 
indicates that the labourer given that des 
eription ctitus into an agreement or a con¬ 
tract with a p u ticular employer only for just 
a single day at a time different contracts 
bung negotiated on different days, in pun 
ciple with ditterent employers the contract 
loi one day with one employci not having 
any influence on the contract with another 
tmplovei on another day 

The term annual firm servitit' clearly 
indicates that the agreement or contract of 
employment is of the duration ol one year, 
further that the labourer is like a setvanl, 
in the sense that he has no specified duties, 
he is expected to do whatever work is asked 
ol him by the employer When the adjective 
permanent’ is also used one is implying 
that the servant very oltcn remains in the ser 
vice of the same emplener ovu many vears 
Such pure types ol casual labourus and 
farm servants do exist among tht labouring 
population ol our agriculture However, 
there hast always been labourers ol diltcrcnl 
categories who do not belong to culver of 
these two types but constitute mixed or 
mtci mediate categories We arc using the 
general expression setni attached to broadly 
indicate all thest dilftrent catcgenics Stmt 
attachment, as the term implies indicates a 
non casual and time wise somewhat lasting 
relation ol a labourer with one or at most 
a tew employci s which tall short of the kind 
of relation which an annual farm servant has 


Fromimir and Political XX rckly 
Vol XXH No 17 April 25 1987 


757 



witn nu employer 

As the ‘falling short’ in respect of the 
attachment condition can take place in dif¬ 
ferent ways there can be different kinds of 
semi-attachment relations and one indeed 
encounters different kinds of semi-attached 
labourers with different terms and condi¬ 
tions m different areas Broadly speaking, 
semi attached labourers can be divided into 
two categories, depending on two aspects of 
attachment in which the semi-attached 
labourer’s attachment falls short of that of 
the fully attached labourer One of the 
aspects is that of the duration of the con 
tract and the other is that of the freedom 
of choice of employer As we have seen, a 
fully attached labourer is one who enters into 
a contract of working for a particular 
employer, usually for one agricultural year 
against a certain fixed amount to be paid 
in cash and or kind for the entire period and 
with the condition that he will not work for 
any other employer during the period of the 
contract 1 he first broad category of semi 
attachment retains unchanged the condition 
of the labourer not having the freedom to 
work for other employers but reduces the 
durations of the contract to shorter periods, 
coinciding with the busy periods in agri¬ 
culture Thus there art semi attached 
laboureis who are employed lor a few 
months at a time or rather for the period 
required for completing an important opera 
tion like ploughing or harvesting in a cer¬ 
tain crop The second category of semi 
attachment relaxes the condition regarding 
freedom of working for other employers 
The typical condition in such a relation is 
that the labourer has to work for the 
employer on whatever dav the latter would 
want his services But on those days on 
which the employer would not have any 
work for the labourer the latter would be free 
to work for any other employer A semi 
attached labourer of this kind is u< ally paid 
on a daily basis He is paid by tl employer 
for the days when he is employed and does 
not receive any payment when the employer 
does not need his work Such semi attached 
labourers (of the second category) do not 
often have any specified duration over which 
the arrangement is supposed to continue 
The relationship often is an informal one in 
the nature of an understanding rather than 
that of a contract As the payment is made 
on a daily basis it is not necessary on either 
side to make any commitment for any 
duration 

Full or semi attachment relations between 
labourers and employers are usually based 
on certain factors, the most important 
among which are the following (a) allot¬ 
ment of land, (b) current consumption 
loans, and (c) old debts However, it is not 
at all uncommon that a long duration at 
tachment exists without any such specific 
factors Some explanations regarding the dif 
ferent points just mentioned may be in order 

Allotment of land as a means of tying a 
labourer to an employer works in this 
fashion The employer allots a small piece 
of land, not more than a mere two or three 


mgnas, to tne isoourer wno cultivates ir wnn 
the help of the employer’s bullock and 
plough and receives the full share or a part 
of the crop output He sometimes receives 
other kinds of help from the employer in the 
matter of obtaining supplies of seeds, fer¬ 
tilisers, etc In exchange, the labourer gets 
committed to work for the employer at 
whatever time that might suit the latter It 
might be the case that the labourer works 
exclusively for the employer right through 
the year This is the case of fully attached 
labourer receiving a part of his payment 
from the employer in the form of the pro¬ 
duce of the alloted land But more typically, 
allotment of land goes with semi attachment 
Under this condition, the labourer works for 
the employer only when he requires his ser¬ 
vices and he receives payment only for those 
days of work The employer thus ensures for 
himself a supply of labour of a requisite kind 
and quality for any time that he may need 
it, whereas he has not got to pay him for the 
entire year Understandably, the daily rate 
at which such a labourer gets paid is lower 
than the prevailing wage rate for ordinary 
casual day labourers 
A hereditary debt as the basis of a rcla 
tion of long-term attachment does not call 
for any explanation excepting that this basis 
has to be distinguished clearly from the 
other basis which is that of the employer 
being a common and frequent source of con 
sumption loans to the labourer Hereditary 
debt, as the term clearly indicates, is an un 
requited obligation of long standing 
The fact that a labourer can take con¬ 
sumption loans from different rich farmers 
and therefore remain independent of any one 
particular rich farmer is of crucial sigm 


ncancc i no siguincancc uci in ioc i 
consumption loans make the labourers as a 
class dependent upon the rich farmers as a 
class, whereas hereditary debts make the 
dependence relation personalised As is well 
known, personalised dependence relation is 
one characteristic feature of a pre-capitalist 
social structure 

It is however to be recognised that long¬ 
term attachment relations can occur and fre 
quently do occur without any hereditary 
debt or any allotment of land or even any 
kind of obligation arising out of consump¬ 
tion loans It may simply happen that a 
labourer works for the same employer either 
continuously or intermittently for no other 
reason than that he finds it congenial and 
in his own interest to do so Exactly the same 
subjective factors might operate on the side 
of the employer Both the employer and the 
employee may find it agreeable to work with 
a party with whom theie is an understan 
ding and familiarity over a long time It 
may happen that such a labourer frequently 
takes consumption loans from such an 
employer Yet it may not be true that it is 
the consumption loan giving that provides 
the basis of such a long-term attachment 
It may be the other way round It may be 
that it is the long running attachment which 
is the reason for the relationship of giving 
and taking consumption loans existing bet 
ween these two parties 

It is now necessary to clearly discuss the 
freedom unfreedom aspects of the different 
categories described above, especially as 
there is a host of misconceptions about the 
matter among social scientists Thus some 
social scientists associate, without any 
justification whatsoever, the degree of 


Tabu la C omposfiion or Labourprs 


( Numbers, percentages in biackets) 




Bankura 


Bardhaman (Memari) 


Malt 

female 

lotil 

Male 

remale 

Total 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Casual labourers 

17(30 9) 

6(28 6) 

23(30 3) 

44(51 2) 

5(45 4) 

49(50 5) 

Attached and semi attached 







labourers 

37(67 3) 

15(71 4) 

52(68 4) 

42(48 8) 

6(54 5) 

48(49 48) 

Non agricultural labourer 

Id 8) 


1(1 3) 




Total 

55(100 0) 

21(100 0) 

76(1000) 

86(100 0) 

11(1000) 

97(1000) 

Tabif lb Composihon or Attached ano Semi Auached l abourers 





(Numbers, percentages in brackets) 



Bankura 


Bardhaman (Memari) 


Male 

Female 

Total 

Male 

Female 

Total 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Definite duration of 







2 months 

23(62 2) 

15(100 0) 

38(73 1) 




3 months 




1(2 2) 


1(2 1) 

6 months 

5(13 5) 


5(9 6) 




7 months 




1(2 2) 


1(21) 

12 months * 




1(2 2) 


1(21) 

Mahindars 

4(10 8) 


4(7 7) 




Gatanes 

5(13 5) 


5(9 6) 

*» 



Indefinite duration 




42(93 3) 

3(1000) 

45(93 7) 

Total 

37(1000) 

15(100 0) 52(100 0) 

45(1000) 

3(1000) 

48(100 0) 


Note * In the Bankura area there are two categories of attached labourers with 12 months con 
tract Gatanes do only farm work whereas Mahindars are like servants who do all kinds 
of work In the Memart area there is no special name for the category 
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freedom with the duration of contract 
According to this view, daily labourers are 
‘free 1 labourers, a characteristic of capitalist 
relations, whereas labourers who work for 
the same employer on a continuous basis are 
treated as subject to conditions akin to those 
of bonded or servile labourers, characteristic 
of so-called semi feudal relations Nothing 
can be further from the reality A daily 
labourer can be, and often is, under the 
domination of an employer in various ways 
A labourer working for the same employer 
over several years, let alone just a few months 
or just a year, is often a farm servant with 
an annual (or some other period) contract 
Tabif 2 Basis oi Ahachment 

(Numbers, peruntage in bracket v) 


Basis 

Bankura 

Bardhaman 



(Memari) 

(1) 

(2) 

(3) 

Hereditory debt 

0(0 0) 

2(4 2) 

Old debt incurred 



by the labourer 



himself 

6(11 5) 

17(35 4) 

Land allotment 

1(1 9) 

2(4 2) 

Consumption loan 

45(86 5) 

25(52 1) 

I ong attachment 

3(5 8) 

28(58 3) 

Total 

52(100 0) 

48(100 0) 

T abi t 3 Durai ion oi Worxini 

i or mr Samf 

Empiovi r (bv A i i\r hi d andSfmi Ami Hr t> 

L VUOLRl RS 


(\uni hers 

percentage in hracktts) 


Bankura 

Bardh iman 



(Memari) 

(1) 

(2) 

(3) 

Less th„n 5 years 

41(78 8) 

31(64 6) 

More ih in 5 years 

11(21 1) 

17(35 4) 

Total 

52(100 0) 

48(100 0) 


T ahi f 4 Trlfdomoi Work (Lnjovi d bv 
A l I At Ml O AND SFMI ATTAl III I) I SBOl RIKS 
(Numbers percentage in brackets) 


(1) 

Bankura 

(2) 

Bardhaman 

(Memari) 

(3) 

Do only specified 
farm work 

31(59 6) 

10(20 8) 

Do any work 
demanded bv 
employer 

21(40 4) 

38(79 2) 

Total 

52(100 0) 

48(100 0) 


which he renews voluntarily year after year 
In this connection it mgy be kept m mind 
that outside agriculture, m the industries and 
the services, workers with permanent ap¬ 
pointments are regarded as enjoying better 
service conditions than those with temporary 
appointments, likewise workers with tern 
porary appointment for a period are regarded 
as better off than those working on a daily 
basis 

Semi attached workers with contract dura¬ 
tion less than a year but more than just a 
day enjoy much better economic conditions 
than daily labourers while paying no cost in 
terms of thur freedom It is semi attached 
labourers of type two, the ‘beck and call* 
labourers of Daniel Thorner, who are in a 
servile relation vis-a vis the employer 
Obviously, even more servile are the condi¬ 
tions of the worker who is working for the 
employer on a continuous basis as a func 
tion of a longstanding debt (However, such 
debt bondage has all but disappeared m 
most parts of West Bengal and no cases of 
them have been found in the two areas 
studied ) Between semi-attached labourers 
tied to the employer by an old debt and those 
tied by current consumption loans, the lat 
ter obviously are more free. 

II 

We now come to the pictures obtained 
about labour lelations in the two areas 
studied It is highly interesting, if somewhat 
coincidental, that both the areas are marked 
by a scarcity of labourers with annual con 
tracts who have been described in the 
previous section as ‘farm servants’ Out of 
a sample ot 48 labourers other than the daily 
labourers in the Meman area only two fit 
the description of farm servants In the 
Bankura area the incidence is a bit higher, 
namely four malundars' in a sample of 51 
All the remaining labourers in both the areas 
belong to the category of semi-attached 
labourers ol different kinds 

The semi attached labourers of the four 
villages of Bankura district belong almost 
all to be first category of semi attachment 
That is the duration of attachment is 
restricted to a well defined short period dur 
ing which period the labourer is committed 
to work exclusively for a single employer We 
have encountered m these villages two com 
mon durations, namely, two months and six 
months These labourers, when working 


Tahif5 L and PossrssLD bs Lsbolrfrs 


Category of Proportion Amount of Land (per Labourer 


(1) 

Labourer 

(2) 

Possessing 

Land 

(Percentage) 

(3) 

Owned 

(acre) 

(4) 

Possessing Land) 
Leased in 
(acre) 

(5) 

Total 

(acre) 

(6) 

Bankura 

Daily 

Semi attached 

43 5 

49 7 

50 5 

100 2 


and attached 

23 1 

23 3 

20 

25 25 


All 

28 9 

35 3 

24 0 

59 3 

Bardhaman (Meman) 

Daily 

Semi attached 

46 9 

0 24 

1 28 

1 52 


and attached 

31 2 

0 37 

1 74 

2 It 


All 

39 1 

0 30 

1 46 

1 76 


under these arrangements, go by the names 
of ‘do-mese-gatane’ and ‘cho-mese-gatan^ 
We have also found two kinds of 12-month 
contracts, corresponding to ‘boro-mese- 
gatanes’ and ‘mahindars’ Presumably ‘boto- 
mese-gatanes’ are those who enter into well- 
defined contracts for a single 12-month 
period whereas ‘mahindars’ are those who 
enter into a longer relationship with less 
specification of duties 
An interesting feature of the semi¬ 
attachment relation of the Bankura area is 
that many female workers belong to this 
category It is a remarkable fact that annual 
farm servants are almost always male almost 
everywhere in the country We have not en¬ 
countered anywhere anv female farm ser¬ 
vants Semi attached labourers of the second 
category, that is, those who are at the ‘beck 
and call’ of their employers, while having the 
‘freedom’ to work for other employers (or 
to starve when the employer has no work for 
them) are also predominantly male However, 
in the particular area under study there is 
quite an important supply of female agri¬ 
cultural labourers who are called ‘kamins* 
Many of them enter into two months’ con¬ 
tracts and under these conditions they are 
called ‘gatane kamins' 

"Ifcblt 1 indicate the relative importance of 
the different kinds ot semi attached labourers 
in the labouring populations of the two 
areas ft is seen that the most important 
category among the different kinds of semi 
attached labourers m the Bankura area is the 
one tor which the duration of contract is two 
months However, this is not true about the 
village Damodarpur which in any case has 
relatively few attached labourers It is fur¬ 
ther noticed that there are no ‘cho-mese- 
gatanes’ (six month contract labourers) in 
the village Bhattapara This probably is due 
to the fact that in the latter village there is 
a considerable amount of year round culti¬ 
vation The incidence of such cultivation 
with the help of pump-water is more 
developed m this village than m the other 
villages As such, understandably, when a 
cultivator is concentrating on a single crop 
he goes in for a labourer with a two months' 
contract for the busy season of that single 
crop, whereas if he grows several crops he 
goes in for a twelve months’ contract 

The picture in the Meman area differs 
from that just described above for the 
Bankura area in that most of the semi- 
attached labourers are of the second tyjve, 
that is, while their contracts are for the 
whole year, they do not get any annual or 
monthly payment on a regular basis They 
are at the ‘beck and call’ of the employers 
they have to work on whatever day they are 
called to work by the employer and get paid 
for the day, on other days they are neither 
given any work nor paid any wages Clearly 
the labourers of the Bankura area have much 
better bargaining position than those of 
Meman area 

There are quite a lot of vanations in the 
terms and conditions of the semi-attached 
labourers of the area Some of them get one 
part of their payment annually and another 
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part daily Some of them get a meal m ad¬ 
dition to 2 kg of rice which along with some 
cash constitutes the daily wage packet Some 
among them receive a smaller quantity of 
nee when getting a meal Some of the 
labourers get only nee but no cash on days 
that they are not given any work, but all the 
same, are prevented from working for other 
employers Some labourers are allowed to 
work for other employers but are not 
allowed to take any loans from them loan 
giving is very frequent and interest is mostly 
realised by paying lower than the market 
wage rate Not all labourers are at the beck 
and call of the employer Some of them are 
employed on a regular basis for a year All 
the same many ot them get paid on a daily 
basis 

It is seen from table 2 that the most im 
portant basis for full oi pari attachment 
relations in the Bankura area are consump 
tion loans land allotment seems to be 
extremely uncommon we came across only 
a single case in all the four villages 
Hereditary debt does not also seem to be an 
important factor The few cases encountered 
all belong to the village Bhattapara there 
being not a single cast in the other three 
villages The cases of attachment arising out 
of long association and without any debt or 
loan relationship are also few However, it 
is possible that of the several cases of attach 
ment reported as being due to consumption 
loans there are at least some cases where it 
is the attachment which explains consump¬ 
tion loan giving rather than the other wav 
round In the Memari area nearly 40 per cent 
ot the labourers have old debts as the basis 
of attachment and a small part of the debt 
is even hereditary Once again, very clearly, 
the labourers of the Bankura area arc more 
free than those ot Memari 

This conclusion of the labour relations in 
the Bankura area being more advanced than 
the coin spending relations in ihe Memari 
area is further supported bv the tesults 
presented in tables ? and 4 As one m iv see 
80 pel cent of the labourers in the Merntri 
area are subjeet to the eondition ol having 
to do lor tht employer any kind ol work 
requited ot them bv the letter, whereas in the 
Bankun aiea sueh eouditions have to he suf 
fered only bv 40 per eent of labourers the 
remaining 60 per eent performing only 
speeilied duties Again J5 per eent ot the 
labourers in the Memari ares have worked 
with the same emplover toi more than live 
years whereas the eoiresponding proportion 
in the Bankura area is about 20 pu cent 
while longer association with the same 
employer does not alwivs mean a more ser 
vile relation, it does so olten enough 

The eeonomic conditions of labourers 
judged in terms of land possessed, is more 
in conformity with one’s a priori expecta 
tions 60 per cent of the labourcis in Memari 
area are totally landless whereas the propor 
tion is 70 per cent in the Bankura area The 
land possessed per landed labourer is also 
much higher in the Memari area than m the 
Bankura area—1 76 acres against 0 59 acre 
However the difference is accounted for en 
tirely by the Memari labourers leasing in 


land to a greater extent' The owned land per 
labourer is almost the same la the two areas 
and hovers around the miserable figure of 
0 3 acre: As far as wages are concerned, com¬ 
parison of the level between the two areas 
is not very meaningful for several reasons 
The fact that the surveys were carried out 
with a gap of some four years does not pose 
an insuperable problem correction with the 
help of index numbers of prices would, in 
principle, take care of the problem, though 
admittedly crudely A more serious problem 
is posed by the fact of wage variation 
within the two villages of Memari If one 
expected greater mobility of labour and 
therefore greater uniformity of wages in 
more developed areas one would have to be 
disappointed—a point that we have dealt 
with centrally and at length elsewhere (see 
Bardhan and Rudra [1986]) Wages are more 
uniform in the supposedly more back¬ 
ward Bankuta area All the labourers of 
the sample m the three villages Nirisha, 
Dhwjamampur and Damodarpur reported 
txauly the same wage basket common to 
all the three villages whereas there is a 
considerable variation in the wages actual 
ly received by the different labourers ol 
Bhattapara The point to note here is that 
Bhattapara is by far the most developed 
among the four villages of Bankura area So 
wage umlormity seems to go m this par 
ticular case with backwardness ot an area 
rather than its development In the three 
villages other than Bhattapara, the wages are 
paid entirely in kind—a certain quantity of 
paddy (4 seers 'it male, 3 seers for female 
workets), a meal, some bins, etc In Bhat 
tapara alone there is also a cash component 
In the two villages of Memari Ihe wage 
basket consists of a few rupees in cash 


DURING the five months since tPW 
published my article on DNfcS’s Improved 
( hulha Programme (September 20 27 
1986), 1 have had a good taste of what 
attempting to generate an open discussion 
on the shortcomings of a government pro¬ 
gramme can be like' Quite clearly, un¬ 
intentionally, I closed my doors of access to 
undoctored ‘official’ information on the 
viatus of the chulha programme That 1 
have become a persona non-grata for the 
bureaucracy is evident from the tenor of 
R P Upadhyay’s response to my article 
(hPW, January 17, 1987) despite his being 
self contradictory in giving me the honour 
of being a person of some ‘standing’ 
Putting rhetoric aside, 1 must confess 
bewilderment at RPU’s attempt to spread 
disinformation about facts on the ground 
rather than respond to some of the issues 
l raised 1 do not know the nature or extent 


(which varies from R* 2J0 tolls 41(10)ahd 
a certain quantity of nee (almost always 1 SO 
kg) The vanation in the cash component 
is associated with various differences like 
those in 'para* and ward, m working hours 
and most importantly in conditions of semi¬ 
attachment which we have discussed earlier 
AU in all, it is not really possible to say with 
any confidence that the labourers in the 
Memari area receive better remuneration for 
the same quality and quantity of labour than 
these of Bankura area 
As to intensity of employment, the two 
villages of Memari know cultivation in all 
the four seasons aus, dm an, rabi and boro 
and therefore naturally there is considerable 
employment over the year The villages of 
Bankura, excepting Bhattapara, are depriv¬ 
ed of irrigation facilities and therefore can¬ 
not have multiple cropping Despite these 
differences, employment in the lean season 
in the Memari villages remains low, the in¬ 
cidence of non-agricultural subsidiary oc¬ 
cupations being remarkably thin even m this 
highly developed agricultural area 

[The results presented in the paper were 
obtained through two surveys conducted by a 
team of research investigators belonging to the 
Indian Statistical Institute, C alcutia aiming at 
contrasting different aspects of the rural 
economies of two areas of West Bengal The 
coverage of the enquiry was very wide in 
cludmg agriculture, industry animal husbandry 
irade tic I tbour relations in igriculture con 
diluted just one part of the study T he persons 
involved in the fieldwork and in the data pro 
cessing were numerous and thanks are due to 
all of them However, mention has particularly 
to be made of Amar Sen and Nam Roy who 
took a great deal of initiative and irnublc ovei 
this particular paper j 


of RPU’s field level experience 1 am equally 
unaware of whether he took the trouble of 
personally checking the information he has 
used to contradict mine or simply relied on 
what he was fed by the respective state 
bureaucracies Whichever the case, someone 
has definitely faltered somewhere As a 
person working directly in the field, I was 
extremely careful about cross-checking every 
bn of information that 1 used And I can 
validate every bit of it with documentary 
evidence But ail that is secondary to the 
issues 1 attempted to raise about the limita¬ 
tions of the agisting programme so that a 
process of improving it may begin For me, 
that remains the central concern and 1 would 
like to deal with that first It seems that the 
way I framed it m my original article did not 
get through—so let me state it in a different 
manner 

The improved chulha programme: like 
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many others, ts essentially meant to replace 
an ousting technology with a supposedly im 
proved one I should, therefore; be concerned 
with the processes by which technology 
transfer takes place. Working up from the 
bottom, rather than down from the top, one 
first needs to look at the needs of the 
ultimate user—the mainly rural (although 
also some urban) women cooks. Unless their 
needs are met and they perceive the 
technology to be offering them definite 
benefits over their traditional chuihas, the 
technology is unlikely to gain acceptance. 
Given the enormous diversity in the cook¬ 
ing needs and practices in the country, this 
essentially necessitates designing mecha 
rusms whereby necessary design adaptations 
can be made as and where necessary 

Assuming that the improved chulha 
design has passed this test, one needs to look 
at what assistance the user will need to adapt 
to the new technology and learn how to 
derive its potential benefits 

The majority of the improved chuihas on 
DNFS’s approved list of models are chuihas 
with chimneys These use the principle of 
draft generated by a chimney to ensure good 
air supply for combustion and also remove 
smoke from the kitchen All the fixed type 
‘improved’ chuihas work on this principle 
and all of them (including our Nada model) 
are essentially the same They only vary in 
small details about materials used, method 
of construction, whether a grate is used or 
not or whether there are two, one or no 
dampers Till claims by technical institutes 
notwithstanding, no breakthrough has been 
made in the basic technology for over 40 
years Technically, the Magan Chulha of the 
late 1940s was as advanced as all the models 
of today My fear is that even after 40 years 
of experience, we are making the same 
mistakes as were made by the Gandhian pro¬ 
moters of the Magan chulha then —i e, not 
giving due attention to the finer details at 
the household level whivh make the chulha 
take root there or not 

Dissemination Strategies 

In terms of dissemination strategies, it is 
important to first pinpoint the major dif 
ferences between traditional chuihas and 
chuihas with chimneys which the users and 
those building them must understand Given 
thal women are used to making their tradi¬ 
tional chuihas themselves, they happily alter 
even the improved chuihas even when they 
have been properly built If they do not 
understand the important relationships 
between different components of the chuihas 
and how these affect its performance, they 
can easily end up with their ‘optimised, im¬ 
proved or efficient’ chulha not only guzzling 
up far more fuel than before but also not 
cooking their food properly despite this 

Therefore, the key to the success of the 
programme lies m ensunng that essential 
understanding about how the new chulha 


functions is absorbed both by the ultimate 
user and the person building the chulha for 
her Unfortunately, this is something which 
takes time and a lot of effort It demands 
building into the dissemination structure 
effective mechanisms of follow up and 
educational support to the users and good 
quality training (teaching not just construc¬ 
tion but proper use and maintenance, user 
education and problem solving) to those 
interacting with the users It is at this level 
that the DNFS programme is at its weakest 
It gives least importance to developing 
capability at this level which is really the 
foundation on which the programme rests 
For example, there is almost no provision 
for follow up support to the users If they 
have any problems, they at best would have 
access to the man or woman trained to build 
chuihas in their area But the mistris do not 
recetve any compensation for providing this 
service and therefore have no motivation to 
do so Even if they are willing, their train¬ 
ing does not equip them to solve common 
problems The training concentrates only on 
how to build the chulha Even if they are 
highly motivated and want to learn how to 
deal with emerging problems, they have no 
one to go to for help It is assumed that after 
10 days of training during which they build 
a minimum of three chuihas each, they can 
master the skill There is no provision for 
follow up support to the mistris after their 
training Even if ‘master craftsmen’ are now 
given special training (as RPU suggests) to 
train others, what is the content of their 
training 9 Are they taught anything about 
teaching methods, especially when the 
majority of their trainees are going to be 
illiterate 9 Can trainers be trained in just 10 
days 9 Our own experience is that even some 
o( our most skilled mistris make hopeless 
trainers The ability to build good chuihas 
cannot be equated with the ability to teach 
well The question of aptitude is involved 
and necessitates careful selection And who, 
at the field level, has the responsibility of 
co-ordinating and executing the programme? 
Where the nodal agency is the state’s depart¬ 
ment of rural development, it is invariably 
the gram sevikas How many other respon 
sibilities do they have 9 Can they really be 
expected to do justice to the programme 9 
Are they consulted when targets are set 9 
What mechanisms have been developed to 
get regular feedback of problems from 
them 9 

1 wish RPU had given thought to these 
type of questions (and hope that he and his 
colleagues will still consider doing so) 
instead of trying to cover up all the program¬ 
mes’ shortcomings As I said last time, 1 
sincerely believe that the technology can 
offer women a wide range of benefits and 
it would be a tragedy if it is discredited once 
again (as happened 40 years ago) due to 
faulty implementation 

1 feel also I must set the record straight as 


far as RPU has tried to hold me personally 
responsible for some of DNFS’s and some 
state governments’ own failures 
Punjab and Haryana 
It is true that our team conducted one 
course each for both Punjab and Haryana 
governments in February and Match 1984 
I was suddenly being implored by officials 
of both to conduct a large number of train¬ 
ing courses for them to help them meet the 
targets assigned to them by DNES At that 
time, while the Punjab government at least 
had access to Thapar Polytechnic for some 
technical support, Haryana government had 
none. We expressed our inability to do more 
than one course for each as we simply did 
not have adequate trained personnel But we 
spent considerable time and effort in ex¬ 
plaining the complexities of the programme 
and the necessity of initially building up a 
good resource base of competent trainers 
In both cases, one day orientation camps 
were organised preceding the training course. 
In both of these, held in Nada and Madan- 
pur villages, 3” diameter pipes were used 
I asked both to arrange tor 20 per cent 4* 
diameter pipes for those chuihas to which 
haras (a milk heating device) were to be 
attached This adaptation we have made js 
popular in both Punjab and Haryana and 
we wanted to teach it to the government 
trainees In my letter dated I ebruary 6,1984 
to the Haryana government detailing the 
advance arrangements required for the 
course (which RPU has referred to), I had 
thus asked for 80 3” diameter and 20 4" 
diameter pipes No option in the matter has 
given The trial edition of our construction 
manual, published in September 1983 before 
NPDIC started, deals clearly with the 
importance of relating chimney diameter to 
chulha sire The book was used during the 
course and copies distributed to each trainee: 
Whoever has told RPU that I suggested 4” 
pipes is being plain dishonest RPU Should 
take the trouble of reading the letter himself 
In that be will find a lot of other things we 
had suggested such as the quality of trainees 
to be selected and our insistence on follow 
up of the trainees after the training Haryana 
government did none ol that Maybe only 
4' diameter pipes were purchased as it is 
easier tor the bureaucracy to handle one size 
instead of two All our protestations had 
little effect and for reasons best known to 
it, Haryana government continued using 4' 
diameter pipes for over two whole years' 

In the case of Punjab, from the beginning 
it had been decided that 80 per cent of the 
chuihas would be of theThapoly model and 
only 20 per cent Nada As the Thapoly 
chulha used a 4" diameter pipe, it seems that 
it was decided to use the same for the Nada 
chulha to make purchase and account Keep 
mg simpler' 

Even assuming that we had specified a 4" 
diameter chimney to both state governments, 
it does not speak very highly for the recti 
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meal back up units of DNES that it took 
them almost 27months to decide to change 
the chimney diameter for both states During 
that period, almost 2 5 lakh faulty chulhas 
were installed The illiterate women of 
Hanjan Nada were able to tell the difference 
between the drafts of 4* and 3" diameter 
chimneys after using such chulhas only for 
one day 1 

Orissa 

And incidentally, Punjab and Haryana are 
not the only states when such a blunder was 
made In Onssa, to begin with, the Thapoly 
chulha was adopted (subsequently called 
'Sulabh Thapoly after some modifications 
were made to it) As till April 1986, the 
specifications for the Thapoly chulha were 
a 4" diameter chimney, all chulhas installed 
even in Onssa used these I do not know the 
other states where the I hapoiy chulha was 
adopted—obviously the same must have 
happened there RPU cannot use me as a 
scapegoat for the blunders in those states 

As far as our association with ORLDA 
is concerned, it was purely accidental f rom 
March 29 to April1985, we conducted a 
training course for trainers of chulha mistns 
in collaboration with SARTHI at Ciodhar m 
Gujarat AFrORD, a voluntary agency 
working in Phulbam district ol Orissa sent 
two persons to attend the course It so 
happened that one of them C S Biswal, was 
actually an OR EDA technician on deputa 
tion with AFFORD Biswal told us about the 
resistance of local people to the ‘Sulabh 
Thapoly chulha As we give considerable 
emphasis to enabling trainers to develop 
capability lor making minor design adapta 
tions in accordance with local needs, we sat 
with Biswal to gtt more information about 
types of traditional chulhas, housing con 
dilions, cooking practices and pots, etc, in 
Onssa It was through this exercise that 
Biswal was encouraged to experiment with 
an underground version of our chulha and 
that is how OREDA’s present ‘Metro 
OREDA’ was born The first experimental 
underground chulha was made by Biswal 
and tested by the trainees at Godhar from 
April 3 to 6, 1985 under our supervision It 
is good that ORDEA decided to adopt the 
‘Metro ORDEA’ as it is a definite improve 
ment on the ‘Sulabh Thapoly’ Biswal (who 
is now a chulha assistant) and his colleagues 
have certainly done a good job of develop 
ing a systematic method of building it and 
teaching its construction to new trainees In 
my article, I had never claimed that / had 
developed the Metro-OREDA lb quote I 
wrote ‘‘We helped them (the AFFORD 
trainees) develop an underground version of 
the Nada Chulha whose size could be 
adapted to each family’s needs” This we did 
The design principles are the same as those 
for the Nada Chulha OREDA preferred 
calling it ‘Metro OREDA’ None of us have 


any objection to that as OREDA’s staff has 
done further work on it But the process by 
which it originated was initiated in Gujarat(') 
m 1985 and not in any of DNES supported 
technical units If DNES builds in such 
design adaptation exercises in the training 
courses for master craftpersons, then a lot 
more design adaptations could emerge 
during training courses instead of being pro¬ 
ducts of accident or chance 

RPU gives away his lack of understanding 
about the improved chulha technology by 
claiming that the ‘Metro OREDA’ “uses 
leaves and twigs most efficiently” and that 
the problem of the fire hazard has been 
solved by it Unfortunately, it does not 
None of the approved models on DNES’s 
list is suitable for burning leaves or straw 
In fact, after we conducted a training pro 
gramme for OREDA in May 1986 (our First 
direct association with it), we strongly 
recommended that ORLDA should do a 
baseline survey of fuel usage in the state and 
for the time being, exclude all those areas 
where leaves and straw are a major fuel from 
the purview of the improved chulha pro¬ 
gramme. Unless we have something definite 
ly better than the traditional chulha to offer 
to poor people, we should leave them alone 
The problem with leaves and straw is that 
besides being very bulky they have a high 
ash content P, 'vision of a grate (which all 
improved pot table models have) or a 
chimney (which all improved fixed models 
have) increases the already high rate of bur 
nmg of such fuels The result is that while 
fuel consumption goes up, the firebox gets 
tilled with ash quickly and the tunnel and 
chimney get clogged with soot and ashes 1 
am surprised that despite the impressive 
sounding infrastructure of technical support 
that DNES has developed RPU is unaware 
about this basic fact Also, although the 
Metro OREDA’ is definitely an improve¬ 
ment on the 'Sulabh Thapoly’ RPU is being 
over optimistic about its future performance 
in Orissa There are still several unresolved 
problems with the chulha and the disscmina 
tion methodology 

As we did some work with OREDA only 
in May 1986, RPU is again trying to pass 
the buck by putting the blame of its failures 
before that time, on me or my colleagues as 
the ‘expert consultants We were not even in 
touch with ORFDA during 1984-85 

Emphasis on Flexibi e Design 

Space does not permit my dealing with 
much of the other misinformation RPU’s 
reply contains I believe SUTRA’s director 
has replied directly about the misreporting 
about SUTRA and the status of the chulha 
programme in Himachal Pradesh So I will 
leave that alone But I am most intrigued 
about the so-called ‘optimisation’ of the 
Nada Chulha ‘some time ago’ through 


DNES’s R and D efforts I find it strange 
that I should learn about this through the 
EPW and not directly from DNES Is this 
a reflection of DNES’s attitude towards the 
non-governmental sector that it feels free to 
modify others' work without even informing 
them about it 9 Till today, no one either from 
DNES or from any of Us technical back up 
units has taken training from me or my col¬ 
leagues about the Nada Chulha So what 
have they ‘optimised’ in the first place’ My 
fear is that the ‘optimised’ Nada Chulha may 
be a lot worse than what we have developed 
over a period of six years' Our whole 
emphasis has betn not on developing 'a 
chulha model’ but a flexible design and 
dissemination system based on certain prin¬ 
ciples which can be adapted for differing 
needs Unfortunately, DNES has tailed to 
appreciate that By converting a ‘system’ into 
‘an optimised chulha' it takes away the 
essence of what makes the technology 
meaningful at the household level It does 
not matter whether the chulha is the Nada 
Chulha or any of the other models Picking 
up just the chulha and dumping it m villages 
minus a workable dissemination methodo 
logy is bound to leave the chulha programme 
in trouble no matter which model is used 

I have also been accused of using small 
samples not ‘based on any recognised 
statistical technique' Statistics can be easily 
used to prove or dispros e anything But large 
statistical samples are not the only way of 
finding out what is happening on the 
ground According to RPU’s logic, the 
National Sample Surveys should be worth 
less because of the smallness ol their 
samples 

1 never intended or pretended to present 
a survey of the status of the chulha pro 
gramme in the whole country Our small 
team simply does not have the time or 
resources for that At the same time, 1 did 
not go out of my way to search for the pro 
gramme’s failures Wherever our own work 
has taken us, we have found the government 
chulha programme in trouble We ha\e also 
received trainees from organisations from 
different parts of the country All have 
reported similar problems And then, people 
from different states have written to me 
asking for help in sorting out their chulha 
problems Lastly, it is not just me who has 
spoken about this At a workshop conducted 
by Consortium on Rural Technology (CORT) 
in Delhi in October 1986, a large number of 
organisations from different parts of the 
country reported a wide range of problems 
with the programme. RPU and other DNES 
officials al$o attended parts of that 

Surely our basic concern should be to 
improve the programme instead of trying to 
sweep problems under the carpet and 
attempting to destroy the credibility of 
whoever suggests that problems exist Why 
this fear of open discussion and criticism? 



File Annual Salary Returns 
for your employees in time. 



LOVERS 


30th April 
Income Tax Date 
to Remember 

The last date for filing the Annual Return of Salaries paid by you to 
your employees during the Financial Year 1986-87 and of the tax 
deducted therefrom is 30th April, 1987 

The Return is to be filed under Section 206 of the Income Tax Act 1961 
on Form No 24 These forms are available at the counters 

of all 

Income- Tax Offices 

Default can attract penalty which may extend to Rs 10/- for each day of 

delay 

I o expedite verification, attach photocopies of challan through which 
tax deducted at source from salaries was deposited into government 

account 

Accounting of I D S payments on salaries has been computerised in Delhi, from 
I 4 87 I o ensure that proper credit is given to you, payments must be made on the 
new challan No 9, with special identification markings These can be obtained from 
the Reception Counters, Central Revenues Building, I P Estate, or Salary Circle, 3rd 
Floor, Mayur Bhawan, New Delhi, free of cost 

Also, do not forget to quote your new F D S No , which was given to you in March 
1987 PLEASE NOTE TH AT THFOl DTDS NUMBERS ARE NOT VALID ANYMORE 
FOR DEI HI In case you have not yet received your new T D S No , please contact 
Inspecting Assistant Commissioner of Income Tax, Range VI A, Room No 712,7th 
Floor, Mayur Bhawan, (Behind Super Ba/ar), Connaught Circus, New Delhi 


INCOME TAX DEPARTMENT 

Directorate of Inspection 
(Research, Statistics & Public Relations) 


New DelhMIO 001 


davp 87/18 


Printed by Krishna Raj at Modern Arts and Industries, 131, A«Z Industrial Estate, Ganpatrao Kadam Marg, Lower Parel Bombay 400 013 
and oubhshed by ban for Samerksha Trust from Skylark, 284, Shahid Bhagatsingh Road, Bombay 400 038 






April 25, 1557.. 


LIG's unique 
Group 
Gratuity ‘ 

66 because I know it gives me full I I ■ I 

life cover So my family gets JL JL 1 

gratuity based on my full ^ . * 

employment term even if 1^ 

something happens to me before I ■Mjl I - M MJk I B I c 

matte™, SU p L/vl LvlltiJ; 

And because I can count on c 

ready payment whenever my _ ^ __ B ^ _ v 

gratuity should fall due I /Vl tAH 

And because I feel secure, A I I I I III ll/l I 
knowing my gratuity is in j ^mLi 

LIC's professional hands 99 JL -m W 

and 

employee 


66 because it saves me a lot of 
financial and managerial problems 

No clerical and accounting bother 

And because it offers better 
benefits under the recent Cash 

Accumulation Plan And because 
my premiums are allowed 
as expenses in IT assessment 
And because I can rely on 
speedy settlement of gratuities 
due which is good for employee 
morale And because it more than 
offsets my liabilities _ 

with an accumulating asset 9 9 




LIC’s Group Gratuity Scheme. 

The easy, economical, 
efficient way to 
handle employee gratuities. 

f@) 

fife Jnsu ranee Corporation of Jndta 

For details, contact the nearest LIC office 


daCunha/LIC 179/86 




ECONOMIC 

AND 

POLITICAL 



A Sameeksha Trust Publication Rs 4 5ft * Vol XXII No 18 May 2, 19! 

r A 


STRUCTURE OF INDIAN WORKING CLASS 
MONEY MARKET: MISSING THE WOOD FOR THE TREES 
KERALA: GROWING FOOD DEFICIT 
SINO-INDIAN RELATIONS: THE SATANIC FALLACY 
WORKERS IN MULTINATIONAL COMPANIES 


PRICE BEHAVIOUR IN 1986-87 




Newiields 


May 2, 1987 


ECONOMIC ANE^POLjfrlCAL WEEKLY 


One caring family 
that's bringina home 
to the farmer 
new welfare 
programmes 




(SSED 


IFFCO is not just a fertiliser roncem A 
whole new philosophy in action it is as 
much committed to the farmer as 1 s 
family 

It is also bringing home to the farmer the 
vital significance of improved agricultural 
technology through better equipment 
judicious use of inputs plant protection 
management etc 

IFFCO has already adopted more than 600 
villages to bring about a socio-economic 
transformation in rural areas Its field 
programmes help create greater awareness 
about family planning child care and 
education adult education animal care 
hygiene and conservation of energy 

Contributing to accelerated agricultural 
growth and farmers welfare are an on¬ 
going process with IFFCO 
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Format for Environment 

EVER since the Bhopal disaster of 1984 environmental issues have received greater 
attention Neither industry nor government has known quite how to tackle the growing 
criticisms, the emergence ot local resistance groups and the increasing resort to judicial 
intervention except by saying little and acting less But now it appears a new perspective 
is emerging—a foimula which selectively incorporates the concerns of environmentalists 
into the plans and programmes of capitalist development 1 he environmental clearance 
to the Narmada Valley project is a watershed in the states approach to vital issues 
concerning the health and lives of thousands of labouring people 

The project will submerge 1 75 lakh hectares of agricultural land and some of the 
best teak wood forests in the country and will displace 1 7 lakh people including 30,000 
tribals, from over 300 villages The go ahead to the project is obviously a sign of the 
new thinking There are other indications as well that the ruling classes have learnt 
to tackle these bothersome environmental issues within the framework of industrial 
growth The post Bhopal defensive, even apologetic, flavour of their response has been 
replaced by an aggressive attitude In the review petition in the Shnram case in the 
Supreme ( ourt for instance, the FICC1 has intervened on behalf of the company and 
several other industrialists are poised to file court cases challenging the Supreme Court’s 
pronouncements on strict liability of industry for environmental consequences Several 
characteristics ot this new phase are already discernible 

Old philosophies of having to ‘pav for progress’ are being revived in ihe new context 
With Naimada, the government has taken a deliberate decision to overrule the objections 
ot its environmental wing on multipurpose schemes and on several other projects vvlin h 
art awaiting cleaiancc And the reasons for the move 1 ’ I he need to increase gtain 
production and the prolonged droughts In the same vein the Gujarat chief minister 
talks of how the N umad i project will piovidc drinking water to the desperately watet 
scarce vilhges ot Guj irat Given all this while some forests may be lost, some odd 
groups of tribils are nibbed out and the living conditions of thousands of impoverished 
landless detenorite luither, thete can be no compromise on irrigation Similarly, povvtr 
too is i vital i omponent ol the ntw India moving towaids the 21st < enturv and powei 
general on scliemts must be sanctioned without delay 

A second feature is the manner in which the government has turned environment 
conscious A number ol guidelines legislations and orders have issued forth from the 
vinous ministries the Environment Aet bung the high point of til this activitv None 
of these Beltons ean be faulted for their progressive garb only they are so sttuctured 
that they are difficult to implement for example while the dep inmcnt's innual report 
mentions that minimum natioml standards have been set and implemented foi various 
industries the del minis ire apparently only i handlul Pm ol the changed sirattgy 
tot deiling with issue's ol industrial pollution md deforestation is the so-called lack 
of eo oielinauon between ministries-envnonniciu with industry, with atomic energy 
or with lotesliv inel so on It is naive at this point to atgue that such so orelm mon 
tan be siiiictui illy adinimstiativelv brought about Ttjually it e nmol be denied lhat 
there uc sections within government whose eoneetns lot people s pi unities ate genuine 
but tiles c in neut be t iken to their logical outcome within the lomiai of government 
This supposed I uk of to ordination is a vital leature of the luneheining ot bouigtois 
dcmocrieies - it is the dcvite by which the state tan monitor and manipulate t ruigt 
ciI opinions to suit its objectives 

Ihe growing cooperation between industry and government while not new Inc 
now taken on a diltcrent hue In return for the soft tmpli mentation procedures and 
gratuitous gifts ot so called wastelands, ostensibly for maintaining forests industry has 
even been willing to set up pollution control measures, bui in doing so it has effectively 
argued lor modernising existing technologies It is more than possible lhat in course 
of mm its I ibeiui demand will shunk Alternatively on the pie i that it cannot operare 
it zero risk u existing sites it hjs sought to move out md set up new plants elsewhere 
displtcita i lie woiktoiee I his has been Union (aibides pie i m the ease ol its 
( lunthui (!.<> 1 is i\ J pi int which w is dosed down following ihe f ■ ug committee’s report 
md sever il oilicis unv well follow And this is the mc>M important fc uiirc of the new 
environment eon cuhisihss I he victims of the n< vi ipproaeh win the! m the c ise of 
hveltcHleciin j ofccts ot mdusliies ate the I iboming masses ih mdusuii 1 working 
class the I indie s and tile liihals who ate being it ttiseimd binu unit is a case ill point 
the multinitllion dollar World H ink ndtd Pth md dun nul tl tips' l lie final power 
plants h i\c ere nul i ma,> e>) 100 000 rui il pom with neither 1 end nor employment 
nor idcqu He compensation fht Bast u pioject will impoverish 9 000 tribals And 
everswhert whatever be the weight ol envuonmcnial objections and whether because 
ol modernising technologies or due to tht shutting down ol plants the victims will 
be the temporary workers, the contract labourers and the rest of Ihe working class 

Both the environmentalists and the dispossessed—who in the industrial scent h isc 
generally kept a distance from each other—need to take note of this new perspective 


Elusive Alternative 


IF anyone expected a viable alternative pro¬ 
gramme from the opposition, the latter 
could not have chosen a better way to dash 
such expectations than the recent Delhi 
meeting of the non-Congress(I) chief 
ministers All talk about a national alterna 
tive to the ruling party at the centre relapsed 
into the old ritualistic pledges of movements 
and demands for greater financial powers 
for the state governments, and ended with 
a pleasant tea party with Rajiv Gandhi 
where the chief ministers assured a nervous 
prime minister that they would remain ‘His 
Majesty's Loyal Opposition’ 

Given the patchwork quilt of the Delhi 
conclave, it was unrealistic to expect these 
politicians to come up as a ‘national alter 
native’ to the ruling party at the centre which 
still manages in its cunning way to delude 
both the masses and the intellectuals by 
accommodating the former’s religious and 
tinsel tastes and the latter’s ideological needs 
for a socialist-cum-patriotic rhetoric But 
within this framework of political chicanery, 
the motley opposition in India today could 
have tried to emerge as a IWeedledum to 
replace a Dveedledec--which it did in 1977 
Today the opposition parties seem to have 
lost that confidence even, although the rul 
mg party at the centre continues to offer 
them on a platter all the opportunities that 
they need to replace the Congrcss(l), what 
with the arms deal scandals and the sieve to 
which the ruling party is reduced by its 
tactional squabbles in every state 

The inability ot the opposition to come 
up with an alternative programme of change 
on the national scale steins from many fac¬ 
tors JFiist, how can they pose a ‘national 
alternative’ when the centre itself is fast los¬ 
ing its national entity 7 Is the ruling party 
national any longer, with its hold completely 
lost in the entire south and retaining its base 
in the Hindi speaking heartland for all prac 
tical purposes 7 The increasing complexities 
and divergences in the Indian body politic 
suggest that the old hope of a single uniform 
programme of socio-economic change 
throughout the length and breadth of this 
countrv may not be viable any more India 
today needs to create a political environment 
that embraces multiple political solutions for 
different situations An issue which provokes 
a mass movement in one state may not create 
even a ripple in another state However much 
the opposition parties might land their voice 
to the central chorus ‘we arc one nation, the 
popular mood whether in Punjab or Assam 
sounds discordant 

Secondly an alternative programme can 
succeed if it is a total departure fiom the rul 
mg party’s hitherto followed politics But the 
established opposition parties today are un 
willing to make a complete break and seem 
to be in favour of continuing the same 
policies, with a few changes here and there 
In fact, they even share a lot of the premises 
on which the luling party woiks Thus the 
lettist parties are at one with Rajiv Gandhi 
in perceiving Pakistan and China as the 


mBB minis, ana arc prepares* n him* men 
differences with the ruling party on ques¬ 
tions of supposed aggression by these two 
countries At any moment, therefore, they 
may change from the sole of opposition to 
collaboration The rightists like the BJP and 
others, while also sharing the same central 
perception about the aggressive nature of 
Pakistan and China, would go a step fur 
ther and demand that India must have a 
nuclear bomb—a feeling nursed even by 
members of the ruling party 
Thus, the opposition is a half-way house 
Lacking any independent and innovative 
policies of their own, the non Congress(I) 
parties tend to drift with the ebbs and tides 
in the fortunes of the ruling Congress(I) 
Their electoral victories in some states reflect 
more the regional divergences which a tradi¬ 
tional centralised party like the Congrcss(I) 
can no longer accommodate, rather than a 
popular faith in an alternative opposition 
programme of restructuring the domestic 
economy and foreign policy 

The Economy 


Standard Prescription 


IN its economic report on India, prepared 
for the forthcoming meeting of the Aid 
India Consortium the World Bank has 
recommended a further liberalisation of the 
economy In a sense, the World Bank seems 
to be getting impatient with the pace of 
economic reform’ that began when India 
availed of a huge loan under the extended 
land facility of the International Monetary 
Fund (IMF) in 1981 with consequent binding 
.onditions pci forinance criteria and policy 
guidelines 

lhe World Bank report is based on the 
neo-classical paradigm Hence the emphasis 
is on short term adjustments through the 
price mechanism Long term considerations 
of structural change naturally do not find 
a place in the report There is the usual 
ideological bias towards market oriented 
solutions to economic problems and i bclitt 
that the price mechanism is more ctliucnt 
in allocating resources than planning 

Without mentioning the word, the report 
suggests devaluation to enhance the pro 
fitabthty ot exports Devaluation has been 
a standard prescription of the World Bank 
and the IMF irrespective of a country s 
circumstances and irrespective of past ex 
periences in the same country Past ex 
perience has shown that devaluation of the 
rupee will not result in a sharp reduction of 
imports or expansion of exports because of 
demand and supplv inelasticities inuderi 
tails the exchange rate ot the rupee has 
ilrtady depreciated 25 per cent against the 
Special Drawing Rights (SDR) ill the last two 
(manual vears, falling sharply against the 
dcutschc mark, Japanese yen and pound 
sterling 

I he Bank argues for a liberalisation of 
imports Ml quantitative restrictions on im 
poris should be removed and replaced by 
HiitN sufficient io piiwide initial protection 
against excessive impoits These tariffs 
should be reduced substantially over a five 
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programmes or forcing ihe pace of i 
sation Is considered a torm of non-tanff im¬ 
port barrier and should be given up Even 
the Bank cannot deny the consequences of 
liberalisation The debt service ratio has in¬ 
creased from 8 6 per cent in 1980-81 to 23 
per sent in 1985 86 and is estimated to be 
26 per cent in 1986-87 

The report has recommended a further 
raising of the asset limit defining the 
coverage of the Monopolies and Restrictive 
Trade Practices Act, removal of the market 
dominance and interconnection clauses, 
dcreservation of items reserved for the small 
scale sector and raising qf the asset limit for 
small scale units It has even suggested phas 
ing out the industrial licensing system over 
a period of five 'o seven years If these 
recommendations are implemented, mono¬ 
polies will continue to prosper at the expense 
of smaller units One of the stated objectives 
of licensing policy is lo ensure a pattern of 
development ot industries in conformity 
with planned priorities It licensing is phased 
out there will be no effective instrument to 
ensure this 

1 he report is essentially concerned with 
measures io speed up capitalist accumula¬ 
tion Given the limitations of its tramewoik, 
it is unlikely to be ot much use For instance 
the problem of the home market finds no 
mention in the report For how long can the 
growth ot industry be sustained on a pro 
duct mix that cattrs to a tinv minority of 
the population 7 

Missiles Treaty 


Unconvincing Move 


SEVEN countries, the US, Britain, France, 
Italy, Japan, West Germany and Canada, 
have agreed to restrict the export of missiles 
and missile-production technologies osten 
sibly with a view to limiting the proliferation 
of missile capabilities Neither the USSR nor 
China are party to the agreement which has 
been on the anvil for the last four years The 
agreement will augment the so-called 
London Suppliers Group which came to¬ 
gether some seven years ago in an attempt 
to limit the proliferation of nuclear 
technologies to countries which have not 
accepted IAEA safeguards While it is being 
regarded as a significant non proliferation 
measure by some sections of opinion others 
have viewed it as a mere gesture 
According to the agreement, new export 
guidelines will control the sale of supplies 
and technologies m such Hems as ballistic 
missile systems, space launch vehicles and 
unmanned air vehicle systems like Cruise 
missiles target drones, re-entry vehicles, as 
well as rocket engines, firing mechanisms, 
guidance sets and solid and liquid fuels 
However, there appear to be no controls on 
trade in those items among the seven nations 
While the new arrangement will no doubt 
affect Indian space research, both for 
military and civilian purposes, how substan¬ 
tial will be the impact is not dear The US is 
reported to have assured the Indian govern¬ 
ment that the memorandum of understand- 
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tat lagned by the Indian prime minister ana 
president Reagan for exchange of 'dual 
technologies—those which may be used for 
both civilian and military purposes— 
between the two countries will not be af¬ 
fected since this category is excluded from 
the purview of the agreement 
Export of this category of items will be 
on a case-to-case basis after detailed 
scrutiny This would mean there is more 
scope for ad hoc decisions which may hate 
nothing to do with the stated objective ol 
missile non-proliferation There could be any 
number of items which may be categorised 
as being for dual use, including commumca 
tion systems It is of interest here to note that 
ol the six who have agreed to abide by the 
guidelines lor export of missile technologies 
four, Japan, West Germany, Italy and the 
US, are world leaders in communications 
technologies as well The type of missiles 
which are sought to be restricted are those 
with a range of over 300 km carrying a 
paylord of more than 500 kg While these 
may carry nuclear warheads, they are also 
the kind used for communications purpose 
And this gives rise to questions about the 
real purpose of the agreement For one 
thing, commentators have pointed out that 
countries on the nuclear threshold—India, 
Israel and Brazil—have already acquired or 
are very close to developing missile produc 
ing capabilities India had, according to the 
ISRO chiefs statement seven years ago, in 
theory acquired an intermediate range ballis 
tic missile capability with the development 
of the SLV 3 Independently, the Defence 
Research and Development Organisation has 
been doing extensive work on shorter range 
missiles, on propellants command guidance, 
inertial guidance, semi active homing and 
such other systems Mortovei the ASLV 3 
which trashed recently was testing oul a 
closed loop guidance system imong other 
things which would be capable of mid 
course corrections withabuiR in computer 
system Although the civilian and the 
military developments in space research have 
been kept ostensibly separate obviously the 
two paralleled programmes can be success 
fully combined il neccssaiy In the circum 
stances the agreement is hardly likelv to 
drastically afftet India's programme or that 
of other similarly placed countries Nor cat 
it then be turned i significant non 
proliferation move 

Nutrition 

Dubious Science 


NUTRITION research and nutrition surveys 
were among the earliest much publicised 
examples of the uses of science for develop¬ 
ment planning So much so that computing 
calorific norms and quantifying nutritional 
deficiency became the focus of much debate, 
not always edifying A logical outcome of 
this interest was the setting up of the 
National Nutntton Monitoring Bureau 
(NNMB), which since the seventies has been 
collating data on dietary and nutrition 
intakes in ten states. It u both significant and 


disturbing then that the NNMB’s latest 
report on trends should have come in for 
sharp entnam from experts in nutrition and 
biostatisucs Not only have they castigated 
the NNMB for the conclusions which they 
say are not derived from the data, but they 
have even questioned the very premise of 
these surveys 

The NNMB survey as reported in the 
National Institute of Nutrition's Nutrition 
News has drawn three major conclusions 
That that has been “a definite increase in 
the average level of calorie consumption at 
the household levels in the rural areas", that 
this increase has been most significant in the 
lowest income group, i e, with per capita 
daily income of less than Re 1, that the 
intake level of protective foods like pulses, 
milk and vegetables has shown a small 
decrease and those of fats, oils, sugar- 
sources of ‘refined’ calories—has remained 
essentially unchanged 

The critics of (he report have found two 
major flaws Firstly, they contend that the 
date do not support the conclusions 
Independently computing the energy intake 
from the tables in the report, they claim 
that the average has m fact declined from 
2,427 k cal in 1976 to 2,396 in 1979 and 
2,382 in 1981 They also point out that 
during the period of the survey there has 
been a decrease in the proportion of low 
income households covered and an increase 
m the proportion of households earning 
Rs 5 per capita per day or more which would 
account for the conclusions on the increased 
calorific intake in the lower income group 
All this indicates not merely a flaw but a 
definite bias in the way conclusions are 
drawn—as if its main purpose was to pro¬ 
vide ‘scientific 1 support for claims of 
economic improvements 

It has also been pointed out that the 
NNMB surveys cover different districts in 
different years If this is true, it makes a 
mockery of the entire report Given the range 
of disparities among districts some of which 
are chronically drought prone while others 
have consistently flourished whether for 
reasons for geography, politics or techno¬ 
logical inputs or all three, the sharp declines 
tn consumption which have occurred among 
some sections will never come to light in the 
survey's conclusions 

The report also raises other issues While 
the tin states where the data are monitored 
are nowhere mentioned, it is recorded that 
these are nci consuming states which fact, 
according to the report, might explain the 
rise in consumption’ levels of rice accom 
panied by a decrease in the consumption of 
other cereals such as bajra, jowar, ragi and 


maize, the "important Ingredient In the 
dietaries particularly of the low Income 
groups" The reported rise in calorific con¬ 
sumption levels has been mainly due to nee 
and has not been accompanied by an 
increase in the 'protective' foods such as 
pulses Thus the increased consumption 
patterns is not so much a reflection of 
economic betterment as other circumstances, 
perhaps the easy availability of rice in 
states like Andhra Pradesh under the low 
priced nee supply schemes 
If the criticisms levelled against the 
NNMB surveys are indeed true; then it is a 
sad commentary on the quality of work 
being undertaken in one of the oldest 
research Institutions under the Indian 
Council of Medical Research 

Sri Lanka 


Full Circle 


DEVELOPMENTS in Sri Lanka no longer 
generate surprise—whatever the pronounce¬ 
ments, all actions on either side are such that 
any hope of a political solution to the Ihmil 
issue is rapidly receding From a situation 
when both the Sri Lankan government and 
the militants had made some moves towards 
negotiations with the militants clearly 
operating trom a position of strength, there 
has been a turnabout LTTE after gaming 
some sort of hegemony over other militant 
groups by physically annihilating them, 
proceeded lo set up an independent civil 
administration in Jaffna As expected, this 
brought reprisals with the government 
imposing an embargo on fuel and other 
supplies The situation has now come to a 
head—with the brutal massacre of 107 
Sinhalese civilian passengers by the LTTE, 
the car bomb killing of 150 in Colombo, and 
the intensified Sri Lankan air raids pn 
Jaffna The events seem to have come a full 
circle to the May 1985 position when the 
militants’ bloodletting at Anuradhapur 
pressurised the government to start attempts 
to find a negotiated settlement to the ethnic 
issue 

At that time the LTTE had denied respon 
sibiiity for the incident and even condemned 
it But not this time The Indian government 
has roundly criticised the barbarous massacre; 
indicating a hardening of attitudes towards 
the militants However, Jajawardene'S 
government may be in something of a quan 
darv about its response Last week prime 
minister Prcmadtsa told parliament that the 
government would now cease all etforts to 
get the militants to the discussion table 
"When the lives of our people are in danger', 
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he said “wt are not prepared to go foi „ 
political solution ’ 1 he government extended 
the state of emergency by one month, dec 
lared that it would intensify the militaty 
action against the militants and appealed 
to the civilians to leave laffna if they wanted 
to avoid the violence The prime minister 
also stated that the country could no longtr 
rely on India to find a solution to the ethnic 
crisis and it would explore unilateral initi 
atives of its own accord I he Opposition 


BUSINESS 


IN his presidential address at the silver 
jubilee annual general meeting of the 
Cement Manufacturers Association (CMA), 
J R Btria attributed the slow growth of the 
cement industry from independence upto 
1978-79 to stringent price and distribution 
controls According to him, “these controls 
led to abysmally low returns on investment 
and were fundamentally responsible for the 
slow growth rate of this core sector in¬ 
dustry” The government realised the folly 
of its pricing and distribution policy and 
took major policy initiatives starting in 
September 1977 when it decided to allow the 
industry a 12 per cent post tax return on net 
worth with periodical escalations to allow 
for increases in input costs The second and 
far more significant decision was taken by 
the government in February 1982 when par¬ 
tial decontrol of pricing and distribution of 
cement was instituted These policy changes 
helped to transform cement from a slow 
growth technologically antiquated industry 
to a high growth, technologically uptodate 
industry, according to J R Birla 
It is thus being argued that controls on 
pricing and distribution were responsible for 
the slow growth of the cement industry 
Thble 1 gives the capacity and production of 
cement for a few selected years The annual 
compound growth rates of capacity and pro¬ 
duction between 1950-65 are 9 per cent and 
91 per cent respectively The annual com¬ 
pound growth rates of capacity and produc¬ 
tion between 1965 and 1977 are 5 6 per cent 
and 5 1 per cent respectively Thus we find 
that growth rates of capacity and production 
of cement declined considerably during 
1965-77 compared to 1950-65 During the 
entire period 1950 57, pricing and distribu¬ 
tion controls were stringent Then what ac¬ 
counts for the decelaration of growth in the 
period 1965-77’ fable 2 gives yearly imports 
and exports of cement If we disregard 
changes m stocks and take apparent con¬ 
sumption as a proxy for demand, then the 
period 1965-77 is shown to have been a 
period of inadequate domestic demand for 
cement Thus it may be the demand con- 
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has in the meanwhile been demanding the 
resignation of the government for its failure 
to bring an end to the violence Only two 
days later, however Jayawardene in his 
speech to the ruling United National Party 
hastened to reiterate his government s 
willingness to otter the “hand of peace and 
friendship” to the ‘terrorists’ This could 
either be a deliberate ploy to keep everybody 
mussing or a svniptom ol a vliaip difference 
ot opinion within the government 


distribution controls that accounted for the 
slow rate of capacity and production of 
cement between 1965 and 1977 

The subsequent period 1978-86 witnessed 
partial decontrol of pricing and distribution 
According to the spokesperson of the cement 
industry this accounted for the high growth 
rates of capacity and production in the 
period 1978-86, and more specifically during 
1982 86 The annual compound growth rates 
of capacity and production during 1978 R6 
were 10 per cent and 7 per cent respectively 
During 1982-86, the corresponding annual 
compound growth rates were 12 5 per cent 
and 10 4 per cent respectively fable 2 shows 
that imports of cement were also quite con 
siderable during this period Again, if stocks 
are ignored and apparent consumption is 
taken as a proxy for demand, it would be 
clear that the period 1978-86 was marked by 
buoyant domestic demand for cement Thus 
the growth of the cement industry seems to 
have been more a function of demand than 
of government policy on pricing and 
distribution 

The favourable rates of return on invest¬ 
ment in the cement industry have given way 
to sharply declining profit rates since 
1984-85, according to the CMA As against 
a 12 per cent post-tax return on net worth 
only a few years back, the post-tax return 
is said to have come down to around 4 per 
cent According to J R Birla, this is mainly 
due to two factors (1) an unrealistically low 
price of levy cement and (2) a dwindling 
margin from the sale of non-levy cement 
The gross profit per tonne of cement, after 
interest, has come down from Rs 120 m 
1982-83 to Rs 85 in 1983-84, Rs 60 in 1984-85 
and less than Rs 50 in 1985-86 In the cur 
rent year, profits have eroded further to the 
extent that most units are unable to cover 
even depreciation This, when juxtaposed 
with the increase in the capital costs per 
tonne of capacity created from Rs 1,000 in 
1982-85 to Rs 1,400-1,500 at present, would 
act as a deterrant to investment 

According to Birla, the escalation granted 
in the price of levy cement on July IS, 1984 
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covered actual cost increases Reduction in 
the levy obligation has also not helped much 
since the margins on non-levy cement have 
come down from Rs 400 per tonne in 1982 
to Rs 200 per tonne today The only solu¬ 
tion according to Birla is to totaHy remove 
price and distribution controls on cement 
and grant liberal reliefs in excise duty to new 
units and substantial expansions that have 
gone into production from January 1982 
New units (which came into production 
after January 1, 1962) and sick units have 
a levy obligation of only 30 per cent while 
old units (whiefy. came into production 
before January 1,1982) have a levy obliga¬ 
tion of 50 per cent The price of levy cement 
was increased by around 12 per cent on 
December 15, 1986 to cover cost increases 
that took place from July 18,1984 Although 
this price increase may not have been suffi¬ 
cient, the extra non-levy sales would have 
provided sufficient compensation The in 


Tabi f 1 Capacity and Production of 
Cfmfnt 

(Lakh tonnes) 


Year 

Capacity Production 

1950 

30 38 

28 61 

1955 

48 68 

45 71 

1960 

89 66 

78 01 

1965 

110 40 

105 78 

1970 

167 58 

139 66 

1975 

206 28 

163 52 

1977 

212 3| 

191 71 

1978 

216 75 

196 22 

1980 

243 53 

178 94 

1982 

290 81 

226 37 

1985 

411 15 

317 49 

1986 

465 17 

336 00* 

Note * Estimate. 

Source for fables 1 and 2 

"Statistics on the 

Indian Cement 

Industry, 1986”, 

Cement Manufacturers Association, 

1987 

Table 2 Imports and Exports of Cement 

(000 tonnes) 

Year 

Import 

Export 

1965 

1 

36 

1966 

1 

22 

1967 

1 

32 

1968 

— 

149 

1969 

— 

160 

1970 

— 

178 

1971 

— 

226 

1972 

1 

208 

1973 

— 

205 

1974 


182 

1975 

— 

336 

1976 

— 

725 

1977 „ 

— 

827 

1978 

1316 

66 

1979 

1422 

50 

1980 

2232 

74 

1981 

1451 

26 

1982 

1500 

5 

1983 

2969 

6 

1984 

460 

29 

1985-86 

496 

NA 


Cement Industry’s Problem: Insufficient 
Demand, Not Controls 
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dustry spokesperson makes a rather uncon* 
vtncing case for total decontrol and excise 
duty reduction for new units and substan¬ 
tial expansions Besides, total decontrol 
would substantially increases the construc¬ 
tion costs of public sector projects 

Precious Metals 


Growing Preciouaer 


BULLION markets here as well as abroad 
have shot into the limelight recently The up¬ 
ward trend in the prices of precious metals 
in India which had been in evidence since 
about the beginning of January acquired a 
new dimension during April in that prices 
simply sky-rocketed On April 27, silver 
(999) in Bombay was bid upto Rs 5,225 per 
kg and gold (standard) to Rs 2,950 per 10 
grams—new all-ume highs The rise since the 
end of March works out to Rs 431 (9 per 
cent) in respect of silver and Rs 375 (14 6 per 
cent) in case of gold—the sharpest ever rise 
in so short a time Since the beginning of 
the year, silver has nsen by 23 9 per cent and 
gold by 22 7 per cent This far exceeds the 
rise during the whole of 1986 when silver 
recorded a net rise of 5 8 per cent and gold 
rose by 14 per cent Putting it differently, 
silver has improved upon its last year’s high 
of Rs 4,531 by 15 3 per cent and gold has 
bettered us 198^ high mark of Rs 2,430 by 
214 per cent 

Bullion prices have been displaying re¬ 
markable strength overseas as well and the 
rise in silver has been really spectacular On 
April 27, silver in London (as also in New 
York) was bid upto $ 11 05 an ounce, up 75 2 
per cent over its March-end quotation Gold 
touched a high of S 476 an ounce showing 
a rise of 13 1 per cent since the end of March 
Since the beginning of January, silver has 
gone up bv 109 3 per cent and gold by 21 8 
per cent Compared with the highest prices 
recorded last year, silver is up by 82 6 per 
cent and gold by 7 5 per cent 

It is tempting to explain the rise in 
domestic prices in terms of the firmness m 
international markets But factors influen¬ 
cing the behaviour of bullion prices here and 
abroad are quite different This point is 
perhaps best illustrated by the fact that while 
gold and silver prices in India have recorded 
new all-time highs, prices in the London and 
New York markets are still substantially 
below their 1980 highs when speculative 
mama had lifted the price of gold above 
$ 835 and that of silver above S 47 an ounce 
That apart, except for a very brief period 
m 1980, the price of gold in India has always 
kept well above the world parity calculated 
on the basis of ‘hawala’ rates India has been 
the biggest haven for smuggled gold for 
decades Of late, silver too has been quoted 
higher than m international markets. On the 
basis of the prices on April 27, here and 
abroad, and taking mto account the ‘hawala’ 


rate of Rs 15 to a dollar, silver in India is 
costlier by about Rs 950 per kg and gold by 
about Rs 700 per 100 grams 

Indigenous production of gold and silver 
is almost negligible, the figures for 1986 
being around 2 to 2 5 tonnes of gold and 25 
to 30 tonnes of silver Imports are banned 
Even so, the annual turnover runs into hun¬ 
dreds of crore of rupees There are about 3 
lakh licensed goldsmiths in the country 
catering to the needs of a custom-bound 
society with an established marriage season 
While there is no way of verifying the 
estimates put out by the trade, the volume 
of business put through last year has 
generally been reckoned at 150 tonnes in 
respect of gold and around 700 tonnes in the 
case of silver It is idle to pretend that the 
supply through recycling of stocks held m 
the form of primary metal, old ornaments 
and various other articles is sufficient to 
meet the internal demand Unquestiomngly 
supply through smuggling constitutes an lm 
portant element of the total availability of 
the precious metals in the country According 
to well informed sources, illegal imports last 
year were of the order of 99 tonnes of gold 
and 150 tonnes ot silver Imports of smuggled 
gold into India during 1968 86 are placed 
at 1,438 tonnes 

The recent strong upsurge in bullion puces 
abroad has been attributed largely to the 
pronounced weakness in the dollar, reflec¬ 
ting the massive US budget and trade deficits 
and the continuing sluggishness in the US 
economy despite the lowering ol interest 
rates The dollar which has been depreciating 
against all major currencies fell to a post 
war low of yen 119 on April 24 Reports 
from abroad indicate re-emergence of invest 
ment buying of silver on a huge scale The 
gold-silver ratio which stood as high as 73 1 
at the end of December has now come down 
to around 43 1 On the basis of the latest 
prices in Bombay, the gold-silver ratio works 
out to 561 In other words, gold is 56 times 
dearer than silver 

The rise in bullion prices in India reflects 
the growing imbalance in the demand-supply 
position, resulting from both increased de¬ 
mand and reduced availability Apart from 
the seasonal factor—the marriage season is 
still not over—the political uncertainties have 
given a boost to speculative demand for 
precious metals There have also been reports 
of switchover of funds deployed on the stock 
exchange to the booming bullion market To 
what extent gold and silver arc being sought 
as a hedge against the emerging inflationary 
trends, it is difficult to say On the supply 
side, recycling of stocks is said to be on the 
decline It is possible that supplies are being 
held back in the hope of realising still higher 
prices It could also be that the rural folk 
are under no pressure to convert their 
holdings of gold and silver into cash In the 
case of gold, large seizures by the customs— 
Rs 81 crore m January and February—may 
alto have affected market supplies 


TWENTY YEARS AGO 

EPW, April 29, 1967 

It is sad enough when elections of 
members of state assemblies or the Lok 
Sabha become contest between communi¬ 
ties, but we now have a situation when the 
elections of the head of state next Satur 
day has become something of a communal 
issue The first false step which lent com 
munal overtones to what should have been 
a contest between the Congress and the 
other parties was taken by the Congress and 
by the prime minister personally when they 
commended to the country s attention the 
fact that the Congress nominee was a 
Muslim and his opponent a Hindu and 
pleaded that this ought to be a material fac 
tor in the electors deciding how they should 
vote And w hat is one to make of the state 
ment by Jayaprakash Narayan in 
Hyderabad on Wednesday that, if Zakir 
Hussain were to lose it would “be a great 
tragtdy which might lead to another parn 
non of the country " To say this is to do 
neither a service to the cause of secularism 
nor justice to the mushms ot this country 
* • • 

The automobile industry, long used to 
endless queues of intending buyers, is slowly 
moving towards a situation of greater 
balance between output and demand This 
is to be attributed more to evaporation of 
demand that to any striking increase in pro 
duction In the case of (rucks the reces 
sion is entirely due to the fall in freight traf 
fic, which road transport has had to share 
with the railways In the case of cars, the 
recession is reflected in the shortening of 
waiting lists and in the fall in the premia 
lor immediate delivery 

Sugar production has been too short this 
year for the government to contemplate 
decontrol In fact exports would have to be 
halved to safeguard internal supplies Con 
trol and comparable taxes on gur and 
khandsari which compete with sugar for the 
cane, the alternative to decontrol, may be 
desirable but is not practical because both 
are produced m the unorganised sector 
* • * 

Many eyebrows were raised when the late 
B C Roy negotiated with Belgrade for 
Yugoslav help in some of his projects for 
West Bengal Similar surprise and dismay 
could be seen when E M S Namboodiripad 
seemed poised for a take off to the Kremlin 
for seeking aid independently ot Delhi 
That one should have been reminded of 
these two precedents by the recent visit to 
West Bengal by Mysore’s chief minister, 

S Nijahngappa may be a measure of the fra 
gile nature of the Indian union In India 
it may be the first time a chief minister has 
gone to another state to sell the investment 
possibilities of his own, Nijahngappa 
may have started something He may have 
revived the idea of competition as between 
states He has made a direct appeal to 
investors, individuallY and collectively It 
is improbable that just for a few speeches 
and advertisements and coloured brochures 
capital will now flow into Mysore (but) 
Nijahngappa s assurances on quieter labour 
in Mysore must havt sounded as music to 
the ears of investors in Calcutta 
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STATISTICS 


Variation (Per Cent) 


Index Numbers of Wholesale Prices 

Latest 

Over 

Over 

Over 





(1970-7! = 100) 

Weights 

Week 

Last 

Last 

March 

in 

In 

In 

In 



(4 4 87) 

Month 

Year 

28, 1987 

86-87** 

85-86** 

84-85 

83-84 

All Commodities 

1000 

379 3 

— 

49 

04 

54 

58 

71 

95 

Primary Articles 

417 

349 0 

-I 0 

50 

06 

57 

21 

48 

11 10 

Food Articles 

298 

342 7 

23 

62 

05 

72 

79 

64 

13 5 

Non-food Articles 

106 

324 0 

04 

17 0 

1 3 

67 

-103 

-23 

151 

Fuel, Power, Light and Lubricants 

85 

624 8 

01 

21 

— 

67 

119 

26 

76 

Manufactured Products 

499 

363 0 

08 

56 

03 

47 

72 

60 

87 






Variation (Per Cent) 



Cost of Living Index 


Latest 

Over 

Over 

Over 






Base 

Month 

Last 

Last 

March 

In 

In 

In 

In 




Month 

Year 

1986 

85 86 

84 85 

83 84 

82-83 

For Industrial Workers 

1960 = 100 

686 J 

-03 

84 

75 

65 

64 

12 6 

78 

For Urban Non Manual Employees 

60-100 

625' 

05 

83 

70 

68 , 

8 1 

10 3 

80 

For Agricultural Labourers 

July 60 to 

573' 

-10 

36 

32 

48 

02 

114 

5 2 


June 61 = 100 













Variation Rs Crore (Per Cent in Brackets) 


Money and Banking 


Latest 

Over 

Over 

Over 






Una 

Week 

Last 

Last 

March 

In 

In 

In 

In 



(27 3-87) 

Month 

Year 

28, 1986 

85 86** 

84-85** 

83-84 

82 83 

Money Supply (M 3 ) 

Rs Crore 

1,39.320 

2,072 

20,990 

20,990 

15,192 

16,038 

13,031 

10,115 




(1 5) 

(17 7) 

(17 7) 

(14 9) 

(18 7) 

(17 9) 

(161) 

Net Bank Credit to Government Sector 

Rs Crore 

71,286 

-117 

12,764 

12,764 

9 579 

8.445 

5,757 

4,748 

Bank Credit to Commercial Sector 

Rs Crore 

91,641 

1,073 

9,789 

9,789 

9,745 

10,809 

8,830 

8,247 

Net Foreign Exchange Assets ot Banking 

Sector Rs Crore 

4,663 

615 

1,251 

1,251 

299 

1,467 

-104 

977 

Deposit of Scheduled Commercial Banks 

Rs Crore 

1,02,127 

1,196 

16 723 

16,723 

12,475 

11,648 

8,55b 

7,299 




(1 2) 

09 6) 

(19 6) 

(17 3) 

(19 2) 

(16 4) 

(16 6) 

Foreign Exchange Assets** 

Rs Crore 

7,618 

615 

604 

604 

53 

1,271 

1,190 

758 







(0 8) 

(21 3) 

(24 9) 

(18 8) 

Index Numbers of Industrial 

Weights 

latest 

Average of 






Production 


Month 

Months* 


Variation (Per Cent) 


(1970 - 100) 





In 

In 

In 

In 

In 




1986 

1985 

1986* * 

1985 * * 

1984 

1983 

1982 

General Index 

10000 

222 0 10 

217 5 

2044 

61 

64 

66 

42 

45 

Basic Industries 

33 23 

288 7 10 

272 6 

250 9 

77 

87 

10 8 

5 5 

80 

Capital Goods Industries 

14 98 

235 l 10 

2310 

224 1 

24 

3 1 

66 

5 3 

09 

Intermediate Goods Industries 

21 33 

187 1 10 

187 7 

179 2 

60 

47 

61 

68 

1 9 

Consumer Goods industries 

3046 

174 4 10 

173 1 

161 9 

5 3 

69 

26 

06 

5 8 

Durable Goods 

3 81 

303 l 10 

286 7 

246 3 

14 0 

17 4 

17 8 

1 0 

36 

Non Durable Goods 

26 65 

156 0 10 

156 9 

1501 

34 

45 

02 

05 

65 

Foreign Trade 

Unit 

Latest 

Cumulative for* 








Month 










(Jan 87) 

1986-87* 

1985 86* 

1985 86 

1984 85 

1983 84 

1982 83 

1981 82 

Exports 

Rs Crore 

1 015 

10,075 

9,058 

10,420 

11,855 

9,872 

8,908 

7,803 






(-121) 

(200) 

(10 8) 

(14 2) 

(16 3) 

Imports 

Rs Crore 

1.686 

15,910 

16,674 

18,371 

17,173 

15,763 

14,356 

13,671 






(7 0) 

(8 9) 

(9 8) 

(5 0) 

(9 2) 

Balances of Dade 

Rs Crore 

671 

5,835 

7,616 

-7,911 

- 5,318 

-5,891 

-5,448 

-5,868 

Employment Exchange Statistica 

Unit 

Latest 

Cumulative for* 








Month 










(Nov 86) 

1986 

1985 

1985 

1984 

1983 

1982 

1981 

Number of Applicants on Live Registers 

Thousand 

29,853 

29,853 

26,134 

26,270 

24,861 

23,034 

19,753 

17,838 

(as at end of period) 





(5 7) 

(7 9) 

(W«) 

(10 7) 

(8 3) 

Number of Registrations 

Thousand 

341 

5,038 

5,364 

$.766 

6,220 

6,756 

5,862 

6,277 






(-7J) 

(-8-0) 

(1J 3) 

(-8-6) 

(2 0) 

Number of Vacancies Notified 

Thousand 

30 

556 

629 

657 

707 

827 

820 

895 






(-71) 

(-13 5) 

(0 9) 

(-8 4) 

(6 6) 

Number of Placements 

Thousand 

23 

326 

349 

373 

407 

486 

474 

505 






(-*4) 

(-16 3) 

(2 5) 

(-6!) 

(5 2) 

Income 

Unit 

198546** 

198445** 

198344 

1982-83 

1981-82 

1980-81 

1979-80 

1978-79 

Gross Domestic Product (Current Prices) 

Rs crore 

2,15,004 

tJWU* 

1,22,204 

1,43,56$ 

L30.583 

1,14,021 

95,474 

87,326 

Gross Domestic Product (1970-71 Pried) 

Rs crore 

64,988 

tfigf 

»•* 5934* 

35,032 

$3,168 

50,736 

47.138 

49,633 

Per Capita Income (1970-71 Prices) 

Rupees 

798 

m 

764 

721 

715 

700 

664 

717 


1 a ■ *’ ■ ■ . . . . 

* For current year upto latest month for which data are available and for corresponding period of last year 
** Excluding gold and SDRs 
+ Upto latest month for which data are available. 

+ + Provisional data 

Nmtes. (1) Superscript numeral denotes month to which Figure relates, e g, superscript 1 indicates that the figure is for January and so on 
(1) Figures in brackets denote percentage variation over previous period 


FROM THE IVORY TOWER 


Darkness at Noon: Modernisation of Government 

A run Ghosh 


\ VISH to the room of any secretary to the 
union government these days is apt to im¬ 
press you The private secretary and the per¬ 
sonal assistant to the official have at least 
one electronic typewriter if not two, and 
many of the officials have personal com¬ 
puters tn their room Indeed, personal com 
puters these days adorn the rooms of the 
members of the planning commission, 
though most of them, as also the officials 
having them, do not know how to use a com 
puter, and even the few that do know how 
to use a computer, have understandably no 
time to use them They are always busy at 
tending meetings, or seeing visitors or clear 
ing urgent files No really high official has 
time even to look at a computer In fact, it 
would be somewhat silly of such a high of¬ 
ficial to spend his time on a computer, these 
should really be used by the junior officers 
whose task it is to compile, sift and analyse 
data 

Why then do these worthies flaunt per 
sonal computers in their rooms 7 Oh, well, 
it is the ‘in' thing, it is a sign of modernity, 
and it puts you a class above all the others, 
even among the secretaries to government 
It makes you an intellectual among the 
administrators 

But do the junior officers have personal 
computers, or even access to them' No, in 
deed for they are not entitled to computers 
In government, all facilities go by ‘entitle¬ 
ments not needs, and every once in a while, 
the office ‘babu’ will check up and distribute 
various appurtenances, including stationery, 
according to your entitlement 

And so it happens that nobody m the 
Central Statistical Organisation has a per 
sonal computer The poor statistician who 
is required to conjure up all manner of data 
at very short notice is simply not ‘entitled’ 
to these gadgets In fact, a grudging conces¬ 
sion is made these days they are given 
pocket or desk calculators in lieu of the age- 
old hand cranked Facit’ calculating 
machines that a few—only a few—of them 
used to be allowed earlier 

So, this is the modernity being introduced 
in government offices of late Fortunately, 
the really senior government officers now 
have private secretaries with electronic 
typewriters The letters they write these days 
are in impeccable print, something one used 
to see m the past only m letters written by 
the private sector industrial or business 
houses This is a welcome change 

Also, most offices are now equipped with 
photo copying machines—another good 
thing if you want to speed up matters Of 
course, an incidental fall-out of the presence 
of photo copying machines has been to make 
the task of espionage—including industrial 
espionage—so much easier But then, the 
really bad cases that have come to light in 


the past year or two have not involved of¬ 
ficial photo copying equipment Whole files 
have been ‘borrowed' overnight, photo 
copied and returned to where they belonged 
the next day 

But that is about all we have achieved in 
regard to the modernisation of the working 
methods of the government There has been 
no change either in the system of filing, or 
of noting, or of approval In fact, overtime, 
what has happened is that all decisions— 
the most insignificant of them—are now to 
be taken only at the highest level in any of¬ 
fice, whereas all basic noting, or basic work 
of analysis, still gets done at the level of the 
assistant, all calculations made by the jumor 
most technical officers—investigators, as 
they are called, though they do little in¬ 
vestigative work- -w ho are given desk calcu¬ 
lators to aid them Indeed, it is not un¬ 
common for tiie investigators to pass on the 
chore of making calculations to a worthy 
called the ‘compost and these are the per¬ 
sons who are ultimately responsible for your 
index of industrial production, or index of 
wholesale prices, or your data on crop 
output and so on 

We are reliablv informed for instance, 
that the working group on the revision of 
the index of industrial production met off 
and on over a period of seven years before 
submitting its recommendations as the revi 
sion of that index, and thereafter the In 
dustnal Statistics Wing of the Central 
Statistical Organisation was given a period 
of four months in which not only lo come 
up wiih revised index but also to prepare a 
press note giving s comparison of the old 
and new scries and commenting on the 
divergences between the two Ml this was 
supposed to be achieved quickly with the 
help of desk or pocket calculators 

But we are discussing the modernisation 
of the functioning of government, and the 
problems faced by individual offices o, of 
fleers do not concern us here Let us go back 
to the subject of computer Which of the 
primary agencies responsible for collating 
vital economic data has a computer or a 
micro processor todav something one finds 
in several rooms in the North Block or in 
the loknavak Bhavan, hooked up to a main 
frame computer in the National Informatics 
Centre 7 Let us undertake a random survey 

The revenue department, one is glad to 
say, has started using a computer, and that 
is a good thing (Though in retrospect today, 
as to whether that department will really use 
the computer to track down tax evaders, one 
cannot say tor certain) But let us take a look 
at the various agencies that control much of 
industrial and other economic activity in the 
country 1 he company affairs department of 
the industry ministry does not believe in 
computerisation, as a result, it does not 


know, it cannot know which companies are 
defaulters in respect of at least the more 
basic requirements of the Companies Act 
The department of public enterprises—or its 
affiliate agency, the bureau of public 
enterprises—does not have a computer, so 
it cannot keep abreast of the diverse pro¬ 
blems or even of the developments concer¬ 
ning public sector enterprises In any case, 
the bureau has now been emasculated, and 
has little authority over public sector under¬ 
takings under other departments of the 
government The various other administ¬ 
rative agencies controlling industnes—like 
the textile commissioner under the ministry 
of commerce or the sugar directorate of the 
ministry of agriculture—do not also believe 
m computers The DGTD (in the ministry 
of industry) has a computer, but either it 
does not know how to use a computer or it 
has no clout with industry any longer, and 
there is no regular inflow of the type of data 
that one would wish to be fed into the com¬ 
puter in regard to industry Even simple pro¬ 
duction data received by the DGTD are in¬ 
complete, and that is about the only use 
made of the computer today, namely, to 
tabulate monthly production returns, and 
returns of capacity and employment, some¬ 
thing that could be efficiently done on a 
desk calculator 

So, this is a problem Offices that need 
computers do not have them Those that do 
have a computer, do not have experts who 
can use the computers And individuals who 
have computers cither do not have the time 
to use them or sometimes do not know how 
to use them 

It is the same story with other aspects of 
modernising of office work and procedures 
We still have an antidiluvian system of ‘fil¬ 
ing’ papers and we have to have the age-old 
system of ‘daftnes who have to locate a rele¬ 
vant file (required maybe urgently) from a 
stock of dusty shelves With little system in 
regard to the stacking of files in the ‘record 
room' Nothing can be traced from a record 
room easily in any government office Then 
again, while iht rooms of ministers or of the 
secretaries to the government have been 
refurbished gcncralh with wood panelling 
on all the walls and will paintings and other 
objen dart decorating tin rooms the rooms 
of the sections are now in a worse state ever 
befort overcrowded, dirty dusts with stink 
ing corridors and unuscable toilets, the of 
flee rooms occasionally having fewer tables 
than clerks in position T hat is how many 
government offices function Our top ad 
mimstrators do not stem to realise that you 
cannot expect efficient work in such 
environment 

It is not surprising, this state of affairs, 
buausc while the top leadership is talking 
ot modernisation ot the economy, there is 
retrogression in our sery thinking proctxs, 
away from modernity and rationality, this 
lattei actually encouraged by our readers In 
tact, a throw back to antidiluvian ideas 
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really emanates from the top leadership 
Forty years after independence, we find 
otherwise rational people suddenly starting 
the game of boosting religious dogma and 
ritual It started with Indira Gandhi who, 
in the late seventies, suddenly started making 
a great show of visiting temples and paying 
obeisance It is increasingly evident today, 
in every aspect of government policy—via 
the Doordarshan and its programmes, via 
the hoo-ha made of every conceivable 
religious occasion—and it is now increasingly 
evident in the strident calls made by 
ambitious politicians (without any basic 
religious beliefs) trying to drum up the sup 
port of the masses on irrelevant issues and 
disputes 

Religion, essentially is an intensely per¬ 
sonal matter, it is a matter ol one’s personal 
faith and belief Every religion also has a set 
of moral values a code of ethics But no one 
is bothered about either the moral values or 
the code of ethics which different religions 
purport to propagate The focus is on the 
‘show’ of religion, on the ritual and the 
government is as guilty of attempting to stir 
up the ‘show part as diverse leaders of the 
population, petty demagogues seeking a 
political base 

When the leaders of the political party in 
power start going back to antidiluvian ideas, 
how does one hope that a modern, rational 
approach would hold sway in the function 
ing and in the opeiational procedures ot 
government offices 7 

There is another major hurdle to the 
modernisation ot government oftices That 
hurdle is ‘secrecy’ in everything connected 
with the functioning of the government One 
realises that the subject of ‘secrecy’ has sud 
denly become a highly sensitive one today 
But why 7 Apart from one or two ministries 
why is the functioning of government to be 
veiled in secrecy 7 What is so secret about the 
operations and functioning of, sav, the 
ministry of agriculture? Why should even the 
data on the cost of production of different 
crops—derived f r om farm surveys and 
studies be treated as secret 7 These are not 
isolated instances Everything about govern 
ment functioning is a secret, there are no 
data other than ‘for official use only’ Why 7 
Does the country not have a right to know 
what is going on in regard to economic and 
other actions of the government 7 

The essence of democracy —if that is, we 
believe in government of the people, for the 
people, by the people—is ‘open’ admimstra 
tion And openness of government is syn¬ 
chronous with wide dissemination of infor¬ 
mation The latter cannot be achieved unless 
we modernise our information system, and 
at the same time remove the veil of secrecy 
from the data available with government 
The various regional offices of the company 
law board and of the department of com 
pany affairs cannot be expected to even focus 
on the administration of the Companies Act 
without computers in each office, so that all 
data can be stored efficiently, with facility 


of instant recall, m fact, the company affairs 
department does not today even know which 
companies have defaulted m regard to major 
requirements of the company law, or even 
as to sending in the returns required under 
the Act You visit the library of the depart 
ment of company affairs—of which you 
would require a pass to be approved of by 
at least a deputy secretary—and you realise 
with a shock that the library does not have 
the balance sheets of even the major com 
panics, and that those that are to be found 
are in such a disarray that to find any par¬ 
ticular balance sheet is an impossibility And 
perhaps there are no more than some 500 
or maybe a thousand balance sheets, when 
the total number of companies (both private 


MAH1NDRA AND MAHINDRA (M and 
M) suffered a setback in its performance 
during 1985 86 with gross profit declining 
from previous years Rs 29 72 crore to 
Rs 24 90 crore in spite of increase in overall 
turnover fiom Rs 405 crore to Rs 433 crore 
With the tax liability claiming more than in 
the previous year net profit has tumbled 
fiom Rs 13 55 crore to Rs 8 14 crort The un¬ 
changed dividend of 20 per cent is covered 
2 09 limes by earnings as against 3 48 times 
previously The results were affected by 
several factors While demand foi the jeep 
range of vehicles has remained it a satisfac 
tory level, there has been very little growth 
in overall demand for light commercial 
vehicles The entiy of live new companies 
in this field has further aggravated this situa 
non In keeping in line with the changing 
market conditions, the company made 
changes in its product lines and introduced 
(he new model MM 540 which received ex 
cellcnt acceptance in the market The trac 
tor demand during this year has shown a 
healthy increase and the management is 
planning to introduce three new models ot 
tractors which will enable the company to 
reach a bigger and different segments of the 
market 1 he results would have been better 
had the company been able to ship vehicles 
against a firm order fiom Iran for 10,000 
units which was to be completed before end 
of October last Due to conditions prevail¬ 
ing in that country, the Iranian party was 
not able to open letters of credit in sufficient 
quantities for the company to execute the 
complete order It has so far shipped 3,432 
units to Iran including 1,440 units shipped 
in December last These vehicles are specially 
engineered to meet specific market needs in 
Iran, involving use of certain specialised im¬ 
ported parts In order to fulfil its com 
mitments under the order, the company had 
to import large inventories and as the order 


and public) exceeds 54,000, and the Reserve 
Bank of India analyses more than 1,800 
annually 

In government, knowledge is power 
Knowledge of the misdeeds of companies 
must therefore remain concentrated in a few 
section officers That gives them power over 
defaulting companies lb take away the veil 
of secrecy is to expose the companies, to take 
away the power of some lowly officials That 
cannot be permitted 

And so, you have computers installed in 
the rooms of a few senior government of 
ficers, not in every office or every depart¬ 
ment where there is need for computerisa¬ 
tion of information The name of the game 
is the ‘show of modernisation’ 


got dclaytd it has been burdened with a very 
heavy inventory tarrying tost whith is 
refletted in increase in interest costs from 
Rs 23 86 crore to Rs 29 52 crore. In addition 
to all this, the company had a slow down 
in its plants during May and June 1986 iris 
ing out of a dispute in the payment of bonus 
in the automotive division As a result 
there was a considerable loss of production 
Keshub Mahindra, chairman, told share 
holders at the annual general meeting that 
the company had received several interesting 
enquiries from advanced countries, par 
ocularly the US and Australia and there was 
a good potential to develop these areas tor 
future export markets While the Australian 
market could be reached within the next few 
months, the US market would require a great 
deal of work in the design of the product 
to meet the pollution and safety standards 
of that country A trial order for an enquiry 
from the US market was being processed 
He pointed out that the pressure on costs 
continued unabated and the market was 
highly competitive The company would 
have to put in considerable efforts to sell its 
products Given normal conditions, the per 
formance this year would be “reasonably 
satisfactory” in spite of the heavy inven 
tones In the current year upto April 22, the 
company has produced 15,230 vehicles and 
7,516 tractors and sold 15,509 vehicles and 
7,627 tractors as compared to 14,465 vehicles 
and 5,594 tractors produced and 15,761 
vehicles and 5,761 tractors sold during the 
same period last year 

HINDUSTAN DEVELOPMENT COR¬ 
PORATION (HDC) was able to increase its 
turnover during 1986 by over 27 per cent to 
Rs 103 crore but at the cost of margins, for 
gross profit edged up by a mere 1 per cent 
from Rs 11 84 crore to Rs 12 04 crore. Net 
profit was Rs 7 54 crore against Rs 6 04 
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' Wore. The ahareaouren nave been well 
rewarded by an unchanged dividend of 20 
per cent on the capital doubled by a one- 
for-one bonus issue which is still covered 
4 55 times by earnings, last year’s distribu¬ 
tion had a hefty cover of 7 36 times The per¬ 
formance of the Bamunan plant of the com¬ 
pany’s engineering unit at Calcutta has been 
better than last year and is expected to fur¬ 
ther tmprove this year The Tiljala plant has 
upgraded as technology for air pollution 
equipment by entering into fresh collabora 
tion agreement with James Howden and 
Company, Glasgow for heavy duty and high 
performance fans including ID fans for 500 
MW boilers which will dominate the power 
generation field m coming years Production 
of steel castings at Bamunan plant increased 
from 2,432 tonnes to 4,325 tonnes in spite 
of power constraints Cast steel maganese 
steel crossings are now being supplied to 
Indian Railways on regular basis for the first 
time The company’s engineering unit at 
Bharatpur achieved higher production and 
turnover The manufacture of Auto tyre bead 
wires has been started and the product has 
been well received in the market The steel 
wire division o< Hindustan Kokoku Wire 
(HKW) at Fandabad continues to be run by 
this unit The amalgamation p-oceeding of 
HKW with HDC arc pending with High 
Couits at Calcutta and Delhi The com 
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party's chemical division at Haldia (W»t 
Bengal) produced 52,662 tonnes of caldned 
petroleum coke against 5,11,172 tonnes in the 
previous year, but sales realisations were not 
higher, since the prices were reduced follow¬ 
ing decrease in pnees of raw petroleum coke 
by Rs 776 per tonne by the central govern¬ 
ment Sales of carbon paste division rose 
from 1,438 tonnes to 2,457 tonnes The 
chemical division at Olpad in Surat district 
of Gujarat could not increase its production 
due to power cuts Demand for sodium 
cyanide and potassium cyanide remained 
sluggish in the local market but demand for 
sodium cyanide in the international market 
started picking up during the later part of 
the year and a better realisation is expected 
for the future exports The project for the 
manufacture of sodium ferrocyanide and 
sodium sulphate was commissioned during 
the year and the products have met with 
good response The company expects to meet 
next year the country's entire requirements 
of these products v hich are at present wholly 
imported The project for the manufacture 
of diphenyl quanuime s being implemented 
and is expected to bi commissioned by the 
end of 1987 1 he H 1 insulator division at 
Mandideep in MP has commenced produc 
tion' The companv has finalised a foreign 
collaboration for implementation of acorn 
posite sttcl plant ol a capacity of 1 25 lakh 

(Rs Lakh) 
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application has been made to the govern¬ 
ment for import of capital goods required 
for galvalume steel sheet project of a 
capacity of one lakh tonnes per annum The 
company has got a letter of intent for set¬ 
ting up a cynaunc chloride project with a 
capacity of 1,650 tonnes at the existing site 
at Olpad The company intents to raise ad¬ 
ditional capital required for these extention 
programmes by issue of shares/debentures 
during the current year Hindustan Magcobar 
Chemicals, m which HDC subscribed 24 per 
cent of the share capital, went into commer¬ 
cial production of oil fields and related 
chemicals 

K1RLOSKAR BROTHERS has turned in 
improved working results for the year end 
ed July 1986, although it had to contend 
with serious constraints due to several fac¬ 
tors including diversion of attention on non¬ 
productive issues Legal proceedings were 
initiated by the government for the alleged 
violations of provisions of central excise and 
Salt Act and Tera, which are subjudicc. 
Turnover in pumps and compressors improv¬ 
ed considerably Total sales amounted to 
Rs 78 08 crore against Rs 62 33 crore in the 
previous year and gross profit was up from 
Rs 2 11 crore to Rs 2 51 crore Net profit was 
Rs 98 lakh compared to Rs 64 lakh previous¬ 
ly I he directors have recommended repeti¬ 
tion of a 10 per cent dividend which is 
covered 3 16 times as against two times 
Exports reached an all time record of Rs 4 04 
crore (Rs 2 79 crore) 1 he downward trend 
in the demand for machine tools continued 
throughout the year Vigorous marketing ef¬ 
forts however, have considerably improved 
the order position for machine tools in the 
current year I he duectors say that momen¬ 
tum tor the business in the current year 
is picking up and they expect improved 
business I he company has entered into 
foreign collaboration agreements with Oil 
Tool Specialities Company, USA for manu¬ 
facture of christmas trees and conventional 
wellhead assemblies, with Godiva Fire 
Pumps, UK, for manufacture ot fire fighting 
pumps and with Nikkiso Company, Japan, 
tor manufacture ol canned motor pumps 
These collaboiatinns are expected to 
strengthen the companv s capabilities in the 
respective fields The subsidiary. Hydrodyne, 
showed a fair improvement with increased 
profits for the year ended February 1986 
Due to unsteady demand for the products 
assembled and manufactured by the com 
pany, the directors are considering the pros 
and cons ol continuing the operations there. 
Continued depression in the business of the 
subsidiary may also have bearing on the 
parent company's operation Kirloskar 
Rateau, the other subsidiary, which was to 
be 100 per cent export-oriented unit in 
manufacturing and exporting multistage 
pumps to the joint design of Alsthom and 
the company has not yet received permission 
for investment by the company Flsthom has 
now withdrawn from this project 
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The Satanic Fallacy 

GPD 


THE famous American literary critic the 
late Lionel Irilhng had once coined a 
term—Angelic fallacy’ Americans it ap 
pears, are prone to the belief that their side 
(in any given dispute) is one of virtue and 
that anybody who supports them must be 
great because he is on the side of the angels 
By angelic fallacy the Saudi King or the 
South Korean dictator would emerge on the 
side of the angels The same would be true 
of Pieter Botha of South Africa We would 
have added General /ia ul Haq of Pakistan 
to the list, but we cannot because m our 
country for many a liberal and radical his 
virtue consists not as much in being on the 
side ot the angels as in being against the 
Soviet devils Trilling, of course, was talk 
ing of writers, but the analogy is easily ex 
tendabli to politics as well and appears 
eminently apposit in the realm of inter¬ 
national politics 

If the Americans have their ‘angelic 
fallacy’, we have it would appear our 
‘saiamc fallacv’ Our world is fairly small 
unlike that of the Americans, otherwise a 
whole list of international satans from the 
Indian perspective could be given In our 
case basically thcic is one satan and that is 
China China seems to throw evervbody out 
of gear all the time 

Look at it this wav We are in the midst 
of a moral crisis Fairfax Bofors, Czech 
revolvers and w hat have you (We are non- 
aligncd not only in virtue but also in you 
know what) We had taken the first few steps 
in sorting that muddle out by sacking the 
defence minister lhe man who was being 
attacked for harassing gentlemen like 
kirloskar not a long w bile ago hid emerged 
as a paragon ol virtue honesty and cltan 
ness Right at that lime the (h ntsc 
spokesmen had to cotnc out with a strongly 
worded s'atement accusing India ol mbbl 
ing at its territory Now who does not know 
that we don t do any such ihing I he C htnesc 
were being less that Jevei when they told the 
Indian journalist ol the Pak bomb tame that 
India should be happy that they are not talk 
mg about Sikkim rather than expect ( hinest 
recognition of the (act ol Sikkim s uicoi 
poration in the Indian Republic Oh ihcsc 
devils' 

The result was that suddtnlv there was 
speculation in New Delhi that when the 
snows melt in May and Junt the satans 
would come galloping down the slopes of 
the Himalayas ‘to teach India a lesson We 
understand that C hina experts, particular 
ly those lecogmsed by the government of 
India and its various agencies, are having a 
hard time predicting tin time of the near cer¬ 
tain Chinese invasion The best answer 
would be that it all depends on meteoro 
logical factors When would the snows melt 
or melt enough'' How can anybody say’ 
Once we have made up of our mind that 


the people in Beijing are not exactly gentle¬ 
men the satamc fallacy takes over The ques¬ 
tion then is one of the timing of the clashes 
The satans can have no case The border is 
settled, it has always been, that is the attitude 
to adopt The problem with Stno-Indtan 
relations today is our reluctance to concede 
the fact of any dispute over the border There 
is no dispute we say The only problem is 
that the Chinese refuse to acknowledge the 
fact that whether it is Aksai Chin or 
McMahon Line our position is right— 
justified by history, law, custom, practice and 
what have you Oh god, when will the 
Chinese learn that' 

The satamc fallacy operates m yet another 
way T he argument usually runs as follows 
Even if we sign a boundary agreement with 
the Chinese where is the guarantee that there 
would be no India China conflict ' So keep 
talking if you like (At this point the speaker 
usually lowers his voice and in an unaerstan 
ding sort of way assures you that he is not 
against negotiations or talks A couple of 
months ago we heard someone doing 
precisely that) But there is no argument in 
favour of any settlement except on our own 
terms 

lhe problem is—what are our terms’ Is 
watershed the principle of demarcation' If 
vo, doesn’t the Thrim basin in the western 
sector belong to China as much as the Indus 
basin belongs to us ’ Is it impossible to lake 
the Sino Indian talks a step further bv ac¬ 
tually identifying the geographic principles 
on the basis of which an eventual agreement 
might emerge If watershed could be the 
principle on which the mountainous border 
is demarcated, the Chinese claims m the 
western sector, 1 c, in the Aksai Chin area 
arc not baseless This is not to say that their 
version ot the border has to be accepted in 
toio In any event, u should be clear that 
there is a basis lor talks The Deng Xiaoping 
package could be treated as the basis, the 
underlying historical and geographical prin 
ciples could be identified and the job of 
demarcation and delimitation ot the fron¬ 
tier could be undertaken 

The same is true of the eastern sector 
We have written about the problem of 
bumdorung Chu valley (see ‘How North 
Was My Valley’, FPW, September IT, 1986) 

It is a moot question if it is enough to say 
that the McMahon Line is the border 
(' watershed or no watershed, McMahon 
Line is the frontier" Nehru had said then) 
There is still the the problem of actually 
demarcating the border on the ground It is 
not realistic to expect any country to agree 
to do such a thing without a comprehensive 
border settlement This comprehensive 
border settlement will have to base itself on 
some tangible, identifiable geographic prin¬ 
ciple Frontiers are not and cannot be 
h£geltan categories Even satans would in¬ 


sist on tangible, physical properties of the 
frontier We should accept that there is no 
escape from this 

The argument that a border settlement 
with China is no guarantee of a smooth, har¬ 
monious relationship is indeed true but 
irrelevant A modern state needs settled and 
unambiguous borders just as much as it 
needs tanks and railway systems That other 
problems will not disappear is no argument 
against solving (his problem 

't is a paradox (or perhaps not a paradox) 
that the states which are accused of desta¬ 
bilising the modern Indian state are not even 
directly named, but a state which is look 
ing for a bottler settlement with India is 
being projected as the villain of the piece 
The absurd theory of a Sino-Pak-US axis 
against India would ovei the period of time 
be a self-fulfilling prophecy If that is the 
nightmare we see today the question would 
be what we are doing to prevent this possibi 
lily from materialising Are there no diplo¬ 
matic initiatives that we can possibly take’ 

To be sure there are. It is important to 
abandon the satamc fallacy We are helpless 
against bigger states which treat us with con 
tempt, while our media and official mtellet 
tuals arc pictures of bravery when it comes 
to smaller, Asian powers It is turn, we got 
out of this fixation 

The question sfill remains Will there be 
a war between India and China' It seems 
doubtful K C Pant’s secret and not so-seerct 
mission to Beijing was presumably under 
taken to avoid that possibility But then that 
mission has solved the problem of the sum 
mer of eightyseven It has brought the fever 
down but has not tackled the disease The 
summer of eightyseven is not the last 
summer A conflict can arise anytime if the 
border settlement is indefinitely postponed 
It is time we attended to the problem mi 
mediately and did so on the condition that 
tht terms ‘concessions' and appeasement 
are not used for a while In international 
politics the fust useful rule to learn is that 
there are no angels and no satans in our 
world today 
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KERALA 

Growing Food Deficit 

KPK 


THE latest Economic Review (1986) pub¬ 
lished by the state planning board presents 
a grim picture of the Kerala economy Much 
of what it has to say should not come as a 
surprise to those who have been observing 
the performance of the economy over the 
last decade or so Lopsided priorities m 
various development programmes, ineffective 
implementation, rampant corruption and 
above all subordinating the overall require 
ments of the state to the concerns of sec¬ 
tional vested interests cannot but create the 
sort of economic situation that has been 
revealed in the annual economic review 
While the national economy registered a 
growth rate of 5 1 per cent in real terms, the 
Kerala economy has just managed a growth 
rate of 2 9 per cent in 1985-86 The worst 
hit has been the agricultural sector which has 
suffered a severe setback registering a mere 
I 5 per cent growth rate There has been a 
general decline in area, production and pro¬ 
ductivity of crops The striking feature, 
however, is that the decline in area under 
paddy to the extent of more than 52,000 hec¬ 
tares followed a decline in all major crops 
The marginal increase in the productivity of 
paddy has not bfcen able to offset the impact 
of the area decline resulting in a decrease of 
6 6 per cent m nee production As it is Kerala 
is a chronically deficit state in respect of 
foodgrains and the situation is being salvag 
ed only because of the improved situation 
in the national economy and the working of 
a public distribution system encompassing 
the whole population and distributing rice 
and wheat received through central 
allocations 

There is no doubt that the grim agn 
cultural situation has been partly the result 
of failure of monsoons resulting in a decline 
in rainfall of more than 40 per cent over the 
previous year But it is to be noted that the 
tailure of monsoon is not an isolated event 
and has been a regular feature for the last 
five years or so What then is happening to 
the irrigation system in the state 7 It is in 
teresting to note that the total investment m 
major and medium irrigation till March 1985 
has been Rs 460 crore creating a potential 
for irrigating 2 lakh net hectares, that is to 
say an investment of Rs 23,000 per hectare 
This should be contrasted with the invest 
ment in minor irrigation of about Rs 65 4 
crore irrigating 1,62,600 hectares, i e, 
Rs 4,022 per hectare, or nearly one-sixth of 
the former And note here that the poten¬ 
tial for minor irrigation has been estimated 
at 11 lakh hectares How does one explain 
this lopsided priority in irrigation except 
through the fact that there are strong forces 
at work which are interested in massive in¬ 
vestments in major irrigation even though 


these do not really fructify or fructify, if it 
all, after a considerable loss of money and 
time, not to speak of the valuable resources 
which the state can ill afford? Even now 
there are a number of major and medium 
irrigation projects under construction for the 
last two decades, if not more: But for Kerala 
it is not just a matter of creating irrigation 
systems, it has to take into account the 
diverse crop combinations and the fact that 
two thirds of the area is under perennial 
crops As of now all the public irrigation 
systems are designed for field crops and thus 
the potential for increasing the productivity 
of perennial crops through irrigation remains 
untapped It is this aspect which makes a 
good number of crops vulnerable to situa 
tions ot drought or just below-normal 
rainfall 

But the overall decline in area cannot be 
explained fully by the above factors Why 
should a large area under paddy go out ol 
cultivation in a single year 7 Why is it that 
area under most other crops also shows a 
decline 7 fturt of the answer should be sought 


m terms of the degradation of land taking 
place m the state as a result of the reckless 
and uninterrupted destruction of forests 
Deforestation in the Kerala context can 
create havoc because of the particular 
topography of the land Even small rains 
may lead to floods in such situations It has 
been noted that during the last year an area 
of nearly 15 lakh hectares under various 
crops has been subjected to floods causing 
damage estimated at about Rs 162 crore 
Despite the public outciy against defores¬ 
tation, it is not an exaggeration to say that 
the process continues unabated and, as the 
recent verdict of the High Court states (refer¬ 
ring to illegal felling in a dense forest in 
Nilambur m Malabar), the entire bureau 
cracy of the forest department as well as a 
number of politicians cannot be absolved of 
their responsibility The problem of land 
degradation has also come up in low lands, 
especially in waterlogged regions, where the 
growth of certain weeds has forced many 
farmers to keep their land fallow 
Fish production is an important activity 
of the primary sector in the state But the 
trend here is one of steady decline Kerala's 
share in 1965 was 40 per cent of all India 
production, it has now declined to 19 per 
cent From a total production of 4 52 lakh 
tonnes in 1984 there has been a 20 per cent 
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MONEY MARKET 

Missing the Wood for the Trees 

T K Velayudham 


ONE of the few fall-outs from the 
Sukhamoy Chakravarty committee report on 
the working of the monetary system, is the 
report of the working group on the money 
market, which has now come to be known 
as the Vaghul committee report In pur¬ 
suance of the Chakravarty committees 
recommendations relating to the develop¬ 
ment of the money market, the Reserve Bank 
of India (RBI) appointed on September S, 
1986, a working group to examine the 
possibilities of enlarging the scope of the 
money market and to recommend specific 
measures for evolving money market instru¬ 
ments The specific terms of reference of the 
working group were (i) to examine money 
market instruments and recommend specific 
measures for their development, (ii) to 
recommend the pattern of money market in 
terest rates and to indicate whether these 
should be administered or determined by the 
market, (m) to study the feasibility of 
increasing the participants m the money 
market, (iv) to assess the impact of changes 
in the cash credit system on the money 
market and to examine the need for develop¬ 
ing specialised institutions such as discount 
houses, and in this context to examine the 
interaction between the inter corporate 
market and the expanded money market, 
and (v) to consider any other issue having 
a bearing on the development of the money 
market 

Before the details of the report are looked 
into, it seems appropriate to congratulate the 
Vaghul committee for almost adhering to the 
time-schedule indicated m the memorandum 
appointing the working group The commit¬ 
tee seems to have done some quick work m 
about five months, and this is in contrast 
to the general experience with committees, 
which by seeking extensions, give the impres¬ 
sion that the task entrusted to them is in¬ 
deed stupendous But it must also be said 
that a quick job need not necessarily mean 
a thorough job 

Terms oi Rrt erence 

The work of a committee or working 
group is influenced by the terms of reference 
given to it and much depends on how broad 
and flexible the terms are and on the 
ingenuity with which the committee or 
working group makes use of the terms of 
reference A comparison of the terms of 
reference given to the Vaghul committee with 
the observations made on the development 
of the money market by the Chakravarty 
committee (vide paras 12 $6 to 12 66) clearly 
shows that the terms of reference given to 
the Vaghul committee were too specific and 
narrow; and that the emphasis of the terms 


■ had been more on instruments, pattern of 
rates, etc, than on the broader objective of 
development of the money market perse It 
is admitted that the instruments and pattern 
of rates are part and parcel of the money 
market, but developments in these cannot 
precede but follow from the development of 
the money market structurally, functionally 
and spatially This seems to be the intention 
of the Chakravarty committee when it 
recommended the widening and deepening 
of the monc> market It is indeed surpris 
ing that the spirit and content of ihe 
Chakravarty committee’s views on money 
market development should have been 
missed while framing the terms of reference 
Instead of specifying the terms, RBI could 
have asked the working group to (l) suggest 
ways in which the monev market eould be 
broadened, and (it) bring out the tmplica 
tions of broadening the market for instru 
ments, interest rates and supporting institu 
tions This approach would have given the 
working group greater lattitudc m dealing 
with the entire question of development of 
the money market 

The terms of reference seem to hase been 
further narrowed down by the advice given 
to the working group bv the deputy gover 
nor and the executive director 7 hree aspects 
of the advice given are worth noting The 
first is that the woi king group could give 
specific attention to money market instru 
ments, existing as well as new Stcondly ihe 
working group was urged to examine how 
the money market rates could be dovetailed 
into the present administered structure of 
overall interest rates T he third and the more 
important aspect is that the working group 
was asked lo take the present monetary en 
v iron merit as given (para 1 5 of Vaghul 
report) in other words, the working group 
was asked to do what it could, accepting the 
rigidities and incongruities of the existing 
monetary environment This was obviously 
not the intention of the Chakravarty com¬ 
mittee when it made out a case for widen¬ 
ing and deepening the money market 

Some General Issues 

The net effect of the constraints imposed 
on the working group by the terms of 
reference and by the advice of the deputy 
governor is that the working group did not 
go behind the terms of reference In the 
result, the group seems to have missed some 
general issues relevant to the development 
of the money market 

First, the working group seems to have 
viewed the question of widening the money 
market only in terms of the number of par¬ 
ticipants This does not seem to be correct 


The widening of the money market will have 
to be in terms of geographical coverage as 
well This is necessary in the context of the 
size of our country Not only that With the 
growth of branch network of banks and with 
the increase in incomes accompanied by the 
growth of habit of investing m financial 
assets, many metropolitan areas have 
become money and financial centres These 
centres will have to be linked by efficient 
communications if the funds have to move 
between centres and thus even out the short¬ 
term surpluses and deficits Otherwise, 
pockets of surpluses and deficits will remain 
with understandable consequences for the 
interest rates Moreover, in the absence of 
outlets, funds in these new money centres 
will only flow to swell the unorganised sec¬ 
tor Broad-basing of the money market in 
the real sense should, therefore, come about 
through the linking of important money cen 
ires in the country Such an integration 
would not only generate additional resources 
but also widen the area of central bank 
intervention for influencing liquidity in the 
economy The Vaghul working group could 
have started with the basic premise that there 
are a number of financial centres in the 
country which need to be developed and 
linked and that such a measure would pro 
vide an adequate basis for the long-term 
growth of the money market Perhaps, the 
working group was conditioned by the iradi 
tional view that onlv Bombay and Calcutta 
constitute the monev markei 

Another aspect is that the Vaghul group 
has viewed the money market in isolation 
liom the cxehangc market and the capital 
market for instance the short term funds 
market and the torugn exchange market 
interact, given the need for imercst arbitrage 
Though in India money market and foreign 
exchange market tnay not interact as inttn 
sivtly as in the advanced countries where 
there are no exchange control restrictions 
and where funds maikets are highly inte 
grated, yet the money market in India can 
not be entirely free from the developments 
in the foreign exchange market This is so 
particularly because of the differences in 
interest rates prevailing in India and abroad 
and also because oi the operations in India 
of branches of foreign banks which are 
multinational m character It is known that 
foreign banks in India are quite active in the 
money market more often as lenders than 
as borrowers The movement of funds 
through foreign banks can take place as 
sale/purchase of foreign currency To the 
extent that this happens, the funds position 
in the money market need not reflect the 
genuine suppiy/demand situation This 
point is made^ecause of its bearing on the 
nature of participants in the money market, 
which is dealt with later Similarly, there is 
always some interaction between the money 
market and the capital market While short 
term funds may not flow into the capital 



" jparfett, long-term foods do flow into the 
money market till suitable and attractive 
long-term investment outlets arise. In other 
words, the money market cannot be in¬ 
sulated from the influences of the capital 
market 

The Vaghul group has not considered the 
need for linking at least certain important 
components of the informal money market 
with the formal sector, though the group has 
referred to it briefly in para 2 5 In this the 
group seems to have faithfully followed the 
Chakravarty committee which dismissed this 
subject as insignificant While mdhts and 
chit-funds function more as saving schemes, 
the role of indigenous bankers is different 
they are an important adjunct to the forma] 
sector in the matter of providing short-term 
funds They have links with the banking 
system Besides, they are an important 
source for financing stocks of sensitive com¬ 
modities subject to selective credit controls 
Again, indigenous bankers meet the credit 
needs not of unsatisfied borrowers as the 
Vaghul group thmks, but of distributive 
trade and more imporantly the SSI units 
which are squeezed on the one hand by lack 
of trade credit from large-scale units and on 
the other by the stiff margins imposed b> 
banks To omit from the efforts to develop 
an organised money market a sizeable infor¬ 
mal pool of short term funds does not seem 
realistic Though committees/working 
groups refer to the informal sector of the 
money market, no plan of action is ever 
indicated to integrate it with the formal 
sector 

Lastly, a reading of ihe Vaghul report 
along with the Chakravarty committee 
report gives the impression that the former 
seems to have taken a negative stance 
on quite a few important aspects of the 
Chakravarty committee’s recommendations 
on the development of the money market 
It seems desirable that a working group ap 
pointed to examine the recommendations of 
an earlier committee endeavours, as far as 
possible, to take forward the findings 
towards implementation, more so when both 
are appointed by the same authority One 
cannot help recalling the amusing incident 
of the Bhuchar committee throwing out 
every recommendation of the James Raj 
committee (on restructuring of banks), 
though both were appointed by RBI' 

Four Sub Markets 

From the point of view of development 
of the money market, the Vaghul group 
analysed four areas of the money market, 
which may be called four sub-markets, and 
makes recommendations in respect of these 
sub-markets These four sub-markets are the 
same as those indicated by the Chakravarty 
committee In addition, the Vaghul group 
recommends the setting up of a finance 
house and also suggests for considering 
development of a few new money market 
instruments The entire exercise is preceded 
by a lucid analysis of the present structure 
and characteristics not only of the overall 


marina but also of some of the 
i e, call money market, market for treasury 
bills and inter-corporate funds market 
As a background to its recommendations, 
the Vaghul group outlines the conceptual 
framework in the form of broad objectives 
of the money market which are (a) it should 
provide an equilibrating mechanism for 
evening out short-term surpluses and deficits, 
(b) it should provide a focal point for cen¬ 
tral bank intervention for influencing liqui¬ 
dity in the economy, and (c) it should pro 
vide reasonable access to users of short-term 
money to meet their requirements at a 
realistic price. To achieve these objectives, the 
Vaghul group adopts a four-pronged strategy 
comprising (a) selective increase in the 
number of participants to broaden the base 
of the monev market, (b) activating the 
existing instruments and developing new 
ones so as to have a diversified mix of 
instruments, (c) orderly movement away 
from administered interest rates to market 
determined interest rates, and (d) creation 
of an active secondary market through 
establishing new sets of institutions 
The broad objectives and the strategy laid 
down by the group are of interest, as these 
serve as the touchstone for testing the 
various recommendations of the group and 
for assessing the txtem to which these 
recommendations would facilitate the 
development of the money market in India 
( 1 ) Call Money Market 
Recognising that the inter-bank call 
money market is an important segment ot 
the money market in the country, the Vaghul 
group considers the improvement in the 
functioning ot this market as vital to the 
development ot the monty maikct For this 
purpose, it identities two factors which seem 
to have inhibited the proper development 
of the money market and therefore seeks to 
eliminate them These two inhibiting factors 
are ceiling on call money rate and virtual 
ban on new entrants into the market 
Taking up the question of ceiling on the 
interbank call money rate, the group rightly 
observes that the ceiling has been often 
breathed by the participants adopting 
various devices However, at the same time, 
the group observes in para 4 3 that because 
of the cap on call money rates, banks faced 
with very short teim illiquidity, arc unable 
to fully meet their requirements of funds 
This is somew hat puzzling even if one were 
to regard it as a dilemma Does the group 
imply that in the absence of a ceiling on 
rates, funds would have flown to the extent 
required by banks 7 This is obviously not 
what the group implies, otherwise it cannot 
maintain the argument that the ceiling rate 
has often been breached, because, if the ceil 
ing on rates is circumvented by devious prac¬ 
tices, the so-called ceiling on rates could not 
have been a deterrent to the flow of funds 
to the inter-bank call market The real situa¬ 
tion was that the rates were far higher than 
the ceiling and the banks could not have 
afforded to borrow at these rates even in the 
absence of penalties for shortfalls in SLR 
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arises not merely because borrowing banks 
are badly in need of funds but also because 
of the structure of the market It is well 
known thkt the call money market is lop¬ 
sided with a few predominant lenders and 
a large number of borrowers and this results 
in the rates being dictated by lenders who 
enjoy a semi-monopoly position The ques¬ 
tion which the Vaghul group should have 
asked itself is whether the presence of a 
larger number of participants in the market 
could not have avoided or minimised the 
pressure on the rate. This question ts very 
relevant from the point of view of widening 
the money market 

Secondly, Vaghul group has recommended 
the abolition of the present ceiling on call 
money rate fixed by the Indian Banks 
Association (IBA) and has favoured the 
determination of the rate by market forces 
This is indeed wise and realistic. But the way 
the group has arrived at this recommenda¬ 
tion ts somewhat confusing After referring 
to the Chakravarty committee’s suggestions 
for increasing the number of participants in 
the money market and for abolition of the 
ceiling on call money rates, the Vaghul group 
argues that an increase m the number of par¬ 
ticipants and the abolition of the ceiling 
would necessitate alignment ol the Treasury 
bill rate and that the overall interest rate 
structure is far from the kind of realigrment 
of rates envisaged by the C hakrevarty com¬ 
mittee I herctore, the Vaghul group is ol the 
view that while continuing with the restne- 
tions on new entrants in the call monev 
market, the present ceiling on the call money 
rate should be abolished and that the call 
money rates should be left to be determined 
by market forces The question is why riot 
the Treasury bill rate be aligned 7 In tact, it 
was the intention of the Chakravarty tom 
mittee that the Treasury bill should move 
away from a fixed, artificially low discount 
rate to a flexible rate that would make Ihe 
Treasury bill rate a pace-setter for other rates 
in the money market The Vaghul group has 
not given any convincing reason for its stand 
on the Treasury bill rate A perusal of para 
4 6 of the Vaghul report points to two in¬ 
ferences one is that, unlike the Chakravarty 
committee, the Vaghul group is not inclined 
to distuib the present rate of discount as 
it would add to the cost of short term bor¬ 
rowing by the government, the second in¬ 
ference is that the group is more concerned 
about the profitability ot banks It is odd 
that the group while advocating a market 
determined call money rate should allow 
such considerations as profitability of banks 
to influence its recommendations A market- 
determined call money rate should reflect the 
availability of funds in relation to demand 
and nothing else 

A third aspect ol tne group's recommen 
dations relating to call money rate is that the 
call money placed by the I IC and UT1 
would continue to be subjected to the pre 
sent ceiling rate of 10 per cent The only 
reason given for this lecornmendation •« that 
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to continue to participate in the money 
market' Is it the intention of Vaghul group 
to introduce dual pricing for call money 7 
Does it not amount to further segmentation 
of an already narrow market which will only 
contribute to rigidity in the call money rate 7 
How does it square with the Vaghul group's 
concept of freeing the inter-bank call money 
rate 7 Besides, how do we enforce that 11C 
and UT1 adhere to the ceiling of 10 per cent 7 
If the call money rate on non L1C and non 
UT1 funds rises far above 10 per cent, will 
not the pressure of demand be diverted to 
LIC and UT1 funds necessitating a breach 
of this ceiling 7 It is difficult to understand 
why the Vaghul group made this recommen 
dation The Vaghul group seems to be con¬ 
fused on the issue of ihe call money rate and 
it seems to have got into this confusion 
because, instead of looking at the call money 
rate per se, the group looked upon the call 
money rate as a by product of its three 
premises namely, that the Treasury bill rate 
cannot be disturbed, that the banks’ pro 
fitability should not be adversely affected 
and that there should be no increase in the 
number of participants m the call money 
market The entire question of short term 
rates calls for a second look in the light of 
the recent changes in interest rates, which 
invalidate the Veghul group’s argument that 
the overall interest rate structure is far from 
the kind of alignment of rates envisaged by 
the Chakravarty committee (para 4 6) 
Ibrning to the question of virtual ban on 
new entrants to the call money market 
which is the second factor inhibiting the 
development of the call money market, the 
working group does not seem to be clear or 
convincing in its views Accepting the fact 
that the development of the money market 
has been inhibited by the ban on the entry 
of new participants (para 4 2) and after men 
tioning, as part of its four pronged strategy 
that the attempt would be to widen the 
market by a selective increase in the number 
of participants, the Vaghul group takes the 
opposite stand and recommends that the call 
money market should strictly be an inter¬ 
bank market with the participation limited 
to the banking system The reasoning behind 
this recommendation is that, given the low 
rate of 3 per cent on 15 45 days deposits 
relative to the ceiling rate of 10 per cent on 
call money, entry of non bank institutions 
in the call money market would divert funds 
from banks and would raise the cost of 
funds to the banks without there being any 
increased flow ol resources to banks This 
docs not stand to reason, as it assumes that 
all those non bank holders of surplus funds 
would prefer cither to deposit for 15 to 45 
days at 3 per cent or to lend in the call 
market at 10 per cent This need not be so 
There are various more attractive and liquid 
short term investment outlets to choose from 
for example, units of (J IT Secondly the sug 
gestion to shut out all non bank holders of 
surplus funds from the call money market 
is not only unrealisitic but would also af 
feet the proper development of the money 
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does not necessarily mean that only banks 
operate in this market and the London inter¬ 
bank market well Illustrates this (see “Mac 
millan Dictionary of Modern Economics”, 
London, 1985, p 215) Give the need, in our 
context, to develop the money market both 
for generating additional short-term funds 
and for ensuring competitive and relatively 
stable short term rates, the effort should be 
to enlarge the market by permitting as many 
institutions as possible to participate in 
it If the intention is to have a market- 
determined call money rate, the market 
should be as wide as possible comprising a 
large number of borrowers and a large 
number of lenders Otherwise, it will be a 
monopolistic or oligopolistic market m 
which either the call money rate or the call 
money funds will be administered Finally, 
bv making it strictly an inter bank market 
the Vaghul group has narrowed down the 
scope of the call money market which is 
already narrow It is well known that the call 
money market is at present dominated by the 
State Bank of India (SB1) as lender, while 
all other banks are invariably borrowers and 
if m this situation, non bank institutions 
(including IIC and UT1 after April 1988) 
are shut out what will emerge is not an inter 
bank call money market but an SB1 market 
(n) Treasury Bill Market 
The entire approach of the Vaghul group 
to the Treasury bill market is totally per 
functory and shows a lack of appreciation 
of the importance of the Treasury bill market 
as a component of the money market A 
survey of Treasury bill markets in the west 
and in the Commonwealth countries (sec 
T K Vclayudham ‘Treasuiy Bills m India 
A Critical Analysis” 1985) brings out that 
while in the former the Treasury bill market 
is the most important sub-market in the 
Commonwealth countries money markets 
were built on sound Treasury bill markets 
Recognising this, the Chakravarty commit 
tee was wise in observing that the Treasury 
bills together with the inter-bank call money 
market would provide an adequate basis for 
the long term growth of the money market 
But the Vaghul group seems to think other 
wise In the result, the group has not only 
not dealt with important aspects of the 
Treasury bill markets but has given a very 
sketchy account of the problem All that the 
Vaghul group has done is to accept the 
182 day Treasury bill as the basis and to 
build on it the ideas of flexible rate, secon 
dary market, RBI refinance and buy-back 
arrangements, etc 

The Vaghul group should have asked itself 
the questions whether the 182 day Treasury 
bill is the right instrument to start with m 
any reform of the present Treasury bill 
system The world over, the Treasury bill is 
primarily a 91 day bill and this is supported 
bv a range of maturities upto one year to 
suit preferences of different categories of 
short-term investors Whatever the rationale 
behind the issue of the 182-day bill, obviously 
this is not what the market wants, if one were 
to go by the results of the auctions con- 


91-day bill and the reform of the Ttautity' 
tail market should be based on this. Secondly, 
the Vaghul group could have analysed the 
experience with the auctions of the 182-day 
bill and taken a view on this, instead of ac¬ 
cepting it as it is and expressing hopes about 
improvement in the rate, development of a 
secondary market m these 182-day bills and 
increasing the frequency of these auctions 
The available details of the auctions con¬ 
ducted so far indicate that (a) many bids 
have been rejected by the RBI and only 
measly sums have been collected, (b) the 
rates quoted by the bidders have not been 
accepted by the RBI as, probably, these rates 
were out of line with the prevailing rates, and 
(c) institutions, corporations and even banks 
have not really been attracted by the yield 
on the 182-day bills A comparison of the 
value of the 182-day bills sold with the 
91 day bills sold previous to the introduction 
of the former, will indicate, though roughly, 
the nature of preference of short-term in¬ 
vestors Finally, the bid price of the 182-day 
bills as accepted by RBI yields a little over 
8 per cent How this rate is determined is 
not clear Whatever the basis, a rate deter 
mined officially is obviously an administered 
rate and would not necessarily reflect the 
demand for and supply of Treasury bills of 
liquidity 

The Vaghul group could have taken the 
opportunity to suggest that the government 
may issue Treasury bills of 91-day maturity 
or of different maturities upto one year to 
Ihe public so as to reduce the government's 
dependence on the RBI and thus avoid the 
need for large-scale money creation This 
step would enlarge the market for Treasury 
bills and facilitate the evolution of market- 
related discount rates Variations in discount 
rates reflecting market conditions provide 
margins tor dealers to buy and sell and thus 
facilitate the growth of the secondary market 
in Treasury bills A secondary market can 
not be created by merely providing such 
facilities as refinance or buy-back arrange 
ments rhese will have to be preceded by the 
coming into vogue of flexible and realistic 
discount rates Recent changes in interest 
rates should give a boost to the Treasury bill 
rate and pave the way for the development 
of a more active Treasury bill market 

(in) Market for Commercial Bills 

The attention given by Vaghul group to 
the development of the bill market seems 
disproportionate in terms of number of 
pages devoted, measures suggested and the 
emphasis on enforcement, compared to the 
treatment accorded to the in ter-bank call 
money market and the Treasury bill market 
This is because the group considers the bill 
as a keystone of a well developed and active 
money market and, to facilitate the 
emergence of a genuine bill culture, the 
group suggests a package of measures Ac¬ 
cording to the group, the factors which came 
m the way of devetoping bill finance are 
(a) reluctance of industry and trade and 
government departments to move towards a 
bill culture as it involves strict financial 



(b) non-availability of stamp 
paper of required denominations and the 
need to affix stamps on each biU, (c) absence 
of specialised credit information agencies, 
(d) absence of an active secondary market, 
as rediscounting is permitted only with the 
apex level Financial institutions, and (e) ad¬ 
ministrative probelms such as physical 
scrutiny of all the documents accompany 
ing the bills, physical presentation of bills 
for repayment and requirement of physical 
endorsement and re-endorsement of bills at 
the time of rediscount Wuh a view to 
eliminating these factors and facilitating the 
development of a bill market, the group has 
suggested a number of measures some of 
them being mandatory 
Ttaking the view that attempts to activate 
a bill market would fail unless a bill culture 
develops and in the light of past experience 
of failure of persuasive measures, the Vaghul 
group strongly recommends mandatory 
measures Apart from helping the develop 
ment of a bill market, mandatory instruc 
tions will, in the opinion of the group, pro¬ 
tect a large number of small and medium 
industries whose uncollectable receivables 
reached such dimensions as to threaten their 
very existence The group is fully justified 
in making these observations Howeser, if 
one goes through the history of the bill 
market in India, one will be impressed by 
the fact that all the schemes drawn up to pro 
mote a bill market were officially sponsored 
and therefore depended solely on official 
patronage for their progress If the 'old bill 
market scheme and the 'new bill market 
scheme’ are analysed, they were started with 
good intentions but were too much hedged 
m by restrictions and by the time the restric 
tions were relaxed to meet realities, interest 
in the scheme had waned In this situation 
mandatory instructions would not work 
What is required is proper conception of the 
schemes—a scheme with minimum restric 
tions to start with and easy to operate and 
a scheme which could be improved in the 
light of experience Again, the question is 
who implements ihe mandatory instruc 
tions 7 For instance, departmental undertak¬ 
ings and public sector enterprises, are they 
not part of the system 7 And do they require 
mandatory instructions and financial mccn 
tives, as the Vaghul group suggests 7 As far 
back as 1975, the Working Group on Money 
Supply had brought out that long-pending 
(outstanding) bills of the government and 
its departments affect the size of non¬ 
monetary liabilities and therefore monetary 
analysis Has anything happened on this 7 
Similarly, how effective are the banks in car¬ 
rying out mandatory instructions 7 For m 
stance, after the introduction of the new bill 
market scheme in November 1970, the RBi 
specifically asked banks to play a promo 
tional role in bringing about more 
widespread use of the bill of exchange as an 
instrument of credit Nothing of this kind 
happened Besides, there is an RBI directive 
to banks to the effect that banks should, 
before granting credit limits to large bor 
rowers, ensure that there are no trade dues 


owned to small units by large borrowers 
How many banks have really exercised this 
check 7 In other words, what is required is 
not just mandatory instructions but a desire 
or inclination to implement them It is 
arguable whether a genuine bill culture 
would develop on the basis of restrictions 
and penalties 

In order to ensure the growth of bill 
culture, the Vaghul group recommends that 
the proportion of bills to total credit pur 
chases should be increased in a phased man 
ner, over a three-year period, so as to reach' 
75 per cent This should apply to all, in 
eluding departmental undertakings and 
public sector enterprises financed by the 
banking system and a beginning is to be 
made with borrowers coming within the pur 
view of the Credit Authorisation Scheme 
(CAS) A similar approach is recommend 
ed in respect of financing receivables The 
group recommended in respect of financing 
receivables The group recommends such 
penal measures as scaling down of permissi 
ble working capital limits and increase in in¬ 
terest lates applicable to such limits in the 
case ot borrower clients who do not adhere 
to stipulations regarding bills proportions 
The group has also recommended (a) lower 
mg of the discount rate on bills which is on 
par with the cash credit rate so as to facilitate 
a switch over to bill financing, and (b) an 
increase in the rediscount rate from 11 5 per 
cent to 12 5 per cent, principally with a view 
to attracting more participants into the bills 
market In the initial phase the bill redis 
counting market will be confined to only 
those institutions and companies which have 
surplus resources of a monthly average of 
Rs 5 crort over i vear 

All this seems good from the point of view 
of developing a bill market and strengthen 
mg financial discipline by ensuring that bills 
are honoured oil due dates as and when they 
fall due. The question is to what extent are 
the suggested measures workable 7 "faking up 
the question, for instance, of switching over 
from cash credit to bills, efforts are being 
made right from the days of the Deheja com¬ 
mittee in 1968 In fact the Chore committee 
in 1979 made several useful recommenda¬ 
tions to encourage the bill system of finan 
cing For instance the Chore committee 
stressed the need to insist on providing a part 
of the assistance by way of drawee bill limits 
and even suggested the enforcement of 
drawee bill limits by making it compulsory 
for banks to extend at least 50 per cent of 
the cash credit limns by way ot drawee bills 
Yet not much progress has been made, not 
because there were no mandatory instruc 
tions, but because of other reasons First 
the cash credit system continues to be 
regarded as more efficient and more flexi¬ 
ble than bill financing though the latter, no 
doubt, minimises cash management pro 
blems for banks by shifting it to the clients 
The Vaghul group could have suggested 
measures either to overcome the deficiencies 
of the cash credit system or to reduce its at 
traction In the absence of these mandatory 
instructions alone will not ensure a switch 


over in financing from cash credit to bills 
Secondly, bill financing need not necessarily 
ensure timely honouring of bills, there may 
be situations when clients, despite their best 
efforts, may fail to honour bills on time, 
for reasons beyond their control Unless 
someone takes risks, the bill market scheme 
could not be a success Funds no doubt, 
could come from banks but they would not 
be willing to take risks The mam problem 
is one of having a sufficient numbei of in 
stitutions which are prepared to take nsks 
in the market In the third place, there seem 
to be serious obstacles in developing a 'bills 
culture’, such as the si/e of the country, 
transport problems resulting in delays in the 
delivery of material, high bank charges and 
the heavy work load it would impost on 
banks by way ot scrutinising a large number 
of bills flowing from innumerable small and 
medium industries Lastly, it is not axiomatic 
that the transactions of mdusiries involve the 
drawing of a bill Thert arc quite a few in¬ 
dustries in which there arc no wholesales 
but vales take plact at a numbei ot points 
through a Urge number ol small Value 
invoices 

Turning to lower discount tate and higher 
rediscount rate suggested by the Vaghul 
group as incentives tor w ider use of bills, the 
Rcseive Bank of India seems to hive ac¬ 
cepted, the Vaghul groups recommendation, 
as is dear Irom the new interest rates 
announced on Match 11 According to the 
announcement, effective from April 1, banks 
are required to liv the bill discounting rate 
at a level equivalent to effective interest rate 
of 15 5 pci cent The RBf has also raised, 
with effect from April I, the ceiling on the 
rediscount rate Irom 11 5 per cent to 12 5 per 
cent To what extent Ihese two measures 
would attract additional funds to the bill 
market remains to be seen Even when the 
maximum lending rate was 17 5 per cent, 
banks are known to have i harged more than 
17 5 per cent tor bill rediscounting It is to 
be seen whether banks will patronise bill dis 
counting at 15 5 per cent while more attrac¬ 
tive investment outlets are available 

The Vaghul group seems to cut the ground 
from under its own feet when it prescribes 
stringent conditions for entry into the bills 
market It is surprising that the group, 
having obseived in para 5 12 that develop 
ment of a bill market requires an adequate 
supply of first class bills which arc freely 
negotiable and marketable, should stipufate 
restrictions If the objective is to even out 
surpluses and deficits in the system this will 
be rendered more efficient if ihtre is a large 
numbei of participants All the institutions 
and parties with temporaly surplus funds 
should be in a position to participate in the 
market Thus viewed the restriction of par 
ticipation in the rediscounting market to 
those who have surplus of Rs 5 crore a ye ir 
is not mcanmgtul What is worse is the f ict 
that the bills culture is to be developed, to 
start with, among clients covered by CAS 
which itself is not in good shape In short 
it is too optimistic to expect, as the Vaghul 
group does, that a strong bill market will 
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develop in the midst of restrictions super¬ 
imposed on innumerable practical problems 

(iv) Market for Inter Corporate fundi 

in contrast to the approach of the 
Chakravarty committee to the market for 
inter-corporate funds, the Veghul group has 
not paid any attention to this segment of the 
money market All that the group has done 
is to make a passing reference (para 2 25) to 
this market It is not clear whether the group 
is for the development of this market or 
against it been according to the group, it 
is not an insignificant market, the volume 
of transactions being around Rs 1,000 crore. 
Besides, in the words of the Chakravarty 
committee, inter corporate loans have been 
a traditional feature of corporate financing 
in India it would have been more enlighten¬ 
ing it the Vaghul group had devoted some 
attention to the inter-corporate funds 
market 

The reasons for the casual teatment of this 
subject by the Vaghul group seem to be 
that (a) it operates freely and outside the 
regulatory framtwork, and (b) the risk of 
lending in this mai ket is such that periodic 
failures characterise this market No doubt, 
the inter corpoiate funds market operates 
treely, its interest rates are unregulated and 
the quantum of funds vary significantly 
This is precisely why this market should be 
brought within the regulatorv framework 
One ol the three objectives of the money 
market as spell out b\ Vaghul group, is that 
the money market should provide a focal 
point lot ctntral bank intervention for 
influencing liquidity, and this objective can¬ 
not be fully achieved if a free and sensitive 
component of the market is not integrated 
I he point made here is that the framework 
ot the intercorporate market is already there 
and it should be made use ot by removing 
the deficiencies and providing suitable 
guidelines As foi risks, any kind ol lending 
involves a certain amount of risk for 
instance, risk is inherent even in bill 
financing Maybe, the degree of risk was 
greater in lending in the inter-corporate 
market in recent years 1 his was due to some 
special factors which were operating in the 
market at the time Tirst corporate bodies 
were confused by the circular issued in 
mid 1985 by the Company Law Board (CLB) 
which stipulated that inter corporate 
deposits, beyond certain limits, are loans and 
therefore must come under the purview of 
the Companies Act, 1956 This circular gave 
rise to controversy and led to the shrinkage 
of the inter-corporate market Another 
major factor which adversely affected the 
market was a series of failures by a few large 
companies to repay loans The lenders who 
burnt their lingers changed over to other 
methods of lending Thirdly, financial 
institutions like UT1 offered schemes which 
facilitated better tax-planning by companies 
Even after allowing for all this, the Vaghul 
group docs not seem to be justified in tak 


ing a bleak view of the future of the inter¬ 
corporate market and ignoring it altogether 

It needs to be recognised that the recent 
problems of the inter-corporate market were 
a passing phase and that the market has a 
useful role to play m the development of the 
overall money market The intercorporate 
money market is sustained by temporary 
surplus funds available with companies, and 
as different corporate units have different 
seasonal peaks, the flow of funds to this 
market would be steady Besides, the inter 
corporate market would be a source of funds 
to the commercial bill market and also to 
the Treasury bill market The development 
of this market, by evening out liquidity im 
balances m the corporate sector, would 
reduce the variability in the demand for 
bank credit It is desirable, therefore; that the 
authorities not only refrain from restricting 
the growth of this market but take positive 
measures to enc ourage it—for instance by 
evolving guidelines for the working of the 
nidi ket This seems appropriate in the con 
text of the plans by the union government 
to effect intercorporate transfer of funds 
among public sector companies 

OTHbR ASPCCTS OF THL KLPORI 

I here are a few other aspects of the 
Vaghul group report which call tor com 
ment These relate to (a) new mones market 
instruments, (b) new supporting institutions, 
and (c) the time-schedule for implementing 
the recommendations of the group 

The new money market instruments sug 
gested by the Vaghul group are commercial 
paper, certificates of deposits, factonng ser 
vices and interbank participation cer 
tificates These suggestions have to be 
wtlcomed Unfortunately, some of the in¬ 
struments do not seem to be in the realm of 
immediate possibility For instance, even ac¬ 
cording to the Vaghul group, the feasibility 
of introducing certificates of deposit is to 
be considered in the light of experience with 
the various changes proposed by the group 
itself Similarly, the launching of factonng 
services would call for lot ot spade work 
with reference to the legal aspects and 
infrastructure required, though the group is 
keen that banks could be encouraged to set 
up a few factoring divisions by July 1,1987 
As for the introduction of short-term com¬ 
mercial paper, this should be preceded by the 
setting up of a credit rating agency No 
doubt the ICICI has plans to set up such an 
agency However, a controversy has already 
arisen as to whether credit rating should be 
entrusted to such mstituuons as ICICI, UTI, 
etc, which are interested parties and which 
may benefit from ‘insider’ information 
Moreover, the Vaghul group has laid down 
so many prerequisites to be fulfilled before 
the commercial paper becomes operative 
that one wonders whether this would 
become operative even by April 1,1988—the 
date indicated by the group 


Tbrning to the instrument of inter-bank 
participation certificates suggested by the 
group, it is difficult to appreciate why the 
group confines it only to banks and excludes 
institutions If the purpose of participation 
certificates is to serve as a short-term invest¬ 
ment outlet and thus even out surpluses and 
deficits in the money market, this cannot be 
satisfactorily achieved if only banks par¬ 
ticipate in this It is not always that suffi¬ 
cient funds would be available within the 
banking system to support this market It 
mav so happen that all banks may be in the 
unenviable position of issuing these cer¬ 
tificates and not buying them Besides, the 
market for participation certificates is 
unlikely to grow to any sizeable extent if it 
is confined only to banks Assuming that the 
earlier version of these certificates suffered 
from certain shortcomings, these could be 
very well remedied on the lines indicated by 
thL Chakravarty committee in its report 
(para 12 62) There is no convincing reason 
why participation certificates should be 
restricted to banks 

The recommendation of Vaghu) group for 
establishing an autonomous public limited 
company called I inance House of India is 
indeed commendable. The failure of past ef¬ 
forts at developing a bill market or money 
market in general, was due to the absence 
of suppoiting institutions which would deal 
in money market instruments. Viewed in this 
context setting up a finance house is an im¬ 
portant step towards the development ot the 
money market However, the nature and 
scope of operations of the finance house 
would depend, to a considerable extent, on 
the environment in which it is expected to 
operate 1 he Vaghul group is of the opinion 
that the time is ripe for setting up a finance 
house because of the kind of milieu that 
would emerge m the immediate future— 
probably as a result of its various recommen¬ 
dations But the kind of environment that 
will emerge from the group’s rpcommenda 
tions would not be conducive to an effec¬ 
tive functioning of the finance house As our 
analysis of the four sub-markets has shown, 
the environment will be a very restricted 
one—whether it is inter-bank call money 
market or bill discounting market or 
Treasury bill market or markets for commer¬ 
cial paper or participation certificates The 
Vaghul group does not seem to be justified 
in claiming, as it does m para 8 3, that the 
emerging milieu as envisaged by it would 
provide the proper environment for the func¬ 
tioning of a finance house. 

In order to impart a sense of urgency and 
thus hasten the implementation of its recom¬ 
mendations, the Vaghul group has laid down 
a time schedule In certain respects it may 
be possible to adhere to the dates But, con¬ 
sidering the nature of the subject and its 
ramifications, the time-schedule has 
necessarily to be flexible Institution- 
building, bringing about changes m attitudes 
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and legal formalities, particularly where 
more than one agency is involved, are dif 
ficult and time-consuming Economic pro 
eesses and economic developments are not 
amenable to time schedules One cannot 
help recalling in this context, an amusing 
anecdote narrated by the American magazine 
Time During 1982 84 when the American 
economy was m recession, one question that 
was invariably put to Donald Regan, at the 
time US Secretary of Treasury, was when the 
recession would end At one of the press con 
ferences, when the same question was put 
to him, Donald Regan was exasperated and 
said, “on Tuesday at about 10 O'clock in the 
morning"' 

Summing Uf 

Tb sum up the Vaghul group’s report on 
the money market is no doubt a quick job 
but does not seem to be a thorough one 
Perhaps the group would have done a bet 
ter job if only it had accepted the canvas on 
the development of a money market as 
presented bv the Chakravarty committee and 
worked on those lines Instead, the Vaghul 
group has gone strictly by the rerms of 
reference and also bv the advice of the RBI 
deputy governor and executive director In 
the result, the group has, instead of carry 


ABOUT a hundred professionals attended 
the National Seminar on Social Perspective 
of Generation and Utilisation of Indigenous 
Science and Technology held m Hyderabad 
in the first week of February and most ol 
them seemed to think that the policies of the 
government of India may be hazardous to 
the health of science and technology in 
India 1 he gathering had a broad represen¬ 
tation professionally, geographically and 
even in the hierarchy of importance While 
there was quite a bit of variation among the 
speakers in their social and political under 
standing of the problems facing scientists 
and engineers in India there seemed to 
be a broad consensus on the following 
(i) political climate m India encouraged pro 
fessionals to be nationalistic and egalitarian 
m their attitudes and selection of problems 
for study before independence but this streak 
of idealism has steadily declined since then 
(u) The present political atmosphere is the 
least encouraging for indigenous scientists 
since independence, (in) Science and tech 
nology concerns have never been as elitist 
in the country as they are now 
None of these concerns and assertions are 
really new, but the vehemence with which 
they were expressed certainly was The only 
time when scientists felt as upset in the past 
was in the initial years of the Janata rule 
It appears thgt these reactions are more the 
result of unfulfilled hopes 


mg forward the ideas of the Chakravarty 
committee, developed a restrictive approach 
to the money market in general and to the 
four important sub markets in particular 
How fast and how widespread would be the 
growth of money market in this restrictive 
framework is anybody’s guess 

It would have been enlightening if the 
group had brought together the linkages 
among the four sub markets and between 
the overall money market and the four sub 
markets This is necessary because the con 
cept of evening out surpluses and deficits in 
short term funds means that funds flow not 
only among borrowers and lenders in a given 
sub market but also between sub markets 
In other words, the money market is an 
organic whole, though sub markets may be 
treated sepaiately for convenience The 
Vaghul group could have assessed the overall 
impact ol its own recommendations The 
group seems to have missed the wood for 
trees 

Finally as one goes through the report, 
the impression is inevitable that the interests 
of public sector banks seem to have weighed 
heavily with the group I he general need to 
build a money market seems to have been 
subordinated to the objective ol safeguar 
ding the interests of banks 


The qualitv of most of the papers was 
mediocre with only a few scholarly studies 
supporting assertions with data However 
the concern was serious and even the senior 
scientocrats expressed grave apprehensions 
about the future While the older par 
tiupants blamed government policies for the 
scientists’ failures the younger ones also 
complained about the authoritarianism and 
duplicity of senior scientists 
The arguments were based on an agree 
ment that it technology bears the stamp of 
its origins and is a response to the demands 
heard only bv the ruling classes then 
technology development in India is bound 
to be lopsided since the needs of the 
majority of the people in India do not ever 
get const rted into eflective demands 
The outward looking policies of the pre 
sent government tame in for a heavy bat 
termg and the main charges levelled were 
present pohev makers have no feel for the 
psychology ot Indian scientists and engineers 
While a large number of them may not be 
outstanding bv the so called international 
standards, a significant section of them are 
still competeni enough to accomplish any 
task set for them They are motivated 
enough to work hard under the present con 
ditions and all they need is recognition 
Instead they arc insulted and reminded 
everyday that the government prefers 
mercenary NR Is 


Instead of a careful assessment of needs 
and capabilities before entering into foreign 
agreements for transfer of technology in a 
few areas we are going into a free-for-all 
technology importing spree. This not only 
allows inappropriate technology to be 
imported but also demoralises local 
professionals 

Whenever local professionals are asked to 
develop a new technique, process or equip¬ 
ment, they are not given adequate time or 
i clear objective. Instead, on completion of 
the project they are usually told that their 
products are not modern enough and 
imports would be more suitable. 

If the government policies are targeted to 
benefit only the top IS per cent of the 
population then it is natural that much of 
what this group of people will demand will 
be foreign based Therefore it is not surpris¬ 
ing that the desires of only this group niter 
through for a hearing at the decision making 
levels This on its own determines the 
production of unmilative science and 
technology 

Some scientists complained that it was a 
clever trick on the part of the elite to ignore 
oui achievements of the past few decades 
and focus only on the failures to justify the 
picstnt internationalisation of the economy 
I hey chimed there could be no real com¬ 
petition as long as people did not have 
equality hope and confidence in the future. 
Iherefote, an appeal to laissez-faire was 
basically a political shift and not much to 
do with modernisation 

Presentations dealing with the electronics, 
automobile and drug industries showed how 
wrong policies have either endtd in produc¬ 
tion of inefficient old products or in 
appropriate new products and the stifling 
of local professionals 

Many participants felt that such policies 
are bound to lead to further tensions m the 
country The example of Iran was quoted 
if there is too much dependence oil alien 
forms of living for the lew and if the others 
are not given any hope for lutute then they 
arc hkdv to turn to religion lor sustenance 

Such a situation also leads to wrong 
priorities in basic research also It is quite 
common for repetitive or imitative research 
m frontier areas’ to be rewarded and con 
sidered desirable but excellent work in more 
relevant areas gets dubbed mediocre 

Though the deliberations of (he seminar 
did not attract much media attention, the 
planners and policy makers had better take 
note The scientists and engineers m India 
appear to be annoyed that they are being 
taken for granted On the one hand they are 
not given a fair opportunity to prove their 
worth and on the other they are blamed for 
policy failures which are political in nature 
This quiet annoyance can only be ignored 
at the risk of spreading disgruntlcment 
among our professionals and weakening our 
base of technological self reliance 
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Bohra Reformists and Galiakot Struggle 

Asghar Ah Engineer 


1HL Bohra rtiorm movement has shown 
the way not only toi modem seeular and 
democratic alarms but also in fighting with 
all determination against coriuption and 
gross misuse ol religion V\ hat is more 1 m 
ponant in this respect is tht mill tint parti 
cipation of women in large number especially 
from Udaipur the nevere centre of the retor 
mist movement lm.se women leccntlv 
fought resolutely for their right to visit the 
Galiakot shime which is 150 km from 
Udaipur I he Bohra high priest who has 
been using religion as cover for his political 
and financial uiteiests maintains illegil 
possession of various Bohra shimes and 
mosques and denies entry to all those who 
dissent and expose Ills coriupt practices 
At Ciahdkoi is buued Syedi bakhruddm 
who was maimed in the thirteenth ecnturv 
by tlie Idea! iiibals while preaching the Shi a 
lsma ih Islam among them His tomb has 
ever since been the centie of attraction for 
Boftras ill over the world I he reformists of 
l drtiptn visited it last in March 1, 1973, 
when ihc women were beaten up and publicly 
molested by the hnehngs and fanatic 
folloucis ol tin Bohia high piles! at his 
behest ind light in his picsencc The 'fault 
ol these women was that they had stood by 
the reloi mists and supported their cause 
These women of Udaipur, had earlier 
taken a vciw never to bow belorc the religious 
head who did not hesitate to incite hi> 
fanatic followers to publicly molest innocent 
women Quite t lew reformists howevei, 
were cdgci to visit the Galiakot shrine which 
thev had not been iblc to visit for last 14 
ve irs In tlie sixth til world conference held 
in lndoie in the lust week of februaiy 1987, 
thev theiiloic decided to collectively visit 
tile simile and fulfil their vows and also to 
don ik blood as i mark ol then respect for 
human life Viordingk, Bohra south 
liaduc lioin Ud iipin conneted the home 
stereuiv i well is tin disnie t vOl'eetor and 
SB in the matter who issurtd them of all 
possible eo optiation md even promised 
piotcction in the event ol anv trouble It was 
decided to proceed to Galiakot on tile mor 
rung of f-ebiuary 2b and to visii the shrine 
on March I When the Boht i high priest 
tame to know ol oui plan to v,Mt the shrine 
he rushtd to Galiakot and was mstantlv 
declared state guest by the government ol 
Rajasthan flouting all the norms ol 
secularism Tht priestly machinery began 
moving last and the chief minister Hardeo 
Joshi was pressurised into giving oral in 
structions to (he concerned district officers 
not to allow the reformists to go to Galiakot 
under the pretext ol preventing a law and 
Older problems The district officials in 
Udaipur asked the RTO to cancel the per 
mits for the buses we had hired to go to 


Galiakot We contacted the collector ol 
Udaipur and asked him the reason for 
cancelling the permits He of course denied 
this and maintained that we were free to go 
However it was a sheer lie as the authorities 
had set up ehowkies with armed police just 
four km Irom Udaipur, in case we used any 
other means ol transport 1 drew the collee- 
lor s attention to this He had no answer ex¬ 
cept requesting us to postpone our visit to 
Galiakot by two days until the high priest 
left We accepted the collector’s request in 
good grace and hoping that our reasona 
blcncss would induce the authorities to per 
nut us to go (Of course, no such pei mis 
sion is required, constitutionally speaking) 
We contacted the colltcior ot Udaipur 
again after two davs All he could say was 
that Galiakot was in Dungarpur district and 
hence wt should contact the eollectoi and 
SP ot Dungarpur which we did It proved 
equally futile W’e now rushed to laipur to 
meet tht duel mimsler and the home 
minister However, before proceeding to 
Jaipur wt started dharna before the collet 
torate A large number of women and men 
participated in a peaceful dharna Meeting 
with the chief minister and home minister 
did not produce any result either 1 hey were 
very cold in Ihtir response After much 
urging the home minister Gulabsingh 
Shaktawat said that many followers of the 
Syedna had gathered at Galiakot and he 
would require three days to get the shrine 
vacated before we tould visit it so that I here 
was no clash of anv kind The fact is that 
both the thiel minister and the home 
minister contest election from the const! 
tuencies which have few hundred orthodox 
Bohra votes Moreover the high priest gives 
liberally to the election funds of the ruling 
party How then could the chief minister 
displease the high priest 1 In order to secure 
these few hundred votes they did not hesitate 
to collude with the fundamentalists openly 
and unabashedly Ballot box oriented 
democracy is a double edged sword While 
masses of people can make theli voice heard 
through n, the vested interests, as well as the 
religious fanatics, can also use it to mount 
pressure on the authorities And much more 
so in a b .kward country like India The 
democracy in India, it must be noted is un 
fortunately moving farther from its ideals 
and yielding more and more to mampula 
tions by the vested interests 
We tame back to Udaipur with little hope 
of being able to move on to Galiakot 
However, the morale of our people was very 
high A large number of Bohra women, 
some 1,500 along with men, continued to 
participate in the dharna before the collec- 
torate Other people of Udaipur, hindus, 
muslims and sikhs, also came in the even¬ 


ings to show their solidarity with the refor¬ 
mist cause The movement represented not 
only a crusade against fundamentalism but 
also tor communal unity and human soli¬ 
darity All collectively took a pledge to do 
everything possible to promote communal 
harmony and integrity This gave a new 
dimension to our movement It was now 
focused on fight aganist fundamentalism, 
promotion of people’s solidarity and protec¬ 
tion of fundamental rights 

Wc waited for two more days for a word 
from Jaipur as promised by the home 
minister and the chief minister, but in vain 
1 he collector and SP of Udaipur though 
sympathetic to our cause as individuals, 
pleaded their helplessness as authorities The 
divisional commissioner M L Mehta, an 
officer ol proven integrity was equally 
helpless, though sympathetic Here an im 
portant question arises which needs to be 
debated seriously Should high officials, of 
the rani s of secretaries and commissioners, 
be loyil to the Constitution and the law of 
the land or unquestionmgly bow down to 
the political pressures of their ministerial 
bosses 1 raised this question with Mehta and 
ot he i s Are you loyal to the law ot the land 
oi not 1 Do you think our rights guaranteed 
bv the ( onstitution has any meaning 1 If the 
other side is bent upon mischief and creating 
law and order problem deliberately should 
you deal with them as per law or should you 
deny our right against the law * I hey main 
tamed discreet silence It was obvious they 
were acting under pressure from the chief 
minister 

On March 6, tired of waiting lor green 
signal from Udaipur, I announced to begin 
an indefinite last from March 7 It gave a 
new lurn to our movement Many women 
and men wanted to go on last along with 
me But alter consultations it was decided 
to restrict it to five others, besides me The 
team included Zainab Bano, an assistant 
professor in political science in Sukhadia 
University, Ztilckha Sadriwala, a bank 
employee, Thiyebi Zamindar, a Congress(l) 
leader from Gujarat, Ashfaq, a medical 
practitioner from Udaipur and Asghar All, 
a Hindi poet from MP Along with us all 
the reformist Bohra women and men and 
many hindus and muslims decided to observe 
ont day fast, on the first day Prominent 
citirens of Udaipur including writers, jour¬ 
nalists, political and social workers, civil 
rights activists and trade unionists decided 
to form an Action Committee to struggle 
with us for our cause Abid All Adeeb and 
Ghulam Husain Manager, the Bohra youth 
leaders had thrown themselves into struggles 
with unprecedented energy 
The dharlia also continued alongwith our 
indefinite fast Thousands gathered everyday 
in front of the collectorate. Also, prominent 
writers, intellectuals and academics from 
Udaipur, Jaipur and Delhi issued statements 
expressing their solidarity with urging the 
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government of Rajasthan to concede their 
just demands These demands included an 
enactment against social boycott (a power 
ful instrument of coercion being used by the 
Bohra high priest as well as the sikh gran 
this in Punjab), ensuring entry into all the 
shrines and religious places in keeping with 
one’s behet, immediate arrangement for the 
visit of the reformist Bohras to the shrine 
of Gahakot and assurance bv ail the political 
parties to delink religion with politics 

The fast went on for three days and the 
gathering public opinion made the govern 
ment nervous The divisional commissioner 
Mehta requested the members of the public 
action committee to persuade the protestors 
to give up fast and that arrangements would 
be made for the reformist Bohras to go to 
Galiakot though of course in view of the 
orthodox opposition there could be no 
assurance of their gaining entry into the 
shnne The reformists accepted the proposal 
and we gave up our indefinite fast on 
March 10 morning alter the buses were lined 
up However alter the last was broken the 
bus owners were again pressurised not to go 
The officials began to say that they could 
take only 150 people This was out outright 
betrayal and the jubiliation turned conster 
nation The women were very angry and 
greatly annoyed Thev lushed to the codec 
tor’s office and threw ung around it Both 
the collector and the SP were ghcraoed bv 
the slogan-shouting women Ihe gherao 
continued for 12 hours and women took 
turns With great diflicultv and persuasion 
thev were made to give up the gherao 

After withdrawing the gherao the women 
were in no mood to relax and decided to stop 
the functioning of the collectorate next day 
i e, on March 11 Early in the morning they 
gathered there and despite the show of naked 
force by the government and the presence 
of mounted police these women were not 
deterred and sat near the gates of the col 
lector s office and persuaded the employees 
not to attend oft ice. The employees were also 
sympathetic and readily agreed not to work 
on that day No such peaceful and long 
gherao of high officials and the stoppage of 
work of the collectoiate had evei taken place 
m the recent history of Udaipur 

Some members belonging to the public ac 
non committee now decided to undertake in 
definite fast as the government had betraved 
their confidence Himmat Singh of Janata 
party, Gulab Singh Katana ol BJP Meghraj 
Tawad of CPM and Ishaque Attarwala of 
the Bohra youth began a fast lor indefinite 
period in repentenee Everyone was aghast 
at the breach of faith bv the government of 
ficials simply because the Bohra high priest 
was pressurising them Our definite infor 
mation was that there were no more than 
1,000 followers ot the Syedna However, the 
government officials maintained that there 
was a crowd of around 5,000 orthddox 
Bohras It was a highly exaggerated figure 
Members of the action committee, however, 


argued with the divisional commissioner 
that even then it was not difficult for the 
police to control the crowd of that si/e The 
police is normally trained to handle much 
larger crowds However, the official kept 
mum The government was in fact allowing 
large numbers of the orthodox followers of 
the Bohra high priest to gather in the shrine, 
m some cases under its own protection while 
preventing the reformists to visiting the 
shrine I he div ivional commissioner had no 
answer to the question why the orthodox 
followers of the Syedna were being allowed 
to gatlu r there in large number? Could they 
also not be prevented from coming to the 
shnne’ Or could they not be dispersed after 
they liavd v isitcd the shrine? Why allow than 
to stav there for long, and in strength? 

On the second day of the indefinite last 
bv the unts mentioned above, some members 
of the action committee left for Jaipur to 
contact opposition md ( ongress(l) MLAs 
and the chiet minister The Ml As arc briefed 
fully on the issue 1 htv raised it in the 
assembly on March 12 and the chief minister 
was grilled on his paitisan attitude and toi 
surrendering to tin fundamentalists I he 
chief minister s ud in his reply that the tetor 
mists wete being pc limited to go to Galiakot 
very soon 

On the third d i> ol the fast we wetc sum 
moned bv the divisional commissioner and 
told that he could arrange to take us upto 
C hurt, a place about four km from Galiakot 
But we refused and told him in no uncertain 
ttrms that he should m ike arrangements to 
take us right upto the wall of the shrine 
which he declined and we left the office 
However, the issue was still undet debate in 
the assembly and the government was getting 
nervous and wanted to wriggle out ot the 
situation We were again contacted in the 
evening on March 11 and were told by the 
divisional commissioner that we could go 
right upto the wall ot the shrine Ascoidingly 
tht instructions were issued to the bus 
operators and the KTO was requested to issue 
permits lot Galiakot 

I hue was luhilittion once again among 
the refoimists ind the people ot Udaipui 


heaved a sigh of relief 1 he fast was broken 
on March 14 morning and a caravan ol 23 
buses, two cars one jeep and a truck started 
at 1 pm for Galiakot 1 ittle did anvone realise 
that there was another treachery m store. We 
passed through some important towns on the 
way and were welcomed by the residents of 
those towns The caravan was proceeding 
smoothly when it was obstructed by an armed 
police posse four kms afer Aaspur and 50 km 
from Galiakot The police was fully armed 
and extremely harsh towards the peaceful 
reformist women men and small children 
The SP of Dungarpur behaved as if he was 
an absolute ruler We were stopped in a jungle 
where there was no provision of any kind 
Many women and men were fasting on that 
day The members of the public action com 
mittec and a number ot journalists who had 
accompanied us were taken aback at this 
fraud A delegation su out to meet Ihe divi¬ 
sional commissioner and the DIG at 
Sagwada Nothing came out of it I he divi¬ 
sional commissioner went back on his words 
under picssuie from laipur 1 here wcie more 
than 3 (XX) armed police though we were ony 
1 XX) unarmed women men and children 

1 he show of force was deliberate lo frighten 
us and to overawe us Wc decided to court 
arrest alter much discussion as it was the only 
honourable course left Wc com ted arrest at 

2 am and were bronchi back to Udaipur at 
day break on Marc'i 15 Thus the heroic 
struggle of the reformists came to an end in 
its first phase 

One imporant question is how to measure 
the success of a struggle? What did we 
achieve through this struggle? Well, it is im 
portant to evolve proper yardstick to measure 
the success The Bohra reformists did not 
submit with a sense of helplessness in the face 
ot great odds and fought with determination 
and induced other people as well to join on 
the issue ol civil rights and justice and ex 
peeled the collusion between various vested 
interests Ihis usell is great achievement 
nunc than success n the physical sense 
People aie aware and are fighting Human 
dignitv cannot be crushed whatever the 
might ot the ts rants 
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SOVIET UNION—I 

Perestroika and Glasnost 

R G Gidadhubli 


IN terms of historical significance, tne report 
of the January 27 meeting of the central 
committee of the CPSU may become as im¬ 
portant as the 20th Party Congress docu 
ment While the 20th party congress exposed 
the cult of Stalin's personality, in the 
January 1987 plenum Gorbachev has at¬ 
tacked the cult of Brezhnev, though he has 
not used the name of Brezhnev openly 
Unlike Khrushchev Gorbachev is more 
sophisticated and subtle m his criticism and 
justifies his policy of perestroika and 
glasnost as the only solution to the Soviet 
Union 

Perestroika (restructuring) and glasnost 
(openness) are the two most important 
elements of Mikhail Gorbachev’s domestic 
policy dunng the two years of his leadeiship 
of the Soviet Union That he has been 
vigorously campaigning for the perestroika 
and glasnost personally moving from 
Moscow to Vladivostok in the tar east and 
to Thllm in the north west of the country is 
evidence of his sinccntv of purpose to bring 
about levolutionary changes in the Soviet 
society Major policy decisions that he has 
initiated and partly implemented affecting 
economic, social and political aspects of the 
Soviet Union are an indication of the 
seriousness with which he is pushing his 
obtectives 

The latest important measure in that 
direction is his report at the central commit¬ 
tee meeting of the CPSU on January 27, 
1987 entitled ‘On Reorganisation and the 
forty's Personnel Policy’ Pravda of January 
28, 1987 which carried this report was in 
such a great demand that many people even 
m Prague and Berlin (GDR) could not get 
the copy and there was sudden demand for 
Russian dictionaries to understand the 
precise contents of Gorbachev’s report 

BRF/HNbV PHtNOMLNON 

According to Gorbachev, the Brezhnev 
phenomenon was characterised by conser¬ 
vatism, inertia, unwillingness to come to 
grips with socio economic questions, 
simplistic interpretation of Lenin’s idea of 
socialism, adulation (replacement of real 
care for people with political flirtation — 
the mass distribution of awards, titles and 
prizes), make believe well-being, formalism 
and txtreme intolerance of criticism, ad 
ministration by decree, unwarranted depart¬ 
mental interference in creative art and 
culture, abuse ol authority, departmen¬ 
talism, parochialism and so on 

1 he Brezhnev phenomenon is reported to 
have led to economic problems—(federation, 
imbalances in different spheres of economy, 
unscientific application of money-commo¬ 


dity relations, underestimation of cost ac 
counting (khozrashyot) principle in manage¬ 
ment, undermining of the role of material 
incentives leading to decline in labour 
discipline and labour productivity As a 
result of over-centralisation and bureaucratic 
approach, economic tools ot management 
were, it was alleged, weakened and the coun 
trv was unable to utilise the advantages ot 
socialist economic system 

Gorbachev has pointed out the violation 
of the application of the principle of 
distribution under Brezhnev There was in 
consistency m the policy of material and 
moral incentives to ensure efficiency in work 
Growth rates of wages were generally higher 
than that of labour productivity Similarly 
the policy of wage levelling’ affe» ted the 
interest of workers who worked harder while 
lilt btcame easier for the idle Moreover 
large and unjustified bonuses encouraged 
the tendency for figure padding 

Gorbachev linds fault with Brezhnev lor 
breaches of ihe principles of (.olleiiivc 
leadership by weakening tht role ot party 
meetings and elective bodies T he prim lple 
of equality among communists was often 
violated and many party members wuc out 
side control or criticism resulting in failure 
m work and partv ethics 

For all the problems and shortcomings 
that the country has been facing, Gorbachev 
has stated on his own behalf and on behalf 
of the present pohtbureau that ‘ the CPSU 
central committee and the leadership of the 
country (under Brezhnev) failed ’ 1 his is 
pumarily an attack on Brezhnev who was 
heading the party for nearly two decades 
But considering the tact that Gorbachev 
himself was in the central committee for 
some years undtt Brezhnev’s secretaryship, 
this observation may also be construed as 
an example ol sell criuusm 

fcMPHASIS ON DlRbC T DFMOC RAC V 

Drawing lessons from Lenin s teachings, 
Gorbachev underlines the vital and inner 
link between socialism and demou ic\ He 
sees a close link between perestroika and 
demoeracy and emphasises that restructur 
mg itself is possible only through dtmoeracy 
and due to democracy He believes that “it 
is possible to give scope to socialism’s most 
powerful creative force—free labour and free 
thought in a free country" Since real demo¬ 
cracy involves participation of large masses 
of population, the “democratism of the 
socialist system" necessitates, the full 
restoration of the Leninist principles of 
openness, public control, criticism and self- 
cnticism" He has pointed out that this 
process is underway In order to promote 
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democracy in production genuine self- 
administration principle is being introduced 
through the new law of state enterprise 
which provides for self-financing, full cost¬ 
accounting, independence and responsibility 
of managers Similarly, Gorbachev proposes 
to amend the model charter of collective 
farms to make the management of collective 
farm economy more democratic This is in 
sharp contrast to the historical etpenence 
wherein all along the Soviet leaders and 
theoreticians have tried to justify socialist 
democracy in terms of the principle of 
democratic centralism which implied direc¬ 
tion and guidance from the centre and in¬ 
itiative and opeAtional independence at the 
lower levels But in practice there was greater 
stress on centralisation with hardly any scope 
io r democracy at the lower levels This is 
criticised by Gorbachev on more than one 
occasion 

A major step m the demoralisation pro¬ 
cess which Gorbachev has introduced is the 
eleci ion of heads of industrial enterprises, 
agricultural farms, workshops and so on by 
the working people themselves And a radi 
cal measure in democratising Soviet society 
taken by Gorbachev is the proposed reform 
of the electoral system with a view to in 
troduemg direct democracy in the country 
He is against the present system of nomina¬ 
tion of candidates and the prevailing for 
mality of voting procedure for legislative 
bodies at all levels He is also in favour of 
changing the procedure for the election of 
party secretaries wherein anv number of can 
didates can contest the election for 
secretaryship at various levels In his view 
this will raise the responsibility of secretaries 
and give them more confidence in their 
work Above all this measure is hoped to 
boost party activities and infuse fresh blood 

T he mam objective of Gorbachev in initia¬ 
ting these measures is to raise the level of 
effectiveness ot ‘control from below’ instead 
of the pievious practice of ‘control from 
above’ so that each official or executive feels 
his responsibility to and dependence on the 
electorate, public organisations, party and 
nation Ultimately he feels the leal control 
should come from the working people 

For ensuring effective operation of 
democratic process, Gorbachev opines that 
tools and forms of real control should be 
strengthened They are—critical reporting 
about shortcomings, support of mass media, 
independence of judiciary, greater role to 
Komsomol, trade unions, promotion of non- 
party cadres and of women to leading posi¬ 
tions Gorbachev has condemned the sup¬ 
pression of criticism and facts of harassment 
of sincerejpeople At the same time he hopes 
that mass media’s work will be marked by 
in depth analysis, objectiveness and high 
civic responsibility He asserts that genuine 
democracy does not exist outside or above 
the law 

While Gorbachev's intentions are clear 
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and measures are serious, there is a possibility 
of chaos and confusion when these policies 
are implemented in practice. Some fear that 
this may even lead to an element of insta¬ 
bility inside the country Hence sensing the 
possible misuse and rms-interpretation of the 
stand taken by Gorbachev on democracy by 
vested groups which may be harmful to the 
interest of the society, on January 31, Pmvda 
added a rejoinder in its columns and warned 
that “socialist democracy has nothing in 
common with anarchy, irresponsibility and 
license to do anything” 

Gorbachev has dealt at length the ques¬ 
tion of nationalities While emphasising the 
successes achieved m doing away with na¬ 
tional oppression and inequality under 
socialism, he has frankly pointed out many 
unsolved issues and problems He is against 
the prevailing negative phenomena on ethnic 
issues such as manifestation ot parochialism, 
tendency towards ethnic isolation and arro 
gance leading to outbreak of violence such 
as the one which erupted recently in Alma 
Ata He feels that ihe spirit ot interna 
tionalism is vet to take deep roots in rela 
tions among peoples in the countrv Similarly 
he finds fault with social scientists tor ihe 
lack ol serious scientific studies of na 
tionalities and lack of analysis of socio 
economic and cultural processes 

Continuity and Rentwai 

In the thins section of the report, Gorbachev 
has dealt at length the personnel policy of 
the CPSU in the task of restructuring of ihe 
society In his view manv mistakes had been 
committed with regard to the personnel 
policy which should be avoided by learning 
lessons from the past Gorbachev proposes 
to establish a proper balance between con 
tinuity and renewal in the leadership of the 
party and the government Thus Gorbachev 
justifies his measure of large-scale replace 
meni of personnel in the party secretarial 
and government during the last two years m 
order to bring fresh blood into the state and 
party machinery In his view many people 
at higher echelons continued in their post 
tions for very long time without really being 
effective in carrying out work This has led 
to a situation of artificial stability which 
turned into personnel stagnancy 

Another aspect that Gorbachev has em 
phasised is the need for theoretical training 
and ideological and moral tempering of per 
sonnel Similarly, he has urged the need for 
greater discipline and responsibility for the 
works assigned to the party workers He is 
addressing the cadres of law enforcing agen 
cies to learn to work under conditions of 
extended democracy and openness At the 
same time he attacks the intolerant 
behaviour of some senior executives for in 
dependent actions and thinking on the part 
of subordinates without considering the real 
merit of such cases simply because that did 
not conform to their own viewpoint 

Gorbachev attaches great importance to 


the role of cadres at worker and supervisory 
levels and suggests that restructuring re 
quired of the workers competence and high 
professional standards, discipline and sense 
of responsibility While he has listed a 
number of managers and directors of enter¬ 
prises for their talent and creative contnbu 
tion, he has condemned the people respon 
sible for Chernobyl nuclear plant accident, 
sinking of the vessel Admiral Nakhimov, 
railway accidents that have occurred recently 
and so on 

Speaking at length on the role of party 
cadres under conditions of restructuring and 
openness, Gorbachev advises them not to 
function like dispatchers’ but to take in 
ltiative and gel down to work with the 
creativity of masses in order to eliminate 
shoitcnmmgs in society At ihi same time 
he warns party activists against artificially 
speeding up events which may end up m put 
ting the cart before the horse and advises 
partymen against over-administration and 
against empty talk instead of concrete work 

Gorbachev is aware that with regard lo 
restiuctunng among party cadres ' visible 
gap is formed between those who are forg 
ing ahead with determination and those who 
are marking time” Party activists, need to 
be watchful of ‘time serving career and sell 
serving attitudes of the sections of party 
workers under the covet of restructuring 

Although Gorbachev has been widely can 
vassing for pertstroika and glasnost the fact 
that he had to explain in detail what was 
meant by perestroika at the lanuary plenum 
is an indication that it has not taken roors 
in the society What is also possible is that 
there are sections in the society which were 
not accepting Got bat lies s policy of 
nereslroika ind glasnost 


According to some western soutccs public 
resentment for Gorbachev s poliev has been 
repotted from One propetrossk the home 
town of Brezhnev in the Ukraine ind in 
some other cities This resentment may be 
partly the show of sympathy for Bre/hnev 
But Gorbachev is awaie ot the tact that cer 
tain sections do not agrtt with his polity' 
“ we see that change for the better is tak 
ing place more slowly that the cause ot 
reorganisation is tnoic difficult and the pro 
bletns which have accumulated in society an. 
more deep-rooted than we first thought” 
There is a strong possibility of scepticism 
and covert indifference to Goibavliev’s 
policy of perestroika among the party cadre 
at different levels Although Gorbachev has 
removed several members in the top posi 
tions sonic western scholars opine that some 
conservative stctions in the central commit¬ 
tee ot the C PSU rnav not be in favour of 
developments taking place in the country 
under Gorbachev’s leadership and par- 
Licuhul) perestroika and glasnost 

F sen mort forrmd ible seem to be groups 
at niiddlt level cadres apparatchiks and 
bureaucrats thev constitute a laige con 
tingent of party activists but they play a 
crucial role in ensuring the implementation 
of the party policy into practice However 
there is a possibility ot greater conser 
sameness tinting these sections because the 
change from the old order many affect their 
positions powers and pi isileges Such sec 
tions in the country may be covertly work¬ 
ing against policies and cl torts to bring 
about Perestroika I hat Gorbachev is aware 
ol this is evident tiom Ins statement “ to 
thts day m many economic government, 
stale and even parry bodits and in work col¬ 
lectives thctnsclscs lat tiom everyone is mar- 
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ching in step with the demands of Ide There 
are quite a few ptople who are slow in thiow 
mg oil the burden of the past who are 
adopting i w lit and set attitude and openly 
putting a spoke in the wheel 

It must, however be observed that the 
slow implementation ol nelotms h genuinely 
interested groups may be partly attributed 
to the ditfieulties facing them in ensuring 
the smooth introduetion of eh enges without 
affeeting economic development and thus to 
avoid crisis situation in the country But at 
the same time the impact of the progiess in 
implementation of polteics has 10 be te.lt in 
social political ind economic spheres In 
this context Gorbachev himscll has reterred 
to the questions being asked by 1 some com¬ 
rades if we art not manoeuvring too shirp 
a turn’ 

This taises an important issue ot deter 
mining the option ll p tee ol implementation 
ol policies ol lestrueUiung ol (he society 
which hossever, is not m easv task [his also 
reminds us of the history ol collectivisation 
m 1928 19)0 under the leuieishipot Stalin 
In the initial pciiod Sulm binned puty 
woikcis lor the slow pue ot collectivisation 
process \t his behest whin the pace wis 
hastened Stalin ciiticised ihem ipain in 
subsequent period lor loo speedy implcmeri 
ration ot colkctisis ition drnc mid tor being 
"dizzy with success Bung well twin ol tins 
Gorbachev has advised pariv activists th u 
there should not be undue haste end speed 
in introducing reforms which may prove to 
be counter productive 

Gorbachev's criticism ot Bre/hnev is by 
and large valid H id not letorm piotess in 
mated in September 196S by Kosygin been 
cold-shouldered by Bie/hntv in subsequent 
period, then the uiuntrv would not have 
laud many ol the economic pioblems lhat 
have assumed serious dimension But to at 
tribute all the shorcomings in the country 
to Bre/hnev may not be correct He was no 
doubt conservative in retaining the system 
that the country inherited from Stalins 
period and he believed in improving the ef¬ 
ficiency ol lhc Stalinist model In the process 
while the economic base was not becoming 
strong enough to meet the challenges of the 
changing times the super structure of the 
soviet soueiv giivv weiker with vested in 
tcrests m the ptriy ippantus and in 
bureaucracy ta l mg idvintage at the cost ol 
the country 

Gorbachev s policy measures to demo 
ertlisc llu Soviu soeielv ill lhc Hue sense 
of the term and to restructure the society are 
indeed positive developments tor the Soviet 
Union Numerous rctoim measures that arc 
declared and ate bung implemented are 
iadieal in nature uni m iv ro a long way in 
modilymgand tltcnipik oigini uion ind 
structure ol the system i'i it has been evolved 
ewu the dee ides 

CHANUsoi St'iCtsS 

What me the chances of success for 


Gorbachev s policy ' There is a strong view 
in the west and in some socialist countries 
lhat Gorbachev may not succeed in his 
policy ol ‘perestroika This view is based on 
the logn that ideologically brought up peo¬ 
ple and sections of the Soviet society may 
not accept changes and may not ‘restructure’ 
themselves tasily In this connection David 
Selbourne compares Gorbachev’s policies 
with those ol Dubcck m Czechoslovakia m 
196 / 68 Aeeoidmg to him Gorbachev is do 
mg now what C/tch people tried to do 19 
years back Speaking about the response ot 
(/cell visitors to the USSR he has observed 
(Times of India , March 17, 1987) "But our 
(( /ech) people who have just comeback 
from Moscow say that Gorbachev's position 
is not too strong and that his ideas arc not 
bung received in the way we would like" He 
further adds that ‘Gorbachev faces far more 
trouble in the USSR than Dubeek had here” 

I his is attributed to the apparent lack ot 
democratic traditions in the Soviet Union as 
per some C/ech scholars 

I here is a widespread view among US ex 
peris on the USSR thai Gorbachev's policies 
in his lirst ytar ot powu were not thoiough 
going as he did not bring about anv change 
in the Soviet system and changes were 
primarily cosmetic m iiuure Moreover, it 
is illegd that Gorbickv's camp ugn md 
policy declarations arc, in nature no dll 
ftrent from the txeieists carried out by his 
predecessors namely, Khrusehc and 
Bre/hnev as a pan of conciliation process 
and meant for public consumption In other 
words Gorbachev is not serious and sincere 
in his policy initiatives and will sooner than 
later rci onulc himself lo let things go then 
own way 

Robert Kaiser analysing the lirst 18 
months ol Goibuhcvs leadeislnp opines 
Uorugn A/Jum winter 1986 87) that his 
arrival at the Soviet top position as a young 
and dynamic personality was welcomtd by 
all Soviet people against old guards who 
controlled the situation in the past But there 
has been some scepticism whether Gorbachev 
can deliver the goods 

In contrast to the views expressed in the 
west there is a great deal of optimism sup 
ported by enthusiasm of the Soviet people 
at large for Gorbachev’s policy of perestroika 
and glasnost This is evident from interesting 
debates and discussions in the Soviet press 
expressing more freely and frankly the view¬ 
points of various sections of the society 
Pravda recently carried a thought-provoking 
article of Thtyana Zaslavskaya, correspon¬ 
ding member of the academy of sciences on 
the state ol sociological research in the 
USSR and criticising various government 
oigamsations for not providing materials for 
proper sociological research in the country 
It may be recalled that Zaslavskaya was shot 
into prominence m the west m Ihe recent past 
fot her original and critical evaluation of 
Soviet economy in her well known “Siberian 


papers” Similarly, many Soviet social 
scientists—Abel Aganbegyan, Abalkin and 
others—in their articles in Ekonomicheskaya 
Ciuzeia weekly paptr have pointed out short 
comings m the economic development and 
organisation Alexander Bovin, a well known 
Soviet journalist and commentator, has 
welcomed the poliey of January plenurm 
(No\oe Vremva (New Times) No 5, 1987) 
md has hoped that eurrent ehanges are ir¬ 
revocable and that the history of rolling back 
the process of demoeratisalion experienced 
twice in the pos twar period will not be 
repeated 

The opinion of Soviet specialists is 
presumably baud on the assessment that 
Gorbachev in the last two years has 
established through large scale changes a 
reasonably good control over the higher 
editions ol the party and the pohtbureau 
Although certain conservative elements still 
persist at higher levels but they may not be 
in a position to challenge the leadership of 
Gorbachev fven defence and KGB circles 
in the opinion ot some Soviet scholars, are 
lulls under the eontiol ol the central com 
imttcc and Goibachev Soviet intelligentsia 
is said to be wholchearttdlv supporting 
Goibachev’s policy ol openness and 
restructuring 

It is also necessarv to remember that 
winds ot reforms are blowing in many 
sou ills! countries particularly in China 
Hungiry has alrcidy shown the positive 
results ot reform horn modernising ihe 
economy C /echoslovakia and Bulgaria are 
ilso once again moving in that direction 
Goibachev s visit to Czechoslovakia in April 
1987 may furthtr help the process of reform 'it! 

which the Czech people are eagerly awaiting 
lor Hence there is a greater possibility ol 
success for reforms and restructuring for 
Gorbachtv in the USSR 

Above all Gorbachev himself is quite eon 
fident of carrying through the process of 
transformation to the successful end with the 
united efforts of the party and the people, 
who are committed to the ideals ot socta 
lism However, he is aware that the guarnatee 
for success in restructuring is not going to 
be automatic and easy 

What are the alternative scenarios about 
prospects for Gorbachev’s policies 1 If 
Gorbachev succeeds in perestroika and 
glasnost, he may bring the Soviet Union to 
new heights in all spheres (economic, social, 
technological, etc) In that case Gorbachev 
may emerge as the most popular and un¬ 
questioned leader of the Soviet Union and 
the socialist world This may also pose a 
threat and a risk for the west, since it may 
prove the success of socialism of whatever 
brand over capitalism 

This view is held by certain CIA specialists 
with the policy implication for the US to 
frustrate the prospects of Gorbachev's suc¬ 
cess It is admitted by some US specialists 
that they find it difficult to deal with 
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* Gorbachev effectively In other words there 
' is an admission of Gorbachev’s ability to in 
fluente in his favour a wider section of the 
western world Robert Kaiser opines other 
wise, that even if Gorbachev succeeds, the 
USSR will remain poor, backward and not 
competitive Hence the USSR will not be a 
threat to the west in the future 
II Gorbachev fails, then there could be a 
possibility of a change in Soviet leadership 
being replaced by more conservative ele 
ments The Soviet military and the KGB will 
once again be more dominating the Soviet 
politics In other words, the status quo of 

SOVIET UNION—II 


Brezhnev era w ill prevail with only ideological 
rhetorics The west finds it easy to deal with 
this type of the Soviet Union Robert Kaisei 
gives a more grimmer picture If perestroika 
fails the USSR will avert to artificial cold 
war as a cover for domestic shortcomings 

Gorbachev has thus an even chance of 
success in his policy of perestroika and 
glasnost The coming sears should be crucial 
in determining the course of development of 
the Soviet Union and the position of 
Gorbachev in his historic role as the relot 
mist leadei of the fust Socialist state 
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Ml TANA /AM AVSK AYA eminent Soviet 
economist and author of the once secret and 
now famous Novosibusk Report (a blue 
punt tor structural changes in economy) 
which was Inked to the westei n pass in 1983 
has once again raised vers uueial issues — 
(his time in the Soviet official piess organ 
Pravda Her recent article Perestroika i 
sotsiologta’ ( Restructuring and Sociology') 
which appeared in Pravda on fehruarv 6 
1987, reflects the extent and acceptance ol 
the new thinking of the Somct ataduvuuins 
by the country’s leadei ship 
Her errlier Novosibirsk Report quest 
loncd the lundainental precepts of Soviet 
centralised planning suggesting radical steps 
lor revitalising the economy at a time whin 
uskoremte (acceleration) and perestroika 
(ellieieiiev) were two distant terms fot the 
ruling gerontocracy of the Soviet Union 
Today while the old guards in the bureau 
eney and the power structure continue to 
resist Gorbachev's policies of perestroika and 
glasnost (openness), the academic and 
intellectual community has seized the 
momentum of new tolerance to launch a 
frontal attack on the ills that have plagued 
the Soviet system for decades Zaslavskaya, 
m her official capacity as a leading academic 
at the Institute of Economics and Organisa¬ 
tion of Industrial Production of the USSR 
ol the Novosibirsk Academy of Sciences, 
reflects an authoritative influence on the 
thmktank ol the GOSPLAN, led by A 
Aganbegyan— also an advocate of structural 
changes Zaslavskaya’s full-length article, 
arguing for a radical shift m the official 
attitude to the Social Sciences (Sociology in 
particular) appeared in Pravda after her elec 
tion as the head of the Soviet Sociological 
Association, putting an end to the ambi¬ 
valence that had earlier characterised the 
official treatment of her views 
barliei in an interview to a Hungarian 
correspondent Istavan Zalai, Zaslavskaya 


deplored the lact that the entire exercise to 
vitaiea ntw dlicient uonomic mechanism 
is rendered meaningless with the assumption 
that economists should wotk towards ac 
i.clciation and efficiency leaving ihe analysis 
ol social consequences of their economic 
reforms to the sociologists /aslavskava 
I ished out at the preponderance of teihno 
cratic way of thinking imong a majority 
ol ntw leaders who h ivc an engineering or 
technic il background and tend to relate to 
people as if they were machines” In the 
same interview she claimed that her Institute 
at Novosibirsk is the onlv one of its kind that 
attempts to analvse the economic and sou il 
consequences of a lot ms tn a “united 
whole In this background, her critical 
observations on the state of Soviet sociology 
as expressed in the Pra\da article would cer 
t unly spark off a deb tie on the fundamental 
issues pertaining to the social sciences in the 
Soviet Union 

Although the Soviet Union has made 
significant advances in natural sciences, the 
growth of social sciences remains stunted 
due to the supei imposition of dialtuica! 
materialism’ on all branches of social 
inquiry “Diamat” as it is popularly known, 
ts the indispensable cliche providing a 
copybook solution to all social questions 
Continuous resort to such stereotypes has 
caused damage to the social scientists as well 
as the policy makers in the long run This 
point is the crux of Zaslavskaya’s arguments 
The main points of Zaslavskaya’s reflec 
lions on Soviet sociology strictly from “per 
sotjal viewpoint’, as she qualifies, are as 
follows 

(1) The prime obligation of sociologists is 
to provide complete exact and correct 
information about the actual state of af 
fairs and the group influence on social 
process 

(2) Need for treating a fundamental socio 
logical theory intensifying a creative 


search 

(3) Rifts and sinks mum. lc idii g roiio 
logists limiting m i Iruu dram of 
the promising ones to other lields is 
responsible tor , sociology without 
sociologists 

(4) Low piolessional level ol rociologied! 
research due to simplified stcicotypcd 
description 

(J) Poorly developed system of social 
statistics and the pnetkt o) withholding 
information Iroin social scientists as 
well as the common mas es 

As her very central concern, Zaslavskaya 
refers to the activisation of human factor' 
and overcoming the 'social apathv’ that has 
cmtrged in recent years as a pie condition 
foi the party’s success in its social transfer 
matron programme 

Zaslavskaya begins with the well known, 
but not so well accepted list ihu social 
sciences have long occupied a rearguard 
positron in society confining themselves to 
mete repetition, clarification md approval 
of the party decisions 1 he appendage post 
tion of sociology to historical analysis has 
lor long denied it the respectability and 
legitimacy thn it cnioyv in the West hilc 
marviaii i,idly sis has opened new vistas of 
sociological research, adding dynamism to 
its analysis, paradoxically sociological 
rcseaich in tin USSR remains plagued 
bv simplified tmlvsis schematism and 
deigni itism 

Zislav'kaya mentions de timle success ' 
attained by Sovitt sociology w huh has more 
or less won it a status ol in autonomous 
sinike, though in reality it still remains e 
sue nee of second catcgoiy She lurthei 
isserts lint the USSR lags behind tsen 
Poland end IJiingiiv have alone the ad 
vanced c lpitalist states, in the development 
ol sociology Such compaiisons within the 
eastern bloc ind with advanced capitalist 
nations to punromt Soviet baekwaidncss in 
a paiticiilar ire t tie very rare- pnvilcges 
ol independent minded social scientists 
whose opinions are uiv crucial to the tuling 
personnel 

Her call for creation of a new ‘funda 
mental sociological tl eory , a term that she 
does not substantiate appeals more as an 
attempt to free sociology from the prevailing 
axiomatic precepts of historical materialism 
Due to the utilitarian approach accorded io 
it by the state, Soviu society has benefited 
the least from the ongoing vitalisation ol (lie 
marxnn sociological theoiy 

Zaslavskaya, however does not coniine 
hetself to dbstnet appeals loi structural 
changes and ‘creative interpretations of 
theory Such appeals have become all too 
frequent in wlnt appears to be the changes 
and criticism gcninttd by the system 
itself T sui tod tv sociology in USSR is 
‘soc ologv without sociologists (as quoted 
by V Peredvtnlstv Novosibirsk’s pioneer 
mg sp'ciahst on Studies ot Manpower 
resources), due to polemics md person il 



strife among sociologists, exploited further 
by the ‘cadre promotion politics’ whereby 
many promising sociologists wert compelled 
to leave the Institute of Socio Economic 
Problems of the Academy of Sciences USSR 
and work at penpheial’ levels elsewhere She 
also laments the ‘virtual disappearance' ot 
the Leningrad Sociological School, which in 
the late 1960s and 1970s carried out pioneer 
ing research in critical areas like dissatislac 
tion and alienation among workers occupa 
tionai preferences of the south etc 

SOUAl SI At 1ST ICS—Wh AK ARIA 
That sociological research is still at its 
very rudimentary stage is obvious from the 
fact that USSR today produces only one 
specialised journal on sociology Sana/ 
Silences The sorry state of affans can be 
gauged by the abysmally poor qualitv of the 
dissertations produced at the universities, 
which are often nothing more than ‘piece 
goods’ She blames the ministry of higher 
education, USSR (MINVUZ) for low stan 
dards which reflect a compromise with 
quality Weak representation of data and low 
level of social statistics are further grey areas 
in objective research “In the level of social 
statistics, we occupy one of the bottom ranks 
among the developed nations ’, as she fur 
ther states, “social statistics is not what is 
supplied by the State Statistical Institute, but 
it is the end result of processing of data 
which is published in the open press and is 
accessible to the whole masses of people ’ 
Not just stopping at general criticism she 
raises particular issues, asking whv despite 
perestroika, new sections ot social tnforma 
tion arc still “closed" to social scientists She 
lists the areas, considered taboo so far for 
social inquiry, e g, figures about the crime 
rate, frequency of suicide, alcohol and 
narcotic consumption, ecological situation 
in villages and cities, inter-regional migra 
non health standards differences in the 
income and well being of the population and 
so on If negative trends have appeared in 
the above-mentioned areas of sociological 
research, it is only by facing these issues that 
a solution can be found, she asserts More 
emphatic is the conclusion, “by hiding the 
conditions of their personal hfe from people 
themselves, one can never expect their 
actmsatton either in the sphere of produc¬ 
tion, or in political activity” As she per 
tmendy observes, due to bureaucratic bottle 
necks, social scientists receive even less data 
and information from the State Statistical 
Institute than before 
A vital issue repeatedly touched upon by 
Zaslavskaya, is the acceptance of some 
degree of divergence between the group and 
social interests While the Soviet leaders and 
scholars in recent years have refrained from 
calling their society a “classless” one, there 
is still a reluctance to openly admit the fact 
that groups based on economic, social and 
other i|fcrrests do exist and that their 
existence is a natural one Zaslavskaya em¬ 


phatically puts an end to this tendency, 
opining, “it is essential to determine more 
clearly the mutual influence of groups in 
economics to study the concrete conditions 
of their activity, inter relationship between 
rights and dutus, the content and means of 
realisation of interests, methods of recon¬ 
ciling group interests with the social ones” 

Manv leading western sovietologists have 
long discerned a tendency toward “mstitu 
nonal pluralism' in the Soviet system, 
underlining the inadequacy and irrelevance 
ot understanding the Soviet system from the 
perspective of recognising one singular 

UNITED STATES 


THl next item on the agenda was a visit to 
the Currency Processing Section ot the 
Hank And once again one could not but 
be impressed by tht scale of opuation, the 
tiliciuic) with which it was carried out and 
the airav ot state of-iht art equipment all 
electronic and automatic, used lot the pur 
pose The manual labour was minimal 

Bundles ot ustd currency notts, pre sorted 
bv denomination aimed in e trts I tics were 
opentd and aim a quick preliminary 
check the notes wcie led into the niuhine 
which consisted ot tout sections—feeder 
soitei packer, and shredder ihcouiuscd 
01 wen n out notes rejected bv the sorter went 
into the shiedder which 'shredded them 
almost to powder At the end ot the tom 
each of us received as a souvenir a liny 
transparent plastic case containing live hilly 
shredded dollar bills 

After processing, billions ot dollais worth 
of notes are stored in the vault ready tor 
recirculation as and when needed Inciden 
tally. New York FRB does not print cur 
rency notes The printing is done solely in 
Washington DC where the Bureau of 
Engraving and Printing, a unit of the 
Treasury, is responsible for printing the 
nation's currency 

It should be noted that under the US 
system, the orders to print currency come 
from the 12 Federal Reserve Banks, not the 
president or Congress The Reserve Bank, 
not the Treasury, determines how much cur¬ 
rency is to be printed, and they base their 
decision primarily on the estimates of 
depository institutions and public cash 
demands The point that needs to be par¬ 
ticularly stressed is that, under this manage¬ 
ment, the government cannot print more 
Federal Reserve notes to pay its bills or debts 

The tour was climaxed by an hour-long 
briefing and discussion covering the US 
economy and its current trends, Fted’s role 
in this context, and the specific problems it 


homogeneous interest The “groqp interests" 
approach has a great relevant in a multi¬ 
national state like the Soviet Union, mak¬ 
ing definite advances towards pluralism in 
social and political spheres Zaslavskaya’s 
voicing the demand for freely and objectively 
discussing “complex, non-tradmonal ques 
lions” may have far reaching ramifications 
in view ot the ongoing changes in the Soviet 
Union Profound strains on the system can 
be caused with the admission that existing 
reality can no longer be adequately explained 
by conventional propaganda and familiar 
ideological parameters The search for ‘new 
formulas” is just a small beginning 


is cnnlronied with today One of the reserve’s 
v ict presidents Peter Bakstansky, covered the 
giound in a sw ift overview, citing a mass ot 
interesting hets 

I tit outlook is dommattd bv two large 
deficits tin irjdt deficit that drains purchas¬ 
ing power aw iv fiom the economy and the 
budget dtlicit that puts purchising power 
into it The led h is no vn about the fiscal 
policy which it must accipt as a given and 
then develop its own pohev It is not an arm 
of the administration and is responsible 
direct to tht Congress to which it much 
rtport its basic policy decisions iwiu a year 
The budget deficit ovei $ 200 billion a vnr 
ind nuybe J 170 billion in fiscal 1988 
amounts to 5 per cent ot the GNP This high 
proportion circumscribes the elbow room 
for tht Fed’s operation 

1 lie Fed projects a rjher modtst economic 
giowth tor the cuiient yeat 2 5 to 3 per 
cent which is slightly higher than last year s 
Inflation in 1986 was moderate—I I per 
cent, thanks largely to the steep fall in the 
energy price In the current year however, 
it is expected to rise to three per cent to four 
per cent, again mainlv because of the 
recovery which has already taken place in the 
oil price Nevertheless, for the present at 
least, the outlook for inflation remains 
encouraging because of low wage demand, 
modest rise in consumer prices, depressed 
commodity prices, low interest rates which 
have come down from double-digit level, 
growing international co-operation, also a 
strengthening of the capital base of the 
banking system 

Bakstansky referred to the surge in stock 
prices which had gone up 16 8 per cent this 
year alone and reminded about the Fed’s 
function, namely, “to take away the punch 
bowl” when the party looks too good, evok¬ 
ing the metaphor first used by former Fed 
chairman McChesney Martin years ago 

Though the GNP growth has been modest. 
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it hat been accompanied by extraordinary 
-job creation Unemployment stands at six 
per cent, now supposed to be normal 
though tor a long time four per cent was ac 
cepted as the norm compatible with full 
employment The jobless picture is actual 
ly much less rosy than was indicated in the 
briefing The latest official rate stands at 6 7 
per cent This, howesei does not take into 
account the large numbers of discouiaged 
job seekers who have quit the job marktt, 
nor the fact that a significant peicentage ol 
those actually employed arc part time 
workers 

The current economic expansion which 
began in December 1982 is now m its tilth 
year, this makes it one ol the two longest 
on record in the post war period But as 
Bakstansky pointed out this rosy pictuii has 
a dark side as well Maior segments of the 
economy—to wit, entrgy agriculture manu 
laeturing, and real estate -have been in a 
depressed state Besides, capital spending has 
been abnormally low, partly inhibited by last 
year’s tax reform act, and corporate profits 
have been modest He might also have addtd 
another abnormal feature ol the present 
business expansion, namely, that its benefits 
thanks to huge budget and trade deficits, 
have largely accrued to othu nations— 
Japan West Geimany, and oihcrs 

Ffds Manac.i mi ni Prohi i ms 

I here has been a dtbi explosion at all 
levels The government virtually pitempis 
the nation’s savings win a huge deficit 
which, for several years, has been well above 
$ 200 billion, even in the next fiscal year it 
will, with some luck drop only to $ 170 
billion, or about 5 per cent of GNP Could 
it be reduced in stages to, say, two per cent, 
or lower still 7 This is the first major task 
in the financial field, but that is a task ot 
the administration and the Congress 

Corporate debt, too, has exploded, and 
banks have been forced to set aside huge 
loan loss reserve The tendency hitherto bas 
been to rush to debt rather than to equity 
to meet the needs for finance. Attempts are 
now being made to shift the emphasis to 
equity capital Private debt, too, has exploded 
and reached dizzy heights, putting new strain 
on the financial system 

There have been numerous bank failures, 
including some big ones, which inevitably 
sent shock waves through the financial 
markets In all such cases, Fed has followed 
a three-fold objective to protect the system, 
when necessary by acting as the lender of 
last resort as in the case of Continental 
Illinois Bank, to restructure the banks m a 
way that the management and the equity- 
holders were made to bear the loss, and pro¬ 
tecting the deposits of the public. The same 
pattern will no doubt be repeated also in the 
future—how often remains to be seen 

In addition, there has been an explosive 
growth of financial instruments options, 
index, options index futures, and options on 
these futures, zero-coupon bonds, and 
several other esoteric bond-related instru¬ 


ments They are still new and therefore, 
untested Their longer range effects remain 
to be seen 

There has also been an unprecedented 
growth in tiansaciions and market volatility 
Turnover in the bond market has multiplied 
mam times A leiding brokerage house 
recently calculated that whereas a bond, 
government or corporate used to be held for 
years n is now hdd on an average for 10 
d tvs' 

Add to all this the tael that dollar transfers 
amount to $ 800 billion a day on government 
aeeounts and another MX) billion on private 
ateounis a day and the strain put on the 
financial svstem becomes clear Bakstansky 
raised the questions that trouble a lot ot 
thoughtful people though they are seldom 
aitieulaied in public Can the integrity ot the 
system be maintained vvhen art economic 
downturn arrives as no doubt some day it 
will’ Will the institutions then be able to 
meet then liabilities' Will thty havetnough 
back up reserves tor the purpose 7 These 
questions will continue to hang like daggers 
pointed at the heart ol the world financial 
markets 

CHrt RS AND BALANft-S 

Bakstansky broadly described the salient 
features ol the Federal Reserve System which 
was created in 1913 after extensive invesiiga 
lions and discussions bv a presidential com 
mission lollowmg a tnajoi financial crisis in 
1907 and how cheeks and balances have 
been built into it at the critical points 
The system, as is well known, consists ot 
three interlocking parts - a seven member 
Washington based Board of Governors, 12 
regional Reserve Bank, and the Federal Open 
Market Committee (rOMC) 

The Board of Governors is a government 
agency—Fed for short bach governor is ap 
pointed for a 14 year term by the president 
of the US with the advice and consent of 
the Senate Terms are siaggered for an ap 
pointment every two years The law lays 
down that governors must come from dif¬ 
ferent regions of the country with ’fair 
representation’ given to financial, agn 
cultural, industrial and commercial interests 
in their selection 

The Fed, it should be noted, is a creature 
of Congress It is not connected to the 
TVeasury, instead, it reports direct to Con 
gress The Law establishing the Fed does not 
mention the word mdepcdence’ Yet, inprac 
tice, it enjoys independence for three reasons 
governors are appointed for a very long term 
(14 years), it does not depend on Congress 
for funds, but generates its own money, and, 
of course, a fairly well established tradition 
of non-interference 

The chairman of the board is appointed 
for a four-year term, again by the president 
with the advice and consent of the Senate’ 
(The term of the present incumbent, Paul 
Volcker, is due to expire in early August) 
Each governor has one vote, and in that 
sense all are equals But the chairman is very 
much ‘primo untcr pares’, with one vote 


among seven he has lo tiv and forge eon 
sensus Hue Iks the u il test ol his 
leadership 

The 12 regional Reserve Banks arc not 
government institutions but eoipoianons 
nominally ’owned bv member commercial 
banks, who must buv special non matketablc 
•lock ill their district Fedei il Reserve Bulk 
Fach Receive Bank lias mm dirutois who 
sene three \ear staggered terms As stock 
holders, member banks elect the majontv ol 
the directors six to be precise but only thiee 
banks ean serve on a board, and these three 
must represent a small a medium and i laige 
bank respectively The idea is to prevent the 
most powerful bulks Irom dominating the 
direetors 

I he remaining three directors are ap 
pointed bv the board ot governors as 
required by the Fedcial Reserve Act These 
three direetors must represent the public 
generally with due consideration being given 
to the interests ol tgrieulture commerce, 
industry, labour and eonsunuts 
The IOMC consists of 12 members -the 
seven governors of the board plus live 
presidents of the regional Receive Banks 
drawn from different regions and serving 
two year rotating terms, except that the pi cm 
dent ol the New York Federal Reserve Bank 
is a standing member of the FOMC 
Unlike the olhei regional Reserves, the 
New York FRB has some speual respon 
sibilities It holds gold on international 
aeeounts, it buys and sells US government 
securities as determined bv the FOMC to 
regulate the level of reserves in the banking 
system and n also engages in buying and 
selling ot currencies on government account 
1 he Fed has a wide range of regulatory 
functions Its most important mandate, 
however is to maintain the soundness of the 
banking system while meeting all legitimate 
needs of the economy One of the greatest 
problems created by a system of cheeks and 
balances is how to integrate the fiscal and 
monetary policies Such integration is in 
dispensable for sound economic manage 
ment, but in the American system there is 
no mechanism to ensure this The Fed has 
full power to regulate money und credit, but 
no say over the fiscal half which falls in the 
domain ot the administration and the ( on 
gress, and these two, m their turn, lack any 
direct control over monetary policy 
This dichotomy in economic manage 
ment, whatever may have been its underly 
mg rationale, has in practice proved a major 
source of weakness, especially in today s fast 
moving world Attempts to build a bridge 
between the two have been frequently made 
with informal Fed-Tfeasury discussions, but 
they have inevitably yielded only fitful 
results Bakstansky is, of course, fully aware 
of this fact In his presentation and the 
subsequert discussion he deftly skated over 
this and several other delicate, often con 
troversial, aspects of Fed’s management 

[The first part of this account was published 
in EPW, April 4, 1987 ] 
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‘Banks must adapt 
to changing 
customer preferences’ 



La<In’s and (n’ntk men 

It give-. me gri it pleasure to wilcomi you to the Thiny 
second Annual (jenc ral Me eting of the State Bank of India 
which is being field in Madras afte r ten years 

"I he pcrfoimante of the Bank has been appropriately 
brought out in the Annual Report before you The yeai has 
bt’i n orn of all round growth for the Bank You will be happy to 
know that the Bank has been able to maintain the dividend at 
l'i on ttn enhanced share capital of Rs bOcrores 

Dining the near 1986 there were a few changes in the 
Cenlril Board and the Local Boards Dr Deepak Nayyar 
Dr Y B Abba Sayulu Shn L R Nalk and Shn Mast Ram 
Auas>l n wen nominated to the Central Board by the Government 
of In li 1 in f i bruary 1987 I have pleasure in welcoming them 
Dr V A I ’ n Panandiker on r ompletion of his term as Director 
of the ( mtral Board vacated office in February, 1987 Dr Pai 
Pan i idiki-r had a long and distinguished association with the 
( entr il Botrd from 1978 and I would like to place on record his 
signific ml contribution to the deliberations of the Board Shn 
A S Pi mu Imquished the office of the Managing Director on 7th 
July 1980 and I take this opportunity to place on record his 
contribution to tin Bank I welcome Shri C 5 Kalyanasundaram 
who a sunn d clnrge as Manaqing Director on the 16th July 
1980 

In 198c, Shu Kill i mt Rai Preside nt of the New Delhi I ocal 
Board ShiiBK Rio Pu 'idem of the Hyderabad Local Board 
lndShnBP Mailik Me mhi r of the Bhubaneswai Local Board 
resigned Shu 15 G Kan. oil t spiry of his tc rm vacated office as 
M' inbi i of thi Boruhn I ixul Boarci I would like to place on 
record our ippn.ii ltion of the services rendered by Sarvashn 
Kuluant R ii BK Ran BP MallikandRG Rare 

I it qiel to inform you that Shn Maham Singh, President of 
our (>uw \hiti f oCeil Board pa std away in February 1987 
1 u isfi to avail of this opporti in ty to place on re-ord our appreciation 
of tin guieliinci rendered by him 
la t yea r Iri’ferrtcitomyioncernabouttheemergingtrends 
in profitability We have once again ended the year with good 
prof Is But my c oncern continues stemming principally from 
the structural ncjidities under which we in the banking sector 
must operate in India Such rigidities reduce the range of 
Mpptioiw that could be contemplated to respond toa likely crunch 
on prr (liability 

Mu concern for future profitability has become deeper In 
recent months This is a result ofanother phenomenon, namely, 


the onset of the disintermi diatinn process in tin linanoal 
nnrkil in the c oiintry Wc ban c arlic’r witntsv d this process in 
other countiics, notably in thi miturer industrially advanced 
econumn s The fact tint the’ winds of disintermediation fiave 
arrived in India shows that here too, the economy, particularly 
in the corporate sector and the investing c ommunity at large, is 
attaining a degree of matuntv This can only be a matter of 
satisfai tion to us in India Nevertheless, this dc velopment has 
significant implications for the commercial banks in the country 
We now observe that increasingly prime corporate borrowers 
are tapping the capital market to raise resources in preference to 
borrowing (torn the banks If this In nd continues the si/e of the 
commercial banks loan portfolio will be affected On the other 
side as new issuers gain access to the capital market through 
issues of bonds ana debentures and as investors become 
increasingly familiar with investment opportunities in the capital 
maiket the volume of bank deposits could git affected 
l Ink ss therefore the banking sector recognises the process of 
dismit rmediation that has already set in and takes measures to 
adapt itse If to the changing nature of customer preferences the 
pre ssure on profitability will become more intense 
What are the possible adaptations that we in the barikinq 
se< tore in contemplate-’ To my mind we must first of all e’quip 
overstives through our branch network to service the needs of 
investors be it i ustomers or others - in their search for better 
investment oppcirtunities The banks,in my view will have to 
bet on ie active in distributing stocks bonds and debentures 
evi ri to their own depositors Our pnme concern must be to 
sc’rvice our customers needs fully We have to shed our traditional 
reservation in selling to our customers savings instruments 
which compete with our own deposits 

I do not think that this needs to be viewed w ith any anxiety As 
investments are stepped up through savings obtains d by means 
of capital market instruments deposits also get generated What 
does take place, thus is a shift in deposits, geographical as well 
as sec tora j, and In the composition of the deposits In a qrowmg 
economy, which is in a cntical stage in the process of capital 
formation the process of investment and savings is taking place 
in widely dispersed areas of thP country the banking system 
with its well established network of branches is better positioned 
than any other institution to function as an effective intermediary 
to tap these savings for the banking sector as well as for the 
capital market 
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Banks will also need to develop trading capability in capital 
market instruments for this will be an area of in< re ased activity 
m future and will throw up new opportunities Furtherm ure 
secondary markets in these instruments nml to lx «tivclv 
v developed and serviced and I feel that banks have an import ant 
role to play in this regard 

The banking system s response to the challenges thrown up 
by the disintermediation process must mcreas ngly take the 

! form of developing specialised financial services capability to 
meet the rapidly changing customer preferences I his will 
frequently call for organisational re adjustments and re grouping 
for some of the specialised services are best delivered as 
experience elsewhere too suggests through separate vehicles 
substdianes or affiliates 1 here is nothing npw in what I am 
saying several banks in India are reported to be contemplating 
creating substdianes or affiliates for providing financial st rvires 
of a specialised nature I do believe that this is a move in the nght 
direction 

Your Bank, I am happv to sav is well position! d in this 
respect As I informed you at this forum Iasi year we had 
decided to meet the (merging demand for broad has. J (manual 
| si rvices from the corporate sector through the medium of a 
separate merchant banking subsidiary SB1 Capital Martels 
i Ltd our merchant banking and itasinq subsidiary was set up 

1 last year and became operational on the-1st August l l >8f> The 

I subsidiary apart from being active in offenng traditional 
merchant banking services such as issue managimut ind 
credit syndication has been engaged ii developing ru w 
packages of financial services in areas sueh a- corporatr 
I lounsellinq project advisory servici s investment manage aunt 
capital market transactions indsoon SBICapital Markt is I td 
lias also commenced le ising business I am confident that a the 
nc v subsidiary further • stablishes ifaclf as i diverufti d financial 
services organnation it will be possibk for us to umt the 
r emerging requirements of our customers fully and spi t dily 

I am sure that you are aware of the recent decision of the 
Government of India announced by the Prime Minister in his 
) budget spec ch that the State Bank of India will set up a Mutual 

' Fund similar to the one floated by the Unit Trust of India last 

year I am sure that you will share my delight and satisfaction 
that your Bank has been chosen by the Government for sc ttinq 
up the next Mutual Fund in the country Arrangements are in 
hand to complete the formalities to set up the Fund as early as 
possible In a vast country like India with the presence of the 
investment services community restneted to metropolitan cities 
and large towns only mutual funds provide an ideal means for 
| reaching the steadily growinq number of potential investors in 
' the interior as also in the far flung areas of the country It is our 
intention to market the proposed Mutual Fund with the assistance 
of the Bank s unparalleled network of branches particularly in 
1 the rural and semi urban areas I am confident that the Bank s 
Mutual Fund will make a significant contnbution in mobilising 
savinqs for purposes of investment 

May I, at this stage briefly refer to the stall of thi i ipiMl 
market in India As you are aware the Government as wi II as 
the business and industry are lookinq to thp capital n> irki t for 
1 the supply of a substantial volume of resources for setting up 
new industries as well as for expansion and morlernisatii m of the 
e xistmg ones Capital issues consents totalled ovci Rs r > (XX) 
crores in 1986 87, surpassing all previous figures Th* capital 
actually raised dunng the same penod amount! tl lo ibout 
Rs 4 (XX) crores, again an all time high It is assumed that 
dunng the Seventh Five Year Plan penod resourcis of the 
order of Rs 5 (XX) crores will be available annually from the 
capital market What has been the response o( the capital 
market in the lace o( such expectation 7 Well as many ol you are 
aware the response particularly in the latter hall of 1986 has 
not been very encouraging It is true that a number of large 
issues were subsenbed and some over subsenbed but at the 
same time many issuers expenenced difficulty in attracting full 
subscription The slock market was often dominated by beansh 
sentiments which continue to prevail even today One can 
analyse the underlying reasons and attempt to identify possible 


remedial measures but this is not the ippropmti lorum (or sui h 
an exercise There is however one matter that I would wish lo 
touch upon which relates to the problem currently being laced 
by new or relatively unknown entreprene urs si ttmg up small 
and medium sire projet ts in gaining art ess to the capital market i 

Fquilv issue s for their proierts gent railv in the range ol Rs 60 
lakhs to Rs 1 crore are frequently drawing pejor rt spouse from 
mvi slors Many of these issuers h tve bee n postponing the ir 
issues and are waiting for investor sentiments to improve But 
such waiting adds to delays in project implementation and leads 
to cost oveiruns Investors on the other hand are fully entitleel 
to be cautious and c iicumspert in making mve >tnn nt dt ci ions 
Oik fully understands their hesitancy esper wily as many of the 
issues launched dunng the boom pi no«d of 1986 b<> are not 
now doing well in the sttx k market Clearly a gap has emerged i 
tn the institutional framework for supplymq equity capital lo new 
or relatively unknown entrepreneurs planning to launch issues 
of modest sue I am aware that this problem is engaging the 
attention of the authonties as well as the others ronrerned 
Meanwhile SBI Capital Markets l Id have derided to consider 
assisting on a selectivi and exfienmentnl basis entrepreru urs 
planning equity issues of relative lv small sue say up to Rs 1 
i rore or thereabouts We will take a vu w on the organisational 
framework for i xtending such assistance in the light of the ! 
experience gamed I 

An dica of senous concern at the national It Vi 1 1 < the country s 
export performance The Government in assmutinn with the 
industry and trade has been taking measures to improve our 
export ptrformanre so that the adverse tradi balance is 
eorrtctedasi arlv as possihle Your Bank is extinsivelv involved i 
m financing and assisting in vanous other wavs the country s J 

exports but so far this involvement has mainly been by wav of * 

ert dil and n lated services I feel that thi turn has come for the i 

Bank to take ct rtam spei ific initiatives with a view to promoting i 

exports Such initiatives could be towards the identification of 
new markets for one or more of our produc ts towards research 
and development for developing and establishing new markets 
for our products towards market specific as well as product 
specific studies to identify ways and means for promoting 
exports to particular markets or of specific products ana , 
towards research and stuefies aimed at determining reasons for 
our products losing their share in specific markets I am aware 
that similar initiatives are being taken by many other agencies as 
well but the challenge that the country is facing in the export 
front is of such magnitude that anyone in the country who can 
make a contribution must do so I feel that there is much that 
can be done in this area by an institution such as outs with its 
strong diversified dome stic customer base and a global network 
of offices Our dialogues with exporters in India and with our 
contacts abroad indnate that there are many opportunities that 
could be exploited by Indian e xporters if only they bad more 
reliable information and understanding of what is required bv 
buyers in markets abroad We have thi refute decided to t ike 
up spei ific export promotion pion < fa ivhu ti will hi iik nlifii d in 
consultation with major export trilling organisations suih as 
Slate Trading Corporation and Mint rals and Metals Trading 
Corporation vanous associations of t xporters ind ol rour e 
our own customcis engaged in export business Sonu ol thi se 
projects could also be uncfert.iken on the basis of iht sugg< •-lions 
thalwe rectivt fromtnru to Unit from our offri s indcustomiis / 
abroad It is om intention to fund thi st protects bv suitable 
allocations from our future profit, 

To cnablt the Bank lo bt effietrvt in servicing thi diver i 
needs of our industnal clientele and assist it in its decision . 

making process the Banks information systi m his to be 
continuously looked into and furthc r built up 1 lu rt has to he’ a 
well organised approach tod ita colli rOon and analysis including 
external economic environment direct competitive and 
collaborative situations and the viability of new products and 
services We shall howevt r have to move progressively , 
towards these objectives and have to inculcate and develop a 
culture qualitatively differi nt from what we have been used to 
To facilitate the development of the new culture wi have 
decided to set up an institute to be named as the Institute for 
Information and Communication Management 
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1 i ave s ■> far talkvci mainly of iht corporate industrial sector 
Wo art' alive to our responsibilities to the corporate sector given 
the "shifts in *h< i ldustnal and ec onomic policies aimed towards 
greater fit •ubiiitv anti freedom Wt would continue to be 
innovative iriiilurwird looking in the st rvice of that sector 
For tin development of the Indian economy the Indian 
1 1 mkinq m s!e n i mnot (onfiiit list If solely to servicing the 
(oiporiit mil istrn 1 si i tor Our n itional economy denves its 
s'reiig'l’ Mid su 5 mice largely from our mraland agricultural 
scsloi In tlii In linn i oiliest in particular agriculture exercises 
a r> asonaniy uong inflm rm on the growth of the industry 
A 1 1 ,, tuition tothi aijneultui-J irowth rate as Dr C Rangaraian 
n > i iniati .1 iricresst s mdii In ll production by about 0 5% 
md it ition il ini ome bv shout 0 7"r» Further an examination of 
the (e i hiiolngy hr k igc s hitwei n agnculture and industry since 
] Oh 1 52 shows that in the Indian economy the dependence of 
industiy on a jm ul'urt is greater than agriculture s dependence 
oil industry I hi u»iot of agncultunl products in industry was 
found to hi two to is tunes mine than the value of the industrial 
pnxfiu tscon u ntdiii i jm ulture 

In the fic! I of ignt ultuie and mral development your Bank 
hisaluayshi t n ipionei r The conversion of the ImpenalBank 
of lnd 1 1 into h Stitt Rink of India way back in 1955 was 
c oosidi led h' our 11 onomic policv makers as an essential step 
for I'u giotuh >iui divdopmtnt of rural India a process 
i slut h had i bt u i ch nfi d through our banking system by the 
i ition ill in hi of 14 ma)or commert ial banks in 1969 
Our <ii fn> ci nit nts in qi antitahec terms have been impressive 
Tti. All IikIm Rural Debt and Investment Survey for 1981-82 
i arned out by the Reserve Bank of India shows that as much as 
63 2" i of the total debt of the farm r households in the country 
came from institutional sourri s The corresponding figure was 
11 7 ” in 19/1 /-> ]8 7‘V in 1961 62 and as low as 7 3% in 
1951 52 Wt h ice imdoublc rfly made commendable progress 
lowaids the i liminahon of rural moneylenders But have we 
su i ced>-d to any sionificant extent in the alleviation of ruial 
poet rly J Do we nu<l to give any new thmsts in the rural and 
ipirultuial lending bvthr rommercial banks and if so in what 
m as 1 

1 1 1 us take in overall view of the current rural and aqncultursl 
j t n< in India Over the last 35 years the Net National Product 
(NNP) of oar t ountry me r* ised it an average compound rate of 
3 6'n annually In the sam« penod the population grew at 
about 2 2 'n giving i growth rate of 1 4% in real per capita 
income pc 11 cir 

If we divide the economy as between agriculture and the rest 
we will find tli it both tl ie> aggregate real income and the aggregate 
population dependent on aqnr ulture have increased at the 
same rate through the last 35 years leaving the per capita 
me iimt of this sector stagnant Quite clearly the modest increase 
m tlw overall growth rate has taken place on account of the 
increase in NNP in the non agncultural sector The average per 
capita income in this v t tor rose from Rs 462 in 1951 to Rs 762 
in l f >85 at 197(1 71 pnees In the agncultural sector the per 
capita ini ome dunng this penod lingered between Rs 405 and 
Rs 415 In the non aqnrultural see tor the corresponding figures 
we're Rs 59 3 indRa 1 217 In other words the non agricultural 
per r apiti income whch was only 1 5 times of the agncultural 
per e. apita income in 1951 has now nsen by nearly 2 9 times 
Let us loe ik close ly at the farm sector Within the’ farm sector 
the growing pre ssurcof popul ition on agnculture has resulted in 
a steady dee line in the size of average holdings The average size 
of holdinq for all groups his declined steadily Increasing 
number of rural f imilies m bee oming landless and cultivator 
holdings are bee ommq margmali * d 

Thr grec n revolution has e onsiderably improved the production 
technology and has increased productivity and incomes o( 
farmers Seceral studies show however that the annual 
compound growth rate’ for the period 1967 68 to 1983 84 the 
post qie en revolution penod has not been higher than the 
loriq term growth r lit fm the penod 1949 50to 198.3 84 The 
growth rate in both pe noils was around 2 6% The point that 
emerges is that the ^ e’tei growih rate in recent years has barely 


managed to compensate for the area expansion of earlier years 
in the overall contnbutions to growth 

Further within the farm sector there are again several 
cropwise and regionwise imbalances Though the total production 
of foodgrains tripled in the last 35 years — and in this the 
commercial banks had a large part to play — the growth has not 
been uniform among crops The share of nee in the total 
production of foodgrains has remained virtually unaltered at 
around 40*u to 42 o while that of wheal increased from 12 7” 
to 31 2% The share of coarse grains and pulses declined 

Agncultural development has been largely confined to the 
imgated areas which account for less than a third of the total 
crop lands The increase in foodgrains produchqp is highly 
concentrated in a few States Tor instance between 1979 80 
and 1985 86 the foodgrains production increased by 40 8 
million tonnes Of this increase more than three fourths came 
from only hve States 

This regional imbalance is a matter of senous conreri i and has 
to be taken note of by the commercial banking system in 
drawing up their credit plans and strategies A big push Ins In 
be given in terms of investment management and polu y to 
bnng out the untapped potential in the neglected regions and to 
remove as (ar as po .sible the imbalances in the regions and the 
f rops l et me refer in particular to some of the critical thrust 
areas which the i omrneri lal banks have to keep in vie w 

Tirst there has been a sizeable expansion in the irrigated 
areas from 22 6 million hectares in 1950 51 to 62 3 million 
hectares in 1985 86 But the returns from the imgated lands 
have been rather disappointing The Planning Commission has 
estimated that the imgated lands should yield at least four to five 
tonnes of grains per hectare per year but at present these hardly 
yield about 1 7 tonnes on an average 

Second dry land fanning must acquire special significance in 
any programme of agncultural development in future F-ven if 
the entire irrigation potential is exploited there will still be large 
areas dependent on the monsoon At present about 7f)'”> of the 
area in the country is cultivated under rain fed conditions 
These areas contnbute nearly 42% of the foodgrains production 
and produce most of the coarse c ereals pulses oilseeds cotton 
and dry fodder As many as 128 out of 430 odd distnets in the 
country fall under this category of dry farming areas Ninety one 
of these distnets are relatively better placed in terms of average 
rainfall and hold good promise for responding to a new package 
of technology and special efforts need to be made bv commercial 
banks in these areas 

Third about 14% of the area in the country is in the form of 
wastelands which are barren and unculbvable borne of these 
lands have been abandoned because of soil erosion while 
some lands may have been rendered unproductive because of 
the onslaught of the desert Some good imgated areas have 
been affected by salinity and turned into wastelands because of 
improper drainage arrangements Some areas have been over 
-exploited by crops and the excessive use of fertilisers and their 
fertility has so ruinously declined that they have been left as 
permanent fallows Some pioneenng work is being done in 
reclaiming the wastelands through suitable programmes such as 
social forestry desalination land development pasture 
development and afforestation These efforts will succeed in 
rendenng a large vanety of agncultural activities economically 
viable so that the banks will be able to finance them in an 
increasing measure It is our intention to contnbute substantially 
towards these promotional efforts 

Over the last two decades commercial banks have been 
allocating progressively larger share of their incremental resources 
towards direct and indirect financing of agnculture and other 
allied activities The share of agnculture and allied activities in 
their total advances has increased fiom 2 2% in March 1968 (of 
which the bulk was to large tea and coffee plantations which 
were virtually industnal ventures) to 164% in March 1986 
From virtually a few paltry accounts at the time of nationalisation 
the system today is managing more than 129 million accounts 
through a network of 53 000 branches In ouanbtative terms 
our success has indeed been very impressive out we should not 
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become victims of self-complacency In the light of the difficult 
tasks in certain thrust areas which I have mentioned commercial 
banks have to play more aggressive roles in collaboration with 
the Central and State government agencies and local authonties 
and the apex financing institutions in particular NABARD We 
will be judged ultimately by in depth evaluation of how much 
good work we are doing on specific projects In specific areas 
I have spoken at some length on rural and agricultural 
development because su-pnsingly there Is not adequate 
awareness of the crucial inter dependence between the two 
primary sectors — Industry and agriculture 
We have great tasks ahead As I have said In the beginning 
we have to be innovative in the corporate sector We have to be 
equally innovative in the rural sector In the past as needs or 
circumstances warranted, we have been dynamic and Innovative 
in the area of rural financing and will continue to be so seizing 
opportunities for making our contnbubon to rural growth Both 
the sectors industry and agriculture are vital for the growth of 
our economy and we cannot neglect either 

Indeed this is a challenge unique for our banking system I 
wonder if any other banking system in the world has to grapple 
with the complexities of universal banking in such a vast 
developing country as ours beset with problems of infrastructural 
inadequacies communication and manpower development 
Also it is often forgotten—and I plead for a conscious recognition 
of the fact — that Indian banking has an obligation to service 
diverse sectors the obligation to support poverty alleviation 
programmes in the rural and agricultural sectors entailing as it 
does substantial administration as well as supervision costs the 
obligation to cater to the sophisticated needs of emerging high 
tech industries the obligation to see through the process of 



transition of the traditional industries poised for technological 
upgradation and the obligation In die social context in which we 
function to nurse the sick units with rehabilitation packages 
with reliefs and concessions Clearly all these obligations 
Impose on us overwhelming stresses and strains But we 
cannot as a system afford to Ignore our responsibility to 
function as viable financial Institutions by overlooking our 
profitability balance sheet strength liquidity and quality of 
assets 

In the very nature of things in the way the system operates 
through an extensive network of cross subsidies as between 
borrowers and sectors the Indian banks are at a competitive 
disadvantage m the market place for financial services There 
are several other units pnvate and foreign who also operate in 
the market place for financial services but they cater almost 
exclusively to the needs of the large corporate sector with full 
freedom to choose such business as suits them Notwithstanding 
these competitive disadvantages the Indian banks I am Indeed 
happy ana proud ro say are striving their best to give a good 
account of themselves Let us have an informed understanding 
of the atmosphere in which the banks function and let us not 
belittle their achievements as is often the fashion to do 

Thank you 


Stale Bank 
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Economic History and Economic Theory 

Bhabalosh Datla 

Epochs of Economic Theory by A K Dasgupta, Oxford University Press, 


Delhi, 1S86, pp 155, Rs 75 

A ft DASGUPTA has written t r hort and 
compart book on a grand design covering 
in 145 pages ot text the epos Ini changes in 
the questions asked by economic theorists 
in Bn am over the I no year period from 
Adai l Smith’s Ihi Wctlth ot Nations” 
(H76) *o keynt s “Gtneial 1 Irony ’ (I9 Ri) 
Mote ihan a centms and a hall igo (aim 
Null, and much later m 1891' lohn Neville 
kesnes haet written on r<l ti ov m cninoinic 
theory and there h isi lieen mhei, trom time 
to turn who had unpin ised ihc historic xl 
basts of thtoretic d development Da>g'ip'a 
has confined himself io the Bri'i h uono 
trusts and the British economy and h is 
thtielore preluded any diseussuin ot the 
idt is of the carman Histoncal School 
winch wrs triijihitk n holding lhai the 
Smith Ric ndo economic an ilvsis w o a pro 
duet ot the historical thangi s that had taken 
place in Britain and that such m aml\s>s 
would be mSpt h dole to the sounincs seek 
mt economic growth imdet the sh idow of 
i coi.ntrs v Inch h id alrt ids the >ds mtrge 
ol an calls m irt 

SVithm the ir i la ti is dill lilted foi his 
examirialion Drsgupta has given a deep and 
incisive analysis of the links betwten the 
emergence of distinguishable epochs in 
economic history and the emergence ol eon 
sequential changes in the approach and 
analysis of economic theorists Lvcrv epoch 
according to him has raised new sets ol 
questions and the economists ot the period 
have tried to answer them This docs not 
mean that thtre has not been any continuity 
in theoretical development, just as it does 
not mean also that historical epochs cm 
alwivs be demarcated bv clear cut offlines 
I he Indusirial Revolution in Britain #v> not 
a revolution in tfk sense in which there 
was a tevohtium in Russia The so called 
matgmalisi resolution was not a revolution 
at all (Disgupta calls it a challenge ) and 
even the gre it kcvnesian it volution with its 
special histone il iclev me to the idle c qu'd 
idle laboui situ ition m Hiitain d d not i< illy 
come as a <h’u v <. v m il hmu 
The epochs in economic theory, in 
Dasgupta’s framework, were the Classical, 
the marginalist and the Keynesian The 
background of classical economics was a 
newly developing capitalist system, raising 
questions on progress and poverty, accu¬ 
mulation and innovation, population growth 
and laboui, supply—all leading to the clas 
steal theory of economic growth Capitalism 
was then “in its early, vigorous phase, when 
labour had an entirely passive role in pro¬ 
duction and distribution and when the more 
conspicuous happenings were accumulation 


and growth” (p 141) Capitalism had reached 
“its placid phase” in the second half of the 
nineteenth c' ntury The levels of employ¬ 
ment and output were fairly steady and 
trade cycles could be expected to correct 
themselves Towards the end of the century, 
tiade unions had become a force, but they 
were still not recognised as able to bring 
about major changes It was in this placid 
phase that economists, m Dasgupta’s words, 
“could afford to take a philosophic attitude 
to happenings around them and to concen¬ 
trate on methodological issues” (p 141) And 
the background of Keynesian economics was 
capitalism in decay, or even in distress, and 
it required a new theoretical underpinning 
to restore itself on a path of growth All the 
three epochs in Dasgupta’s scheme were 
epochs of capitalism and consequently the 
three epochs of economic theory sought 
answers to the different sets of questions 
which all emerged basically from the time 
path of capitalism in Britain 

Classicai Poujicai Economv 

l ntcring into his detailed analysis 
Dasgupta begins by enumerating the charac¬ 
teristic features of classical political 
economy These comprise accumulation as 
the prime mover, with demand playing a 
passive role, concentration on aggregates 
and not on micro-entities, relevance of 
‘value’ only as a measure that converts 
heterogeneous goods into a homogeneous 
total, and ‘distribution’ os a problem of 
the sharing of the aggregate between the 
two classes—the property-owners and the 
labourers Dasgupta does not accept entirely 
the view that the classical economists were 
‘policy oiicnted’ He agrees that Adam 
Smith’s theory of division of labour was a 
pica against mercantilist resinctionv that the 
anti ( orn l agitation derived its basic 
idea from Ricardo’s theory of rent and that 
the °oor laws were influenced by the 
Malthusian pessimism about population 
growth and intractable subsistence Itvcls But 
he rebuts the charge of policy orientation 
oil’s by holding that even the fine tuning 
nnrgmalists were not policy neutral It is 
possible lo describe classical economics as 
a ‘reaction (in the positive sense of the term) 
to the problems arising out of growth and, 
similarly, to hold that Keynes reacted to the 
problems ot stagnation But to underplay the 
importance of policy recommendations 
reduces to some extent the relevance of 
epochal relativity Were the classical* pur 
suing pure knowledge only’ 

From a very clear prefatory summary of 
classical political economy, Dasgupta pro¬ 


ceeds to a detailed examination of the epoch, 
mamlv through Adam Smith, Rtcatdo and 
Marx Malthus does not get the attention he 
deserved and is referred to mainly where 
Keynes is discussed Smith's central problem 
was economic growth resting upon the pro¬ 
ductivity of labour (enhanced by division of 
labour), the concept of a ‘real price 1 and ac¬ 
cumulation of capital (which meant employ¬ 
ment of productive labour) deriving itself 
from rent and profit On the basis of cer 
tain permissible assumptions—a given pro 
duction period capital consisting only of 
wage-advances locked up lor the entire pro¬ 
duction period ^nd a constant rate of 
wages—a growth model is established by 
casv sitps But it is not clear whether such 
growth could be sustained mdefinitelv Smith 
did not consider tht possibility of dinu 
mshing returns Irom land but a decline in 
investment opportunities was possible with 
a growth ol accumulation 
Smith mentioned “the possibility of a pro¬ 
gressive state, a stationary slate and a declin¬ 
ing state”, but it was Ricardo who took a 
really long view His theory of distribution 
emerged from his theory of accumulation, 
which depended on the behaviour of pro¬ 
fits, and from his theory of rent which 
followed from the law of diminishing 
retui ns Adding diminishing returns and a 
given technology to Smith’s assumptions, 
Ricardo derived his long-term theory of the 
rising share of wages and rents and falling 
profits and accumulation Growth would 
reach its limits through its own internal com¬ 
pulsions If the assumption of a given 
technology is relaxed, the process of decline 
could be slowed down, but it could not be 
reversed in the long run 
Marx, as the last of the Classicals, started 
from this position, but his frame of reference 
was a full-fledged industrial economy, while 
for Ricardo the economy was still basically 
agricultural Accumulation to Marx con¬ 
sisted of not only wage-goods but machines 
and raw materials also Rent merged into 
profits and there were only two types of 
inconW—wages (paid to the labouring class) 
and surplus (appropriated by the capitalists) 
Wages were held at the subsistence level, not 
through the Malthusian law of births and 
deaths, but through variations in the volume 
of unemployment—through drafts on or 
injections into the industrial reserve army in 
the agricultural sector If wages tended 
to rise <i e, when the labour pool was 
exhausted), capitalists protected themselves 
by reducing the rate of accumulation or by 
labour-saving innovations This does not 
exactly validate Samuelson's description of 
Marx as “Ricardo without diminishing 
returns” Dasgupta however feels that there 
is implicit in Marx the idea of diminishing 
returns due to disproportionate use of fac¬ 
tors, he says “Marx does not spell it out, but 
it must be there” (p 34) Capital accumula¬ 
tion, fall in the rate of profits (though ag- 
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gregate profits rise), rise m wages, subse 
quern fall in aggregate profits, decline in ac¬ 
cumulation, deceleration of growth, labour- 
saving innovations and cost-reduction 
renewed accumulation—this was the Marxian 
order of things moving the economy through 
increasing amplitudes of booms and depres¬ 
sions to the Marxian crisis 

I he question that remains is how far 
Marx’ c i lassiusm was a logical end of epoch 
representation of the evolution liom the 
Ru irdian statt-of the epoch theoiismg The 
c tpit ilist i conomy h.td changed but Mat \ 
saw the change as involving a crisis while 
at about exactly the same turn the rn irgi 
nahsts had fell lhat the system h id inched 
a “placid phase it which 11 was possible and 
tlesirable to go into the logical rucitios ol 
micro behasioiu Dasgupn th< n entus 
straight into in inalssis ol the ( lassieal 
theorv (or theories) ol value Smith did not 
have a “well articulated theorv of prof its ’ 
or even of rent but ‘perhips Smith 
assumed “a eonvintioml rate of profit 
around tor the owneo ot capital to jo by ’ 
(pp 16 47) But even this issumption ihont 
Smith’s assumption does not eliinm ite the 
difficulties betiuse there was no express 
iccOgnition ol the lehtion helweui wages 
and piolit Ricardo tilled up the gap ind 
Maix took over from Rieatdo Ricaiiless 
adoption ol i commodity conforming to the 
average proportion of labom and tmu per 
taming to the system as the 'tanditd led 
more than i lentury liter to Sraflas basic 
logic but Marx li id to go in toi a labour 
embodied theoiv ol value In faet all 
theories—from Smith to Ricardo and then 
on to Marx failed to find a logicallv ineon 
tiovertible and verifiable theoiv of value ind 
puce Onconlv icmembeis Mill s confident 
assertion that there w is nothing in llie law 
ot value whieh remained lor the piesent or 
any futuic writer to eleir up This was 
written in 1848 the s ime veai in whuh Marx 
wtevte Ins Communist Manifesto Despite 
M irsh ill Wains md Debteii \ line theoiv 
still uni mis in niist 

In an interesting chapter on the ' Theory 
of C lass Conflict’, Dasgupta shows that 
John Stuart Mill denved his analysis ot class 
relations from the ‘bargain’ theory of Adam 
Smith but he took into account labour as 
a social force, operating through powerful 
trade unions There was at that time a theory 
of “dependence and protection” (somewhat 
like Mahatma Gandhi’s ‘trusteeship’')—of 
"affectionate tutelage on the one side 
respectful and grateful deference on the 
other” (p 73) This picture Mill considered 
“seductive” but unreal and foresaw a 
mature partnership and perhaps a classless 
society This is the bbssful state which would 
result from a marriage between classical 
economic theory and the utilitarian philo 
sophy The man who wrote the “Principles 
of Political Economy” in 1848 also wrote the 
essay “On Liberty” in 1859 Marx would 
have none of this lb him the theory of class 


conflict led to the theory that capitalism 
earned within it the germs of Its own 
destruction A century after Marx’s death, 
capitalism is still gaining strength through 
political, entrepreneurial and managerial 
innovations which Marx could not have fore¬ 
seen Where Ricardo and Marx both suc¬ 
ceeded was in giving a broad-canvas picture 
of the way capitalism seemed to be going 
Where they both failed was in making cor 
reel predictions, but the fault was not theirs 
Predictability has still to become a mean¬ 
ingful element in political economy, when 
the economists world goes on (.hanging 
unpredictably 

The presentation of classical economics 
in Dasgupta's book is not new, but it is 
supremely elegant and neat There is not 
perhaps any a ailablc work in English which 
gives m just 7$ pages an analysis ol the 
essential classical political economy with a 
pre< ision and i lanty (and without the least 
sign of heavy pedantic) th tl can nnt< h 
Dasgupta s picsentation iltc same deptn 
characterises his analysis ot tiie so ond of 
his epochs which showed itse'l as the 
“marginahst challenge” Heconsidu as “ex 
aggeiatcd' the complaint of Joan Robinson 
about the ‘ end forma! sin” ,1 the margina¬ 
lise and regards their postulates and in 
ftrem.es a ihaPengc to classical political 
ceorom'' The marginahst epoch covers ac 
cording to lum *hc whole period from 
levonss Ihcoiy ot Political Economy” 
(1871) to Kevin s’s “General Theory” (1*116) 

Mvri.inai im Epoch 

Economic theory after the advent of 
marginalism, says Dasgupta ceased to be “an 
cnquity into the causes and implications of 
the growth of wealth” It became “an enquiry 
into the problems of allocation ol given 
resources among compctmg lines of produc¬ 
tion” Th< classical dynamics gave place to 
static analysis lurmng to Schumpoei’s view 
about continuity in the development of 
theoiv Dasgupta shows, first that the 
margin ilists took relative pricei as the 
centre piece, thus rt placing the classical con 
cept of an invariable standard by the con 
cept ol the numeraire Secondly, the 
marginalise put consumption and nor ac 
cumulation as the mainspring of economic 
activity, go ing the pride of place to demand 
And thirdly the marginahst theory ot 
distribution a i a theory of iac tor pricing- 
an c(tension ol its ilieoiy of value rather 
than a theory ol factor shares (or class reU 
tions)- running through Jevons, Mcngei, 
Walras and J B Clark (who explained tht 
‘adding up’ problem by implicitly assuming 
constant returns to scale) Wieksteed made 
Clark s assumption not only explicit, and 
argued that it was a correct representation 
of the actual state of things in a competitive 
market 

The marginahst analysis was thus com 
plementary to the classical system in bring¬ 


ing in demand, and was a corrective to it in 
developing a theory of distribution as a 
theory of factor prices—i e, by developing 
a unified value theory for both commodities 
and factors This far, Dasgupta repeats (in 
his own elegant style) what is well known 
But he also says that the margmahsts’ alter¬ 
native approach “had inherently a political 
purpose” (p 95), marking a revival of 
economic liberalism against the emerging 
socialist cntique, and building up a case for 
labour apual consistency of interests 
Classical economists had also a similar 
so< ml philosophy, but their economic theory 
i an counter to it Dasgupta quotes with ap¬ 
proval Myrdiil s statement that “the problem 
is now hov did tht socialists reach their 
rrs'olutionary com lustons, but rather how 
did the classics reach their conservative con¬ 
clusions’ (p9/> He could have added that 
Marx was the truest follower ot the classical 
analysis 1 he margmahsts stood up against, 
ail this, but while the classical ignored the 
dishaimony ot social relations resulting from 
capitalism, the margmahsts “recoiled from 
tht theoiy which inspired it” (p 98) 

And then there was Alfred Marshall 
who brought in a neo-classical synthesis 
Marshall discovered independently the 
marginal principle of Jevons, declining 
marginal utility being “a familiar truth” One 
could pu haps look for the connection bet¬ 
ween the marginahst analysis and the 
emergence of economists trained m calculus 
Marshall derived the concept of consumer’s 
surplus neatly from his demand curve based 
on marginal utility (Dasgupta does not mein 
tion Gossen or Dupuit) and also established 
not only the conditions of market equili¬ 
brium but also the stability conditions If 
excess demand raises price and excess supply 
lowets it, the equilibrium condition follows 
from simple deductive logic and the stability 
conditions emerge from the slopes of the 
curves Dasgupta devotes detailed attention 
to Marshalls corn market example, which 
was obviously not a very good choice It did 
not answer the question as to what would 
happen if the sellers sold what the buyers 
Aanted at the initial supra equilibrium price 
( orn is a slot able commodity and can be 
consumed by the seller if the market clear¬ 
ing price is too low 1 he fixed stock assump¬ 
tion docs noi icalls hold cun in the shortest 
tune period but corn provided in illustrative 
commodity whu h enabled Marshall to pass 
on lo the longer periods of time* Dasgup¬ 
ta s di mon tiat.on ol the progress ot prices 
through tunc is clear, il, of course one 
moves unqucstiomngly through the short 
puiod latsc* transactions, or transactions 
that do not actually take place 
Marshill s was essentially a partial equili- 

* In his f ulv teaching days, the reviewer used 
to take the txample of a market in the deep 
interior ot rural India, where i igetanan 
fisherrren brought their day’s catch of 
quickly perishable fish Storing and self¬ 
consumption were both ruled out 
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brium analysis and it rested, among other 
Bungs, on the assumed constancy of the 
Marginal utility of money, which made it 
possible to ensure determinate equilibrium 
and to provide a yard-stick for measuring 
die utility of commodities The basic 
assumption was that an individual spent on 
p commodity only an infinitesimally small 
part of his income The thesis of “maximum 
Satisfaction" followed easily and there was 
some recognition of the Paretian problem 
Of gains and losses to different parties, 
resulting from an equilibrium shift His 
social philosophy was against any basic 
^structuring of society and was strongly 
against public enterprise, but he felt that the 
distinction between "working man and 

K itleman” should and would disappear 
e process would be,slow, but naiura non 
focit saltum 

Though Dasgupta defines the marginaiist 
epoch as one extending from Jevons to 
Keynes, he docs not say anything about the 
post-Marshalhan and pre Keynesian exten- 
Mons of the marginahstic principle for 
example, m the hands of Pigou, whose 
“Wealth and Welfare ’ (1911) was developed 
into the much fuller “The Economics of 
Welfare” (1921 ) Pigou was a marginaiist of 
the Marshallian tradition, with a social 
philosophy a few steps ahead of Marshall 
towards social justice If marginal private 
returns are not equalised because of 'hm 
drances', remove the hindrances and if then 
the social returns diverge from private 
returns, apply fiscal and other measures to 
reduce the divergence The argument was 
Seat while the policy-complex was tortuous, 
but it could easily be put into the framework 
of later rigorous formulations of welfare 
economics, stopping at the final step about 
income distribution One can ask, where do 
we place Edgeworth and Pareto and the 
Hicks-Alien exercise in ordinal utility in 
1934’ Other questions also arise about the 
•mergence of the Austrian capital theory 
which cannot be linked up with Marshall’s 
swn rather rudimentary theory of growth 
and progress What was the historical milieu 
which led to the development of the Austrian 
capital theory 1 Dasgupta has opted out of 
111 this, but the questions remain Marshall 
failed even in building up a micro theory of 
(he growth of the firm under increasing 
returns to state 

‘Anti Mxrxian Sot iai ism 

i Macro-economics went to the side-lines in 
(he Marshallian age, being kept alive by the 
(£ignttty theories and by the theories of the 
Wde cycle Dasgupta passes straight on to 
fgSynes’s “General Theory’, which sought an 
guwer to the possibility of full employment 
g the capitalist system—a question that svas 
bypassed by the marginalists and even by the 
phtssicals, with the exception of Malthus 
jfitynes’s new theory was not general enough 
0 cover the long period and there was the 

het that he was trying to evolve a general 

i 
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theory which would cover the speital case 
of Britain in the early thirties—with massive 
unemployment, low demand, idle capital 
asset-, wrong fiscal policy and deflation 
’Dynamisation' of Keynes was left to his sue 
cessors Dasgupta's restatement of the 
Keynesian propositions, conclusions and 
prescriptions is clear, but the field is well 
trodden The important point that he 
develops is that there is a close similarity bet¬ 
ween the Keynesian and the Marxian views 
about the future of capitalism, though the 
"seeds of destruction” were identified dif 
ferently by the two great men While to Marx 
the destruction was inevitable, to Keynes that 
fate was avoidable The author makes the 
interesting observation that “Keynes was 
indeed more classical than he thought he 
was” Keynes wrote more than half a cen 
tury after Marx, and had naturally seen a 
lot of changes, especially in the wage-bargain 
system Dasgupta does not refer to Keynes's 
earlier uncharitable remarks about Marx, to 
his opinion that the future world would learn 
more from Silvio Gesell than from Marx, or 
to the assertion towards the end of “General 
Theory” that the purpose of the book was 
the “establishment of an anti Marxian 
socialism" Was that, one can ask, a correct 
name for Keynes’s social philosophy 1 
There is no post Keynesian epoch in 
Dasgupta’s book One can say that it is only 
after some decades have passed that the 
historian of ideas gets a clear impression of 
what actually happened Some have fol 
lowed up the Keynesian theory Hicks's 
IS LM curves and his trade cycle theory are 
clearly Keynesian, but where does one place 


his “Value and Capital” 1 Hsif-a-century 
after the publication of “General Theory” 
the economists are engaged in trying out 
alternative or supplementary paths and the 
fields covered are extremely wide It is net 
possible to identify now an epoch of macro¬ 
dynamics alternating with an epoch of 
micro statics There is no dominant philo 
sophy that is universally accepted A strong 
Marxist line co-exists with a restored neo¬ 
classical approach Fine-tuned logic of in¬ 
dividual welfare formulation of social 
welfare criteria, aggregative growth, inter¬ 
sectoral relativities and terms of exchange, 
micro studies at the lowest accessible level- 
all are subjects of scholaily interest and com¬ 
ponents of types ol social philosophy In the 
process, it is often imperative to go back to 
the Classicals and, while the Keynesian 
world has changed, even tht strongest critic 
of Keynes speaks in a language that is 
distinctively Keynesian Keynes could not 
foresee stagflation or the complexities of 
international economies, including the 
developments in the held of international 
liquidity, but it is sometimes unavoidable to 
go back to the Keynesian aggregate demand 
The Keynesian revolution is both off and on 
It is tor the future historian to uncover the 
central trends (if there are any) in the present 
dav simultaneous deepening and widening 
ot economic theory, unlike the Spengleresquc 
alternations Meanwhile, everyone will be 
grateful to Dasgupta for the superb analysis 
of his three epochs which combines preci¬ 
sion with lucidity and deep understanding 
with also the ability to make his readers 
share that understanding 


SAGE 


ORGANIZED INTERESTS AND THE STATE 
Studies In Meso-Corporatlam 

edited by ALAN CAWSON 


Publishers of 
Professional 
Social Science 


Organized Interests and the State presents a new application of corporatist theory 
to the study of how public policies are formed in Western democracies By shifting 
the focus from the macro-level concern with broad societal trends and comparisons 
of national systems, to an analysis of political processes at a sub-national level the 
studies presented here mark an important extension of corporatist theory What emerges 
is a new model of interest group politics that is not concerned with aggregating broad 
class interests but reflects the more specific concerns of particular interest categories 

Sage Series In Neo-Corporatism 

<74 pages/915x140 mm/£ <9.50 (hb)/£ 9 50 (pb)/19S5 



SAGE PUBLICATIONS INDIA PRIVATE LIMITED 


Post Box 4215, New Delhi 110048 
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G P Deshpande 

Marxism and Morality by Steven Lukes, Clarendon Press, Oxford, 
pp xvi + 163, £ 12 50 


THERE has been lately considerable new 
writing on Marx and morality A few titles 
may be mentioned here 

(1) “Marx, Justice and History”, Princeton 
Uni versus Press (1980) This book is a 
collection ol articles edited by the editors 
of the journal Philosophy and Public 
\ffairs Cohen, Wage! and Scoulon 

(2) J W Chapman and B J Pennock (cds) 
"Marxism” b/ornos (xxvi). New York 
University Press, 1983 

(3) Allan Ward, “Karl Marx Routlcdge 
and Kegan Paul, Boston 1981 

(4) Alan Gilbert ‘Moral Argument m Marx' 
in Political Theory (Mas I981| 
pp 173-205 

(5) Tom Campbell, ‘The Left and the 
Rights”, Routledgc and Kegan Paul, 
London, 1983 

(6) D F B flicker, “Marxism and Individua¬ 
lism , St Martin’s Press New York 1980 

I had read two tarltct articles by Steven 
Lukes on the question of Marx and morality 
One was Marxism ind Dirty Hands in 
Social Philosophy and 1‘oluy, 111(2) Spring 
1986 (pp 204 211) His other paper entitled 
‘fhking Morality Seriously appeared in the 
Festschrift to J L Maekie edited bv ted 
Honderieh (published by Routledgc and 
Ktgan Paul 1 ondon in 1985 i e in the 
same vear in which the book under review 
was published) 

Steven I ukes is concerned with a paradox 
In his view the traditional Marxist view 
morality is indeed paradoxical -a mixture 
ot positions in apptrent contradiction or at 
least tension with oik mother Lukes star 
ting point is indeed instilled The six titles 
cited ibove Tie themselves good examples of 
how verv dillercnt answers to the question 
whet he t Marx had promulgated at ethical 
svsieni ol his own have emerged over time 
Robert A kocis in his paper on An Un 
resolved lcnsion in Marx’s Critique of 
lustice and Rights published in Political 
'studies, xxxiv (1986) (pp 406-422) sum 
manses their arguments as follows “ when 
Marx is not depicted as completely abandon 
mg morals and foregoing a moral account 
of the good (as>»a-Wood), he is depicted as 
having developed a complete ethical theory 
including the basis lor a theory of right and 
social justice (as in Gilbert) Both extremes 
are wrong' I have cited this to demonstrate 
what an intractable problem Lukes is handl¬ 
ing in his lucid but by no means conclusive 
book on the subject 
The debate is by no means new Karl 
k nitskv and Max Adler tackled this issue 
in the early years of this century Kautsky 
for example, held the view that “the materia 
list conception of history deposed the 
moral ideal as the directing factor of social 
evolution” and thereby ‘ taught us to deduce 
our social aims solely from the knowledge 
of the material foundations” Lukes quotes 


approvingly Kolakowski’s argument against 
kautsky s thesis “The question why a per¬ 
son should regard as desirable what he 
believes to be inevitable (the historical 
necessity of socialism) is ignored by Kautsky, 
who gives no reason for not answering it” 
lukes docs an eminently competent job 
of tracing the main positions and arguments 
on the question of Marx and morality His 
main conclusion seems to be that “the 
Marxist canon has virtually nothing to say 
about any bases of conflict, whether social 
ot psychological, other than class It o < ir 
tually innocent (and totally so at the loci 
of theoiy) ol any serious consideration ot 
all the inter personal and intra personal 
sources of conflict and frustrations that 
cannot or can no longer plausibly be traced, 
even remotely to '■lass divisions” 

(.uven this view, Lukes not surprisingly 
secs in the concept of a future emancipated 
world a desirable utopia which makes Marx 
ism a kind ol anti utopian utopianism He 
suggests that ‘Marxism s ami utopianism 
has weakened and subverted its utopianism” 
The problem is that the present cannot be 
interpreted without some idea no matter 
how vague, of the future emancipated world 
If you do not do that vou would require to 
interpret the picsent in terms of fixed types 
Traditional teligious and ethical sciences are 
forever doing that This is perhaps the reason 
why Bloch suggested that the correct inter¬ 
pretation of the prevent is possible only in 
terms of noch nicht (not yet) actual objective 
real possibilities 

l ukes’ major criticism of Marx, central 
to this argument in mam wavs is that Marx 
treated the rights of man ‘ only as symp 
tomatic ot the individualism and contradic 
tions of bourgtois life’ What Lukes does not 
adequately explain is whether the very con¬ 
cept of ‘lights’ is according to Marx, in a 
sense, individualistic It is doubtful if this 
is so It is possible to argue that it tends to 
be individualistic precisely because and as 
long as the rights hjppen to be within a civil 
society Was Marx arguing that there would 
be no standards for judging intra personal 
and inter personal conflicts even in a society 
where the egoist individual no more domi 
nates lhe social formation’ The answer is 
probably in the negative The problem is that 
we dc not have enough in Marx's writing to 
give us dues to that question Partly the pro 
blem is similar to the question of ‘human 
nature' In Marx’s writing it does not appear 
as a separate reality But as Norman Geras 
has pointed out in his “Marx and Human 
Nature” (London 1983) “Human nature is 
an abstiaction but a valid or.e, denoting 
some common natural characteristics of 
human kind T hese may not be a separate 
reality ontologically distinct and what have 
you, but they are a reality One cannot sen 
sibly deny this and speak simultaneously of 
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efforts We can go further than we have. * 
After the relations of production, we can 
query whether the state is ontologically 
separate, and reject any concept of it because 
it is not ” It is important to indicate what ' 
Marxism as a theory really tells us about, > 
to borrow Lukes’ term, "dirty hands" In 
short, it is not enough to resolve a paradox 
of apparently contradictory nature of Marx’s 
statements on morality It is important to m- , 
dicate the limits of ‘completeness’ of Marxist 
philosophy in terms of moral pr ixis in a 
socialist society 

it is here that Lukes’ book is the least. 
satisfactory Although he claims in his con¬ 
clusion that his book is about Marxism as ' 
a tli orv he appears to be concerned, cer- > 
taml in the most passionately argued part 
of his book, with Stalinism There is no 
reason whv Stalin should not be discussed > 
The difficulty, however, is that he suggest! ’ 
that Lenin did not (probably could not) pose ’ 
and answer the question What is not to be 
done’ Can we really say that Marxism- ‘ 
Leninism as theory does not pose the ques- ' 
tion and, worse, does not answer it’ Luke! - 
gives an affirmative answer ! 

The difficulty about Lukes’ argument on 
Stalin and Stalinism is that he seems to argue 
his case to the extent it relates to moral praxis 
in socialist society mainly m term of ’ 
Koestlei’s novel “Darkness at Noon” It ■> 
seems to me that this methodology and the4, 
results you obtain from it would be proble¬ 
matic A literary understanding of reality ^ 
cannot be taken as the equivalent of object 
tivc scientific understanding of reality Ihir 
is not to suggest that Koestler’s view o( f 
Stalinist reality was wrong Rather the ques- < 
tion itself is irrelevant The literary truth is ^ 
not cognitive truth One should perhaps be . 
wary of equating literary reality with political 1 s 
reality At times therefore, I ukes gives the 1 
impression that he is not taking morality ? 
seriously, rather he is taking literature 
seriously 

This would raise further questions too, . 
Stalin died thirty-four vears ago There has 
been ( hina and Vietnam since which could 
be called ‘Soviet type societies’, to borrow 
Miliband’s term There is no discussion of 
nearly four decades of the Chinese ex¬ 
perience There was the Cultural Revolution 
and whai have you How long will the 
discussions of Marxism leninism remain - 
essentiallv euro ccturit like tins’ It it were 
i question ot theorv tIoik it would make 
sense But I ukes is not talking of theory 
done 11 he were, he would not make so much ' 
of Rubashov s reflections and Gletktn’t 
replies to him both ol whom are fictional 
characters however realistic they might be 
He has clearly the Stalinist praxis in mind 
If vou take that into account there is no 
escape from looking at the Chinese praxis » 
too I do not mean to suggest that it neces¬ 
sarily mv ilidates I ukes argument What 1 
suggest is that his would have been a com¬ 
plete book if it either discussed ‘Marxist 1 
theory’ or discussed the experiente of the 
“Soviet 'ype of societies” as a whole After 
all what Lukes dubs as “official communism" * 
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' of humanity is governed by Marxist morality 
outside Europe Besides, no matter what else 
might be wiong with China, it would be hard 
to argue that tithe’ Mao s or Deng’s C tuna 
is Stalinist It would be h irder still to nigue 
that the “ofliudl communism ’ in China or 
Vietnam has posed the problem >f ’dirty 
hands in a way Stalin s Russia did Or has 
it 9 One wishes I like rnd spent more tune 
on Mao and btng than on Riib„sho< uid 
Gletkiri 

Anyway Lukes’ legitimate preoccupation 
with ’official communiun and it, moral 
praxis has led hnn *o a point whire he tx 
pects ol Marx and ljenin lo take an ’solute’ 
view of moralitv John Maekic, 'hose 
Festschrift Lukes has eontiib i’ed in mile 
has visuahsid morality as something (hat 
involves a call tor action ai I one that is 
absolute, not contingent upiu mv d< sin 01 
preterence or poluv or clu u hi n u lr 
anyone else’s (John* c I thu liven 
ting Right or Wiong 1 1 m uni [look 1977 
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Phenomenology of Value 1 in the Festschrift 
to Mackie refered to above) If you substi¬ 
tuted the words ‘his own or anyone else’s’ 
with ’that of this class or that of the other’ 
it would sum up Lukes' expectations of 
Marx This expectation would not be justi¬ 
fied even if Marxism were a complete philo¬ 
sophy For that would make Marx's thought 
curiously ahistoncal Afterall with Hegel 
contradiction les' 01 nun-paradoxical 
categories became obsolete and untenable 
1 he question what is not to be done can be 
posed in a given situation and at a given 
time Hus is also the reason that Marxism 
is not a complete philosophy In any case, 
complev 01 not, Lukes does read Marx in 
Kantian terms He ignores the Hegelian 
heritage No wonder he locates two major 
defects in Matxism its generation of illu 
sions and us systematic blindness, Stalin’s 
Russia does provide examples of both But 
in pointing that out Lukes has already moved 
away from his subject whuh is Marxism and 
morality and not moialiiv in Stalm s Russia 


No Easy Solutions 

, Will, m van S.h» ndt I 

Noukhali V illage w \ l>c nption of th. Socio-fea ononii. ( onclitions in 
Four Villages in Noakhah District, Bangladesh bv Ann-hsbet Arn, C enire 
i toi Development Research, C DR Research Report No 6 Copenhagen 1986, 
! PP 67 


poof people to mgumntm^nes, mmW 
without the help of non-government 
organisations She warns, however, that 
“there seem to be more stories of failures 
than successes” and that violent suppression 
of such activities is more likely than com¬ 
promise The case of a successful gherao of 
a health clinic by local poor people appears 
to be the exception that proves the rule A 
second way out of the vicious circle may be 
provided by “some form ol co-operative 
cultivation", “butl' Arn adds, “who would 
be able to implement such a policy—one 
which quitt obviously would be against the 
interests of the politically dominating elite 9 ” 

1 tnally the problems might be overcome by 
fostering the type ol penny capitalism pro 
pagated bv the Cuameen Bank, which pro 
vidts loans to groups of poor people who 
submit production plans Arn does not con 
sider any of these options very promising 
and < oncludes sadly that lor Bangladesh 
mere do not setrn to be any easy solutions 
Marty aspects of life in uiral Noakhah 
«hich arc dealt with here in a cursory man 
ntr would merit a fuller description and, 
especially a more elaborate analysis One of 
these i the sumcsiion that land mortgage 
liiiu turns is an informal short term loan 
nnikei rather than as a mechanism of land 
alienation Another is the finding of 
unusuallv high sex ratios (upto 1,127 males 
ptr 1,000 females) despue large scale inale 
out migration The role of child labour in 
household survival is only hinted at, as is 
the lole ol vtolenee as a mechanism ol con 


I HI literature on eontemporaiy turil 
1 Bangladesh must be one ol the most denial 
' in the world Over the years field reports 
1 have become unanimously depressing and 
1 even official publications have shed the but 
1 tie optimism of the 1970s Ann lisbet Arn s 
' report is no exception it focuses on the o.er 
whelming ptoblems md bleak prospects fac 
ing most Bangladeshis Bright spots ire cori 
spicuous bv their absence 
Arn s booklet is a summary of a study of 
four villages in the erstwhile Noakhah 
district The study was dore in 1979 by a 
team consisting ol researchers from the 
Bangladesh Institute ol Development Studies 
(Dhaka) and the Centre lor Development 
Research (Copenhagen) It is of interest 
mainly because it provides a profile of 
village life in Noakhah, an area of 
Bangladesh which has been relatively 
neglected by social scientists Noakhah— 
known nationally for its religious conser 
vatism, its tradition ol out migration, its 
high population densities and the rough 
and-tumblc hie on its chars (co <stal land 
formations of recent origin)—has not seen 
a detailed field study since Habibullah and 
Farouk investigated agricultural unemploy¬ 
ment in 1962 1 

In brief chapters the author describes 
social organiMbon, agriculture, landowner 
ship and tenancy, employment, and aid The 
situateon in these villages does not seem to 
be strikingly different from conditions ob¬ 
taining elsewhere in Bangaladesh, and we 


come lero s many familiar themes the 
decline of village institutions, high levels of 
landlessness, shaieeropping and untmplov 
ment, population growth social mobility, 
and increasing poverty for most people in 
combination With increasing wealth lot a 
few technological change m agriculture is 
slow High-yielding varituesol net have not 
replaced local vanities in either the aus or 
the amon season and the major change is 
the introduction ol row transplantation in 
combination with locally made mechanical 
wetders and simple threshing machines I he 
scaieity ol draught animals, which is not a 
new development but may be a typically 
Noakhah problem (Habibullah and larouk 
reported that 89 per cent of the households 
did not own draught animals and a plough), 
remains acute and leads to poor preparation 
of the fields Electricity has recently come 
to some villages, facilitating thi mtroduc 
lion of private tubcwclls and nee mills and 
thereby consolidating the position ot the few 
wealthy villagers 

The final part of the report contains an 
indictment of the development policies of 
successive national governments as well as 
loietgn donors Tar from reaching their 
stated objective of reducing poverty, they 
have in fact built up an elite of rural power 
brokers who have become “an almost im¬ 
penetrable barrier between the rural poor 
and the government and donor project ac¬ 
tivities" The result is a vicious circle of in¬ 
creasing poverty from which, Arn suggests, 


trul, especially on the chors w here lathi and 
pun totting gangs employed by landlords 
rule the roost And what are the cultural 
responses to social change 9 Is this area, 
which is sometimes referred to as “a second 
\r ibia bv ns si milch Muslim mil dm mis 
turning towards, or away from, Islamic 
fundamentalism 9 

The main contribution of the study on 
which Ann-lisbet Arn reports lies in its 
description of social and economic life in 
rural Noakhah around 1980 It opens the 
door to further analyses, which are clearly 
needed if we are to break through the vicious 
circle .that envelops tens of millions in 
Bangladesh One disturbing question emer¬ 
ges from this study is the increasing violence 
that is being reported for Bangladesh an in 
dication of a process of ‘choriflcatton’? In 
other words, is all of Bangladesh sliding 
towards the anomie that has long been com¬ 
monplace on the chors? If so, we may be 
somewhat reassured by the recent success of 
groups of chor people who were able, with 
national and international support, to 
organise themselves and have their land 
rights respected in the face of stiff landlord 
opposition 

Note 

1 M Habibullah and A Faroux, “The Pattern 
of Agricultural Unemployment A Case 
Study of an East Pakistan Village”, Dacca 
University, Bureau of Economic Research. 
1962, Dhaka The village they stud'ed, 
Sabilpur, is m Lakshmipur upazila where two 
of Aril’s research villages are also located 
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SPEC IAL ARTICLES 

Structure of Working Class in India 

D«*v Nathan 


India is a multi-structural economy where a number oj pre-capitalist relations oj production to exist with 
capitalist, specifically imperialist relations Corresponding to this multi strut rural ec onom i is a differentiated work¬ 
ing class structure—the varied circuits of production consumption and ucctnmdauon combine to produce a vanel v 
of forms of existence of the working class 

The working class in India can be divided into Jour broad sections (I) that which gets more than a /ninth 
wage, i e, more than the value of labour power, (2) that which gets a wage about equal to the Jamilv wage and 
can thus at a reasonable standard cover the full cost oi production and reproduction oj labour power, (3/ that 
which is more or less able to cover the immediate costs of production oj labour power, but has to depend on 
the non-capitalist sector in order to reproduce itself and/or has to depress its standard of living in order to reproduce 
itself, and (4) the pauperised section that is not even able to meet the immediate c ost ol production of labour power 
While the wage demands of the upper section of the workers are, of i ourse, to be supported, set in the sphere 
of economic demands it is the demands oj the contrac t and casual labour that are important I he advancement 
towards a wage that covers the cost of labour power, regulation of working hours, ending of various forms of 
constraints and bondage, and security oj employment are the rna/or issues for the lowt r sec lions of the working c lass 
In taking up the demands of the most exploited sc nor, of the workers, however, it is easy to be lulled bv the 
reformist illusion that such endeavour is bv itselj revolutionary This economic struggle must be linked with a 
central, political point— that even in order to earn a wage covering the cost of production and reproduction ot 
labour power, it is necessary to put an end to the feudal and other pie capitalist survivals and to break the irn 
periahst stranglehold 

The composition of the working class is further affte'ed bv (II the caste, tribal or ethnic origins of the worker 
in the pre-capitalist sector, and (2) the gender based division ol labour between male and female and die associated 
patriarchy The revolutionary trade union movement must also take up the question oj these inequalities within 
the working class related to caste, ethnicity and gender Some may hold that to lake up these sectional issin s 
would divide the working class But in fact the opposite is true working class solidaniv cannot develop when 
these sectional issues of the most oppressed are ignored 

IN order iu work out tiicconret strategy and power is the means i>f subsistence necessary fertnee 19S6 The Conference accepted 
tactics for the revolutionary trade union to maintain the woiker as a labouring indi Dr Aykioyd’s 1946 noim ot 2 100 calorics 

movement it is necessary to understand the vidual and of the means of subsistence as the daily requirement of light woik 

structure of the working class, the relations neccssaiy for the production of iht I urther basing itself on the patriarchal norm 
through which it has been, and continues to “labourer's substitutes”, i e, children The that a woman’s calorie needs were equal to 
be, brought into being, its internal dif- value of labour power has the specific lust 0 8 consumption unit (cu) that of man 

ferences and its inter-relations with various characteristic that the wants ol the worker (1 0 cu) and calculating on the basis of a two- 


classes and thus also with various sectors of 
the economy 

lb begin with, the working class is that 
section of society which, possessing no 
means of production, is forced to sell its 
labour power to those who do own the 
means of production This definition will do 
as a starting point, but only as a starting 
point If our analysis is confined to this 
definition then it will not help us to under 
stand very much about the working class 
The working class must be seen not as s 
thing fixed in perpetuity, but rather as one 
pole of the capital-labour contradiction, a 
relation that is being continuously engen¬ 
dered and recreated through a complicated 
process It is this relation and process that 
we must strive to grasp 

Value of Labour power 

"The value of labour power is determined, 
as m the case of every other commodity, by 
the labour-time necessary for the produc¬ 
tion, and consequently also the reproduc¬ 
tion, of this special article” (Marx, “Capital", 
1,170) In other words, the value of labour 


and the methods ot satisfying them are not 
merely the result of climatic and other 
physical conditions but also the product of 
historical development "They depend, 
therefore to a great extent on the degree ol 
civilisation of a country, more particularly 
on the conditions under which and con¬ 
sequently on the habits and degrees of com¬ 
fort in which the class of free labourers has 
been formed In contradistinction, therefore; 
to the case of othtr commodities there enters 
into the determination of the value of labour 
power a historical and moral element” 
(Marx, “Capital”, 1, 171) 

A century and more of international 
working class struggle was necessary to force 
acceptance of the norm of a family wage, 
t e, a wage that would be sufficient to main¬ 
tain and reproduce not merely the individual 
worker but also the worker’s family Such 
a family wage would more or less correspond 
to the value of labour power 1 
In India, after protracted struggles dur 
ing and after the colonial period the con 
cept of a “need-based minimum wage” was 
formulated at the ISth Indian Labour Con- 


child family (with each child being 0 6 of a 
consumption unit) the family was defined 
to be that ol three consumption units for ont 
earner Clothing requirements were taken at 
18 yards pei annum per person, t e, 72 yards 
foi a family of four House rent was to be 
calculated on the basts of that for the 
minimum area provided under governmen¬ 
tal housing schemes Finally, fuel, lighting 
and other miscellaneous expenditures were 
fixed at 20 per cent of the total minimum 
wage 

The chief criticisms of the above formula¬ 
tion of the family wage are the overall 
calorie requirements are understated, par 
ticularly that for women, and the social and 
cultural requirements, that have historical¬ 
ly become a part of working class fife, have 
been ignored But taking the ISth Labour 
Conference decision as the basis, a need- 
based minimum wage can be calculated, one 
that, if not fully reflecting a family wage, 
at least approximates to a family wage 
( alculatmg on the basis of May 1982 prices 
the need based minimum wages were about 
Rs 1,090 for Calcutta and Rs 1,155 tor 
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Dhanbad 

Something between Rs 1,100 and Rs 1,200 
at 1982 prices may then be taken as approx 
■mating a family wage in Indian conditions 
As mentioned above this is certainly a low 
estimate, but may be sulficient for the pur 
pose of estimating whether and which sec¬ 
tions of the working class get a wage equal 
to above a family wage, i e, a wage equal to 
or above the value of labour power The im 
portant thing here is not the particular 
figure, but the principle ol taking a family 
wage approximating the value ol labour 
power as the basis for dividing the working 
class into various sections 

In calculating the value ot labour power 
it should again be noted that a separate 
allowance has to be made foi ihe cost ol 
acquiring various skills, so the computation 
as above only represents the value ot simple 
or unskilled labour powci It has become 
customary to calculate wages tor semi 
skilled, skilled and hightly-skilled labour as 
multiples of 1 2 15 and 1 75respectivelv of 
the simple wage In the case we have taken 
that would be Rs 1 200, Rs 1,440, Rs 1,800 
and Rs 2,100 for unskilled, semi skilled, 
skilled and highly skilled labour respectively 

liking the family wage as a norm we can 
identiis iwo hi > ul c iitgories among the 
workers those who do and those who do not 
earn at least a family wage What this 
amounts to is a division ol the workers into 
those whose wages at least correspond to the 
value of labour power and those whose 
wages are lower than the value of labour 
power Of course there can also be a section 
of the workers who get a wage that is greater 
than the value of labour power If such a 
section did exist we would be justified m cal 
ling it a “labour aristocracy" 

WAGts in India 

On the basis of wages what are the chief 
sections of the working class 7 Starting at the 
top end let us look at wages in the “high 
wage islands” 

The Union Research Croup (URG), 
Bombay, has published in its Bulletin of 
Hade Union Research and Information 
(Nos 2 and 4) information on wages in 110 
establishments in the Bombay-Thane-Pune 
area Workers were taken to exclude "all jobs 
of a mainly supervisory nature, all purely 
technical jobs and, at the lowest levels of the 
plant wage structure, non-production jobs 
as well as apprentices and temporary jobs” 
Wages were taken as usual to include only 
basic wages and DA All other allowances, 
including house rent and medical allowances 
were excluded These allowances in the kind 
of companies studied can be considerable 
Further, so-called incentive payments, which 
are important in the plants with lower pay, 
were excluded The study covered 110 
establishments, mainly FERA companies, 
some companies belonging to Indian big 
business houses and four public sector units 


At the top of the scale stood the follow¬ 
ing companies with average pay as given in 
table 1 The figures are of average pay for 
various levels of skill (from unskilled to 
highly-skilled), and seniority They cannot, 
therefore, be directly compared with the 
family wage norm for unskilled labour of 
about Rs 1,200 But taking into account the 
fact that other than DA all other allowances 
and incentive payments have been excluded, 
we can conclude that there is a section of 
the working class that does receive the value 
of its labour power and also a small section 
that receives a wage that is greater than the 
value of its labour power 
In the public sector in 1983 starting 
salaries of about Rs 850 to 900 were the 
norm But including other allowances and 
a substantial, though largely fictitious, over 
time in the public sector we can say that here 
too there does exist a section that gets a wage 
more or less corresponding to the value of 
labour power 

The workers who do get a family wage are 
generally permanent workers in the mono 
poiist imperialist-comprador enterprises To 
an extent some workers in the public sector 
also get such a family wage But not all 
workers (even permanent workers) in these 
sections may be so included 
Upto the fifties there was not much vana 
tion in wage rates payable in different in¬ 
dustries or m enterprises under different 
ownership within the large factory sector 
But in the sixties’ and later rounds of im¬ 
ports of foreign capital, the entry of the 
TNCs in sectors like petrochemicals 
engineering, etc, and with the militant but 
economistic trade unionism that grew at that 
time, wage rates began to diverge 1 hese new 
enterprises were soon paying 75 to 100 per 
cent more than in cotton textiles, which had 
till then been the trend-setter in wages 
liking the industry-wise distribution of 
pay m the 110 plants referred above, the 
picture is as in table 2 These wages should 
be compared with those prevailing in the cot¬ 
ton textile industry which in December 1981 
were Rs 678, Rs 823 and Rs 1027 for un¬ 
skilled, semi skilled and skilled workers 
respectively (Factsheet I, CED) 

The above figures show that not even all 
permanent workers in the large factory 
sector, leave alone all those in the so-called 
organised sector (i e, that registered under 
the Factories’ Act) who get a family wage. 
The section of the workers who do get a 
family wage is only a portion of the above, 
chiefly those in the monopolistic enterprises 
of the imperialist comprador bourgeoisie in¬ 
cluding those in the pubbe sector and in the 
modern sectors of petrochemicals, pharma¬ 
ceuticals, chemicals, engineering, etc 
There is then a large and preponderant 
section of the working class that does not 
get a family wage This includes permanent 
workers in the older industries like cotton 
and jute textiles, sugar and paper Also per¬ 
manent workers m tea plantations where the 


owners refused to accept the norm ot a 
family wage for an individual worker They 
held that because of the family-based 
employment it was sufficient to adopt a 
norm of 1 5 consumption units per worker 
The depressed wage in tea plantations left 
it as low as Rs 10 45 per day in 1983 which 
with no payment for the rest day amounts 
to Rs 271 70 per month Adding another 
Rs 50 for the value of the quarter and other 
articles supplied by the owners, the monthly 
wage is still barely Rs 320 per month, and 
even in peak plucking season does not cross 
Rs 500 Thus the exertions of two full-time 
earners would yet be insufficient to main 
tain a family at the minimum level for the 
production, and subsequent reproduction of 
labour power 

Added to the above are the sections of the 
working class at the very bottom of the 
wage-scale the mass of contract and 
sometimes casual labour in industry, in¬ 
cluding construction, brick-making, etc and 
the workers in the ‘sweat shops’ of small 
scale production 

Below all these lie the rapidly growing, 
permanent reserve armies of labour These 
pauperised section, thrown off from agri 
culture, work in petty commodity produc 
tion m petty trades ranging from hawking 
to rag-picking Generally included in the 'in¬ 
formal' sector, they carry on these petty 
trades only tor want of sufficient wage 
employment 

The differentiation of the working class 
on the basis of wages corresponding to or 


Tahil I AviRAcr Pay by Company 


Company 

Average Pav 
in 1983 (DA ai 
December 1982 
Prices) 

NOC1L 


2083 72 

Herdillia 


2043 10 

Burroughs Welcome 


194817 

Boots 


1854 75 

UCII 


184009 

Roussel 


182156 

Abbott 


1805 01 

At the bottom of the scale were 


Hindustan Petroleum 


987 45 

Richardson & Cruddas 


91100 

Premier Auto 


83807 

Tabi a 2 Average Pay by Industry 

Rank Rank Industry 

Number Average 


of Plants Pay (Rs) 

I Petrochemicals 

4 

1912 86 

2 Pharmaceuticals 

3 Other chemicals 

27 

1583 22 

and allied 

14 

1459 89 

4 Steel 

5 Electrical and 

2 

1 

1390 92 

electronic 

14 

1360 94 

6 Consumer items 

6 

1322 49 

7 Engineering 

23 

1292 41 

8 Petroleum 

2 

1071 76 
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being below the value of wage labour has 
important implications for the circuits ot 
capital in the economy Where the wage cor 
responds to the value of labour power it 
means that capital more or less fully takes 
care of the cost of production and reproduc¬ 
tion of labour power Some of the com¬ 
modities that go towards subsistence may be 
procured from outside the capitalist sector 
and that too at prices below the value of 
those commodities But m value terms the 
full cost of labour power is borne by the 
capitalist sector itself 

When the wage is above the value of 
labour power then tt means that the worker 
gets not only the value of labour power that 
he or she sells to the capitalist but also 
something above that This extra value that 
the worker is given comes out of the surplus 
value that the concerned capitalist, usually 
a TNC monopoly or a TN( -connected 
monopoly, appropriates 

That a portion of the profit earned by 
monopolies may be redistributed to the 
workers of those monopolistic enterprises or 
countries was noted not only by Ltnin, who 
termed this section the ‘ labour aristocracy” 
but also earlier by Engels who pointed out 
in the 1892 preface to The Condition of the 
Working Class in England" during the 
period of England’s industrial monopoly the 
English working class have to a certain 
extent, shared in the benefits of the mono 
poly These benefits were very unequally 
parcelled out amongst them, the privileged 
minority pocketed more, but even the great 
mass had, at least, a tempoiary share now 
and then" (Engels, F, 1892) 

PRF C APITAI ISt SUBSISTtNC t 
PRODUC riON AS A Tributp 

In the case of workers whose wage does 
not correspond to a family wage u must 
mean that either the worker gets some form 
of supplement from other, non-capitalist 
sector, that the worker and his/her tamily 
cut down their consumption below the 
minimum standard, that there is more than 
one wage earner per household, or some 
combination of the above 

With tea plantation or btdi workers there 
is a simultaneous involvement of the family 
in the production of capitalist prolit and in 
subsistence agriculture Usually both men 
and women work in the plantation oi in bidi 
manufacturing At the same time they also 
supplement these earnings by various kinds 
of agricultural activities, including not only 
cultivation as such but also poultry and milk 
production (Das Gupta 1986) In planta¬ 
tions, workers were given plots of land with 
which to carry on agricultural production 
In the case of bids workers they perhaps had 
plots of land even before they took up btdi 
manufacturing It is the supplementary 
agricultural activities that enable wages m 
these sectors to be kept as low as they are 
In a sense this portion of consumption of 
the workers is a tribute paid by the pre¬ 


capitalist, subsistence agrarian sector to the 
capitalist sector 

1 his tribute exists even m the case where 
the industrial and subsistence activities are 
not carried on in the same location This is 
of three kinds First there ts the case where 
workers commute to work from the nearby 
villages This is a feature of the Thane- 
Belapur industrial belt and of many small 
industrial centres around the country A 
study of Atul m south Gujarat found that 
one third of the workers commute from re¬ 
mote villages, of the two-thirds from the sub- 
districts of VrtKad and Pardi (on the border 
of which Atul is located) only one-third live 
in urban centres (Reported in Ram 1983) 

The second case is where the malt worker 
migrates to the industrial centre whilt the 
wife and children remain in the village 
Along with this, the male worker also makes 
periodical visits to the village fot rest and 
recovery ’ 

A substantial number of workers in the 
industrial centres do live on then own with 
their families back in the ullages Many 
studies of workers m the cities and C ensus 
figures of migration bear this out M S Ciore 
found that 44 pet cent ol married north 
Indian migrants in Bombay had lefl their 
wives in the villapc A study of iute null 
worlers in C aleutta found that lrom the 81 
per cent married workers fully 52 per cent 
reported that their wives are staying at the 
native place (Bhattaeharya and C hatlerjee 
1973) 

Census figures show that while women 
predominate in marriage linked tntra rural 
migration (3,3M women per 1,000 men in 
the 71 C ensus) in rural urban migration the 
proportion ol nun increases shaiplv as 
distinct increasts 

The third case is that of seasonal migra 
tion In this the worker (either singly or with 
family) migrates to wage employment such 
as brick m iking road construction, or in the 
sugai 1 ictories at the end of the agricultural 
season returning in time to prepare the land 
toi tht ntxt sowing In this case too the 
major costs ot reproducing labour power art 
taken care ot in the igranan economy Such 
seasonal migration, Ci Standing (1982) em 
phasists, is a tiansition to proletarianisation 

In all Ihtst i ascs (where the workers com- 
inuiL (torn the ullages, where the male 
worker alone migrates and in seasonal 
migration) a subsnutial portion of the cosl 
of reproduction of 1 ibour power is boine by 
the pre-capitalisl sector in the village The 
wage covers tht immediate i ost of produc 
tton of labour puwet alone (C Meillasoux) 
and not the lull cost ot reproduction of 
labour power 

To establish that such a tribute is ex 
tracted, it is ncccssaiy to dispose of one more 
question Do the remittances made by the 
workers cover the eost of maintaining the 
workers’ family in the village 7 Anyone 
familiar with the grinding poverty in some 
of the aptly-named Labour Catchment 


Areas (the term ts used by Gupta, 1986), like 
the Ratnagm district of Maharashtra, the 
Iblengana region ot Andhra Piadesh, the 
Bhojpuri region of east UP Bihar or 
Jharkhand, will realise that the large-scale 
supply of industrial labour from these areas 
has not changed the fortunes of these 
regions. On the contrary they have sunk even 
deeper into decay confirming that rather 
than industrial labour having provided an 
addition to the local economy it is the 
agrarian economy of these areas that has 
been drained in order to subsidise industrial 
wages, rather to subsidise industrial profits 

Substantial remittances are made chiefly 
by the upper sections of the workers the per¬ 
manent workers in large-scale industry For 
the mass of contiacl and casual labour the 
wage does not meet much more than the im¬ 
mediate cost of production of their own 
labour power At best they may manage to 
send once a year some clothes and other 
manufaclured aiticles 

Detailed studies Iot the’ post-1947 period 
show that “where remittances are sent back, 
it is primarily from ihc upper-caste, petty 
bourgeois migrants, while the lower caste 
labourers send back little or nothing Salva’s 
study of Kuith villages shows a tradition of 
mirganon in which a strong correlation ex¬ 
ists betwetn per capita household income 
and increase ui income from remittances the 
higher castes tending to send back savings 
and increase thur wealth and power m the 
villages” (Omvedt 1980) 

Ranadive (1982) mentions a 1981 study of 
textile workers in Bombay wh'ch shows that 
workers in the lower income groups remit 
almost one Fifth of their earnings to their 
families in ihe countryside This may well 
be so But that would still be a far cry from 
meeting the costs of reproduction of the 
family left back in the village Fully four- 
fifths of the wages go just to meet the im¬ 
mediate costs ot production of the worker’s 
labour power 

It can then definitely be said that for the 
workers whose wages are below the value of 
their labour power, the remittances they 
make are not substantial —which must mean 
that the wage barely covers the immediate 
cost of labour power ol the individual 
labourer With wives and tamilies left back 
in the villages a major portion of the cosl 
of reproduction ot labour power, which 
should have been borne by the capitalist 
sector is instead borne by the pre capitalist 
agrarian sector This amount, again supple 
menting the workers’ wdges, is a tribute or 

Tahi l 3 Sex Ratio in Mioration 


1971 Census Women Men 


Inna district rural/rural migration 3351 1000 
lntra district rural/urban migration 12641000 
Intra state rural/urban migration 879 1000 
Inter stair rural/urban migration 5821000 


Source A N Das 1983 


801 



May 2, 1987 


*\ T 'V'XIJJX '? 

ECONOMIC AMD 1 




labour rent paid by the pre-capitalist sector 
to capitalist profits 

CIVIL RIGHTS AND WORKING CONDITIONS 

The differentiation in the working class 
is not merely one of wages It extends to 
other matters including working conditions 
and civil rights It goes without saying that 
the better-paid labour has also much greater 
job security There is no trade-off between 
pay and security 

At the lower end of the wage-scale there 
is not only insecurity ol employment and/or 
earnings but also a large measure of extra- 
economic coercion and personal bondage 
and consequently a considerable lack of 
civil rights that the upper sections of the 
working class can enjoy Any sign of oppost 
tion to the extremes of exploitation or any 
attempt at organisation is immediately met 
with removal from the job In an earlier 
period, plantation workers wtre legally 
bonded labour who could neither quit nor 
dispose of their time after working hours as 
they wished After many heroic struggles 
some of the worst denials of rights were 
modified But even today the isolated ex 
istence of these communities, living in vir¬ 
tual ghettoes, leads to a denial of rights that 
are legally mandatory In the brick-fields and 
on construction sites workers as a whole arc 
forced to work for as long as the contractor 
may want, while women are also forced to 
submit sexually Just as it is the existence of 
subsistence activities (as also the habituation 
of some sections to a life of extreme toil even 
with constant hunger) that economically 
makes it possible for wages to be much 
below the value of labour power, so also 
politically it is the condition of an extreme 
deprivation of civil rights that makes it 
possible to enforce such a low wage 

Working conditions for the low-paid 
workers are uniformly worse than for high 
paid workers, which does not mean that 
safety precautions are sufficient for the lat¬ 
ter group too But even in the same plant or 
on the same site there is a clear difference 
in the safety measures that are taken for the 
two groups of workers Tht lives of the low- 
paid workers are so cheap that it is not 
worthwhile spending any money on safety 
measures The existence of piece rates pro¬ 
vokes the worker to become a seemingly wil¬ 
ling partner to the violation of safety regula 
tion In a not-so curious reversal of jsolicy, 
while women are supposedly for safety 
reasons, not allowed to work in the steel 
plants, women are nevertheless not pro¬ 
hibited from being employed on the same 
sites as contract labour The consideration 
clearly is not the safety of women The 
cheapness of women working as contract 
labourers, is readily exploited Studies on the 
question of safety, have shown that in steel 
plants the number of accidents per 1,000 
workers is higher for contract labour as com¬ 
pared to permanent labour 

Wages considerably below the value of 


labour power, worse working conditions, 
and a greater or lesser denial of civil liber¬ 
ties are then the features of the lower sections 
of the working class 

Mobility 

Granted that the major sections do exist 
among the workers, what is the extent of 
mobility between them 7 If there were mobili¬ 
ty, then workers would start in one section, 
in the lower section, and hope, over a period 
of time, to work themselves up into the 
higher sections The process of accumula¬ 
tion of capital may perhaps not be so much 
affected by the existence or absence of such 
mobility But the existence of such mobility 
will have important implications for the 
trade union movement Mobility will help 
to unite the class around common demands 
and strengthen the tendency for the unions 
to take up the demands of the lower sections, 
while the lack of mobility is likely to result 
in the demands ot these two sections of the 
working class being voiced differently 
through different unions, or even being 
antagonistically expressed by the ‘employee’s 
son’ versus "rcgularisation of contract 
labourers" demands 

It is possible for a worker to start in a 
small firm and move up into bigger firms 
But this is perhaps possible only upto 
middle-sized firms The educational level that 
is needed in the monopoly firms is so high 
that it is very difficult to continue further, 
up the grade. Further even for the temporary 
or casual or contract worker in a big firm 
“there is still a single quantum jump to 
be made into permanent employment” 
(Holmstrom, 1984) 

An important study of the Bombay labour 
market found that there is very little mobility 
between casual and regular employment 
The study found that 86 SS per cent of the 
regular employees who had changed their 
jobs had started as regular employees and 
only 13 45 per cent had started as casual 
workers (Deshpande 1979) Deshpande has 
pointed out, “Very few (factory workers) had 
been casual workers" Similarly, Harnss's 
study (1982) of the Coimbatore labour 
market found that “individuals do not move 
easily between sectors of the labour market 
“Among the 826 households surveyed there 
were only less than 20 cases of movement 
from the unorganised into the organised 
sector Many in the unorganised sector do 
have the requisite skills, experience and 
education for factory jobs But they lack the 
right connections, or to put it another way, 
they do not belong to the right social 
network 

if initial recruitment is done through the 
‘right connections' it is even more so with 
regard to replacement Managements and a 
number of unions both insist on or prefer 
the (male) dependent of a retiring worker 
being employed In a number of factories 
and industries there are formal or ‘gentle¬ 
men’s agreements’ to the effect In the 


government sector too attempts have been 
made to enshrine this new caste principle 

This new caste principle works both ways 
it keeps the lower sections out of the higher 
reaches of the working class, it also ensures 
that those from the higher sections will not 
take up the ‘demanding’ employment in the 
lower sections Sons of permanent workers 
may remain unemployed for years together, 
but they will not under any circumstance 
work as contract labourers 

There are factories where a ‘temporary’ 
or a badli job is effectively a place on the 
waiting-list for permanency, e g, temporary 
workers in TISCO But there is a large 
section of contract workers in TISCO itself 
who have no hopes at all of being in the line 
for permanency There is an important 
ethnic division between these two, the ‘tem¬ 
porary’ workers are entirely the wards of the 
permanent workers who are largely non 
Jharkhandi, while the contract workers are 
almost entirely Jharkhandi “Especially if 
the people are Irom different social origins, 
or recruited through another network, it may 
be possible to keep them out lor ever but 
where thev are the permanent workers’ 
relatives or clients, it is more likely that the 
union will press their claim for registration 
on a waiting list, and will try to speed up 
their absorption in the permanent labour 
force or if that is impossible to improve 
their pay and conditions 1 (Holmstrom, 
1984) 

The existence or absence of mobility 
depends very much on the manner in which 
recruitment is done The above-mentioned 
study of the Bombay labour market, deal 
ing mainly with the private sector, found that 
placements are done mainly through friends 
and relatives The study concluded, 
“Reliance on informal agencies in hiring 
denies the disadvantaged groups' access to 
high wage employment” (Deshpande 1979) 
Almost every other study on the Indian 
labour market has pointed to “the pre 
dominance of informal channels and the 
virtual insignificance of formalised channels 
such as employment exchanges” (Papola and 
Subramamam 1973) This study of Ahmeda 
bad found that 91 per cent of the jobs were 
secured through introduction by other 
workers In Sharma’s study only 10 per cent 
of the workers reported that their names 
were recommended to the firms by the 
employment exchange, while 6 per cent 
reported that they knew someone already 
working in the firms (1973) 

Diking more recent figures and from a 
state as well-unionised as West Bengal, we 
find that between 1978 and 1984 of the 
vacancies notified to the employment ex¬ 
change (whi^i is an unreported proportion 
of the total vacancies) 46 22 per cent of the 
vacancies in the case of the public sector and 
just 20 86 per cent in the case of the private 
sector were filled through the employment 
exchanges (West Bengal Government, 1986) 
Again though a substantial portion of the 
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vacancies in the public sector were filled 
through the employment exchanges, it docs 
not m anyway mean that the casual, contract 
workers and other disadvantaged groups had 
equal access to these jobs In the public 
sector, though recruitment is formally 
through the employment exchange, in actual 
practice it is a combination of influence 
(depending very much on relatives already 
in the high-wage sector and even more so in 
the bureaucracy) and buying power (depcn 
ding on the resources the individual can 
command) that determines whether an indi 
vidual's card is sent up for consideration 
Getting a job in the permanent cadre is the 
result of nothing but a combination of in 
fluence and buying power—and both arc 
necessary 

Rot t Of Caste Eihniciiy 

The result of such informal procedures of 
recruitment is that there is little mobility bet¬ 
ween casual and regular employment and 
between employment in the low-wage and 
high wage sectors As Papola and Subra 
maniam remarked, “The phenomenon is 
akin to ‘closed shop' unionism but is worse 
in that it does not have a formalised and ex 
plicit character" But the lack of a formalised 
character dots not mean that it docs not 
have an explicit social base and is not the 
result of an actually functioning explicit 
social network The Ahmedabad study itself 
points out that whe e jobs are secured 
through introduction by other workers the 
latter was s blood relation in 35 per cent of 
the casts bclongtd to tht same caste in 
another 44 per cent and to the same native 
place in another 12 per cent friends helped 
in 7 per cent of the cases Numerous studies 
have pointed to the role ot kinship ties in 
securing employment (Gore 1970) 

What are these kinship ties 7 I hey are tics 
of religion caste and language f hese are the 
networks of Indian society that capitalism 
utilises and bends to its own purpose of pro 
fit The Indian working class has come from 
diverse pre-capitalist backgrounds divided 
by caste and other forms ot ethnicity, like 
religion and language This division is to an 
extent mitigated but vet retained in the work 
ing class itself 

Sharma, after going through a number of 
workers’ backgrounds concluded that the 
Indian industrial worker ‘is typically an 
upper caste hnidu” Of course, it should be 
added that this is not true for the working 
class as a whole but only for its better off 
high-wage sections Needless to say that it 
was not even found necessary to mention 
that these Indian industrial workers are 
almost always male 

Five studies of Pune, Kota, Bombay, 
Ahmedabad and Bangalore, covering a large 
number ot industries, found that 61 per cent 
of the workers were upper caste Hindus 
(Sharma, 1970)—which figure should be 
compared with the Mandal Commission’s 
estimate that upper caste huidus are 18 per 


cent of the population Sharma’s 1973 study 
found some 46 1 per cent of the workers to 
be upper caste hmdus Utilising Deshpande’s 
data Holmstrom worked out the caste 
origins for a sub sample of the workers 
Holmstroms’s tabulation underestimates the 
upper castes, because some, like the 
Maharashtra CKP, are included in the ‘other 
hmdu castes' and yet others may be in the 
‘others’ column Nevertheless, some of the 
percentages given m table 4 are representative 
of the general picture over-representation of 
the upper castes 

I he dominant position of workers from 
upper caste backgrounds in the uppr sections 
of the working class was well brought out 
in a study of Kerala The 1968 ‘ Report on 
the Sample Survey of Socio-Economic Con 
ditions of Castes/( (immunities in Kerala ’, 
conducted by the Bureau of Economics and 
Statistics and reported in Sivanandan (1979) 
shows the upper caste domination of the 
higher income jobs and the daht/adivasi 
preponderance in the lowest income jobs 
The intermediate c isles have iheir earners 
concentrated in the middle to bottom ranges, 
with not much representation in the higher 
range I he table also brings out the fact that 
while dalit/adivasi conveits to Christianity 
have not been much helped by their conver 
sion the upper sections of the Christians 
have done much better though not as well 
as the hindu upper castes Caste in India is 
much stronger than religion' Muslims held 
a position fairly similar to that of the inter 
mediate hindu castes That there is such a 


dominance of upper caste hindus also in 
public sector employment can be inferred 
from the fact that m class III and class IV 
jobs in the public sector scheduled castes, 
scheduled tribes and the backward castes, 
who together constitute about 75 per cent 
of the population, account for only 47 per 
cent of the jobs—and one can be sure that 
the religious minorities arc not over 
represented in public sector jobs That would 
then give a figure close to 50 per cent for 
the jobs held by the upper caste hmdus The 
backward castes who are 52 per cent of the 
population had, it should be noted, only 
15.77 per cent of these class 111 and class IV 
jobs in the public sector (Mandal C ommis- 
sion Report 1980) 

Further, even within these jobs there is a 
division of labour on the basis of the 
physical labour involved and their cleanliness 
or otherwise. Even in the high-wage sections, 
some jobs like that of sweepers are reserved 
(following Manu’s precept) for the dalits and 
adivasis In coalmines the hard physical 
labour of loading and pushing the coaltubs 
is done by dalit, adivasi or mushm workers 
In steel plants the production work in the 
intense heat of the coke-ovens and blast 
furnaces is done mainly by adivasis and 
dalits In the coir processing industry it was 
pointed out, “persons belonging to the 
scheduled castes were employed mainly in 
unclean' operations such as shelling and 
roasting Women arc assigned the lowest- 
paid and the most unclean tobs” (Kannan 
1987) 


Table 4 ( astf/Community Distribution of Factory Worklrs in Bombay 


Percentage of Worke rs from 


Upper Castes Dalits Muslims 


1 Engineering and metal working factories 

45 

4 

14 

2 Tkxlile factories 

65 

8 

3 

a) Weavers 

77 

5 

5 

3 Other manufacturing factories 

55 

7 

7 

4 Total 

55 

8 

7 


Source Holmstrom 1985, Table 8 


Tabif 5 Percentage of Earners According to Monthly Income Kerala, 1968 


Community 


Monthly Income (Rs) 


Below 50 

50-100 

100 200 

More than 
200 

A Brahmin 

11 2 

201 

301 

78 6 

Ambalavasi 

25 3 

27 2 

26 8 

20 7 

Nair 

31 8 

29 8 

25 5 

129 

B Ma thomites 

29 0 

30 9 

27 6 

12 5 

Jacobites 

22 0 

32 4 

29 1 

16 5 

Syrian Catholics 

28 4 

32 7 

25 2 

14 1 

Latin Catholics 

49 3 

28 4 

17 5 

48 

C E/hava 

49 2 

30 7 

14 9 

5 2 

Kammala 

31 0 

38 0 

26 1 

49 

D Muslims 

79 7 

39 9 

15 6 

54 

E Scheduled C asie 

62 2 

32 4 

47 

07 

Scheduled Thbe 

66 1 

281 

47 

1 1 

SC and ST converts to Christianity 

62 1 

31 7 

54 

08 

All communities 

43 6 

32 7 

16 7 

70 


Source P Sivanandan (1979) 
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As the reverse side of the coin dalits, 
adivasis and backward castes, and women 
predominate in the low-wage sections of the 
market In the tea plantations an almost 
watertight division coniines the dalits, 
adivasis and, in this case, Nepalis to the jobs 
of workers and “substaff” while staff jobs 
are reserved for upper caste Bengalis in West 
Bengal and upper caste Assamese m Assam 
A recent study of casual workers in construc¬ 
tion and domestic service in Ranchi found 
that 51 per cent were adivasis, 15 per cent 
dalits, 19 per cent backward castes and 15 
per cent “others” (including religious 
minorities (Ansari 1986) 

Similarly Vatd found that while among 
construction workeis dalits accounted for 
60 7 per cent of the work lone for industrial 
workers “the caste structure of the workfoice 
at Kota showed that the higher castes could 
obtain higher jobs in better factories in 
larger proportions' 

Deshpandc concluded "Workeis are con 
fined to a segment because of some pre- 
labour market characteristics" (1979) The 
characteristics he analysed were land and 
education and found that those who posses 
sed more land and education ended up in 
the higher wage sectors and vice-versa 
Both land holding and education arc 
closely related to caste But that is not ail 
Even for comparable levels or landholding 
and education, the workers of upper caste 
origin will be able to get into a higher seg 
ment of the labour market than workers 
from lower caste backgrounds This is 
because of the continuing importance of 
caste ties in recruitment 
The operation of such caste ties may often 
be covered up by recourse to phrases like 
‘efficiency’ or ‘merit’ and the highei educa¬ 
tional standards of tne upper castes may be 
used to justify these recruitment practices 
But that cannot hide the reality that even the 
least educated ot the upper castes rarely end 
up as contract labourers Thai is the ex¬ 
clusive privilege of the lower orders—the 
dalits adivasis, muslims and now-a days a 
section of the backward castes 
The social netwoik that operates in 
recruitment to different sections of the work 
ing class is one ot religion, caste language 
and gender The ethnic divide in the tea plan 
tations has already been pointed out ‘In 
Caleutta there are several watertight groups 
even in the big lactones educated Bengalees 
tn the big engineering works uneducated 
people from Bihar and UP in the depressed 
textile and jute nulls who have some security, 
and a large mixed population in the small 
engineering workshops of Howrah over the 
river, working in appalling conditions with 
little chance of a factory job" (Holmstrom 
1984) In 1979 while Bengalees accounted for 
28 per cent and 62 per cent of the employ 
ment in jute and engineering respectively, 
workers from Bihar and Orissa, in a reverse 
image, accounted for 61 per cent and 30 per 
cent of the employment in jute and engineer¬ 


ing respectively (West Bengal government, 
1986) 

Caste does not determine the choice of in¬ 
dustrial occupation in the manner in which 
rural occupations are still more or less deter 
mined by caste But caste network, that in¬ 
cludes not only those already in high wage 
occupations, but even more the admini¬ 
strators and managers of capital, both 
private and governmental, who are very 
much from the upper castes, still play an im 
pertain role in determining the section of 
the working class that an individual may 
enter, t e. in the new hierarchy of labour in 
ihc labour market 

Caste serves its function in adjusting the 
labour available for different jobs in accor 
dance with the capitalist principle of not 
paying more than what is necessary tor any 
particular job The depressed condition ot 
the dalits and adivasis (and also of the 
backward castes) helps in ensuring a supply 
of labour that through a history of depriva¬ 
tion can be made to woik at the edges of 
mere existence As early as 1827 it was 
pointed out thai the adivasi workers from 
Ranchi were in great demand because they 
worked for less wages and harder than others 
(Rothcrmund, 1980) 

If, on the one hand, caste and ethnicity 
play their role in directing the lower orders 
of the old society into the lower sections of 
the working class, on the othei hand, the 
upper castes get a privileged position in the 
labour market, a privilege reinforced by the 
dominant position of their upper caste 
fellows in the admimstratipn Caste and 
ethmuty arc not then merely a matter of 
marriage and, to an extent, residence, but 
more so a continuing social relation that ad¬ 
justs the supply of various kinds of labour 
to the capitalist demand for each type 

The obverse side of the privilege that an 
upper caste background confers is the dis 
advantage ot other backgrounds, of dis 
crimination against those coming from the 
lower castes, muslims, etc. Here it is not only 
a question of the social origins of workers 
operating in such a way as to fit the supply 
of different categories of labour to the 
capitalist demand for them, but over and 
above that, also one of discrimination The 
reason for that is partly to maintain a pliable 
labour force, with paternalistic cum caste 
ties that can be used by capital to its advan 
tage rhe reason for such discrimination is 
also the attempt to maintain the upper caste 
domination in making the transition to 
industrialisation, an upper caste domination 
that is maintained not merely as a relic of 
a feudal past (like the British monarchy, for 
instance), a relic that serves no real function 
in the present, but rather more an upper 
caste domination that is the social base on 
which the imperialist, comprador, feudal 
ruling alliance is attempting to fashion a 
nation What was formerly a natural result 
of the use of caste feudalism by imperialist- 
comprador capitalism has come to be re¬ 


inforced as a deliberate policy 

It was not quite a surprise to hear (Sujata 
Patel at a recent Nehru Memorial Museum 
and Library seminar) that as far back as the 
1940s the Ahmedabad mill owners and 
Gandhi's union agreed to exclude (reduce) 
muslims from the mill workforce Various 
government circulars were disclosed in 
Parliament m 1977-78 debarring muslims 
from certain jobs (Alam, 1983) The declin¬ 
ing proportion of muslims m the Ihta fac¬ 
tories at Jamshedpur is clear to observers 
Recently of 40 workers recruited into Thta- 
Robins Fraser there was not a single daht, 
adivasi, mushm or sikh Fully 34 were from 
the upper castes and the remaining six from 
the backward castes (Information supplied 
by Siyasharn Sharma of Bharatiya Shramik 
Sabha, Jamshedpur) To the roster of those 
discriminated against on the basis of religion 
must now be added the sikhs, otherwise 
prued for their skill and industnousness 

Harnss writes of the Coimbatore big 
mills "systematic exclusion of people from 
low casie backgrounds from employment” 
(1984) The whole anti reservation move¬ 
ment is aimed at getting rid of the few 
advances made by the lower tastes with 
regard to government employment Of 
couise in the private sector any such idea 
is totally rejected as supposedly opposed to 
the etlicicncy goal ol earning the maximum 
profit 

Working on the shop floor does have its 
democratising aspects But there is at the 
same time the strong, contrary full of the 
upper caste workers relation to the continu¬ 
ing caste order in the villages reinforced by 
the privilege that caste confers within the 
labour market Now that it is difficult in the 
modern industrial context to argue for segre 
gation on the basis of being polluting 
(though this has been used to exclude 
dalits from the weaving section of cotton 
textile mills where the thread may be touch¬ 
ed by mouth) caste segregation is justified 
on the grounds of the lower castes being 
unclean’ (Ramaswamy, 1979) Thus even 
modern industrial townships often have 
separate blocks of flats for sweepers Sup¬ 
posedly, being unclean is also used to justify 
the segregation of muslims in gbettoes 

Marx had pointed out, “since the collec¬ 
tive labour has functions, both simple and 
complex, both high and low, his members, 
the individual labour powers, require dif¬ 
ferent degrees of training, and must, there¬ 
fore have different values Manufacture, 
therefore, develops a hierarchy of labour 
powers, to which there corresponds a scale of 
wages” (Marx, “Capital”, 1,349) The social 
networks and conditions of existence of caste, 
tnbe, religiqp and language play a key role in 
instrumenting the Indian working class accor¬ 
ding to the hierarchy of labour powers that 
capital requires Thus the networks and con¬ 
ditions of social existence of caste, tnbe, 
rehgjon and language are vital to under¬ 
standing the forms of social existence of the 



working class, the interrelations of us 
various sections and its relations with the 
rest of society 

Women 

Women workers are predominantly in the 
low-paid sections ot the working class, as 
contract or casual labour, in small factories 
or working at home in bids manufacture 
They are also to be found in large numbers 
in unwaged occupations of the ‘informal’ 
sector, i e, in various kinds of petty com 
modify production, that serve capital 
Certain professions in the service sector, like 
nursing and teaching are virtually reserved 
for them, while in large-scale industry they 
are restricted to office work, manual packag¬ 
ing, etc- Women are almost totally absent as 
technical, skilled labour in large scale 
industry 

The imperialist-sponsored mechanisation 
and other technical advances in mator in 
dustries like cotton and jute textile mills and 
coal mines, have been used to rapidlv 
eliminate women workers in those industries 
With the import of capital and technology 
the imperialist comprador enterprises lollow 
a deliberate policy of inducing women 
workers to surrender their jobs m favour of 
a male member of the family Women 
workers facing retrenchment arc almost 
never retrained 

While in the low-wage sectors women arc 
sought in order to keep the wages down even 
lower, in other seetdrs the policy is that of 
keeping women out, as women workers 
involve additional expenses for maternity 
benefits, etc They are kept out as perma¬ 
nent workers but freely employed as contract 
workers, e g, for cleaning and on constiuc 
tion sites in the very stetl plants in which 
they are otherwise not employed, supposedly 
for safety reasons 

The tribute paid by the non capitalist 
sector through subsistence production that 
helps to supplement the low wages, often 
breaks up the working class families, with 
the male worker migrating to the industrial 
centres while the rest of the family (basically 
the worker’s wife, sometimes parents and 
minor children) carry on subsistence produc 
lion Thus, the labour in subsistence produc 
non that helps to keep the wage below the 
value of labour power is often that of the 
women 

As we saw earlier, the value of labour 
power is determined not only by the labour 
time necessary to maintain the individual 
worker, but also by that necessary to main¬ 
tain the worker's family The reason is that 
the family is the social unit for the produc 
non and reproduction of the commodity 
labour power Though it is the man who sells 
this labour power on the market, it is the 
woman's household labour that reproduces, 
both daily and generationally, this labour 
power 

In the capitalist system, this part of the 
social labour is not productive labour For 


capital, only that labour is productive which 
produces surplus value; “Capitalist produc¬ 
tion is not merely the production of com¬ 
modities, it is essentially the production of 
surplus value Hence the notion of a pro¬ 
ductive labourer implies not merely a rela 
tion between work and useful effect, between 
labourer and product of labour, but also a 
specific, social relation of production, a rela¬ 
tion that has sprung up historically and 
stamps the labourer as the direct means of 
creating surplus value” (Marx, “( apital” I, 
509) It is the social form of labour that is 
important, not its concrete existence as “a 
relation between work and useful effect” 

Further, through the medium of the 
patriarchal familv this labour, already turned 
unproductive, is made, in a sense, invisible— 
merely a private service performed by the 
wife for the husband It is this invisibility 
of her role as the producer of the com¬ 
modity, labour power that characterises the 
subordinate position of women even in the 
working class larmly 

In turn, the gender based division of 
labour, which establishes for woman the 
primacy ot her role in ihe family, leads to 
a devaluation ot her role as a wage earner 
This patriarchal relation whereby the role of 
women as wage-earner is always considered 
supplementary (however untrue this may in 
fact be) justihesihe paving of relatively low 
wages for women while, the generally un¬ 
trained and weak position of women in the 
labour market, lorces them to accept 
anything that will give them a wage, however 
low the wage be 

1 he working class can bt divided into four 
broad sections 

(1) That which gels more than a family 
wage, i c more than the value of labour 
power, 

(2) That which gets a wage about equal 
to the family wage, and can thus at a 
reasonable standard cover the full cost of 
production and reproduction of labour 
power 

(1) Thai which is more or less able to cover 
the immediate costs of production of labour 
power, but has to depend on the non 
capitalist sector in order to reproduce itself 
and/or has to depress its standard of living 
in order to reproduce itself, and 

(4) The pauperised section that is not even 
able to meet the immediate cost of produc 
lion of labour power 

Turther, it was seen that the composition 
of the working class is affected by 

(1) The caste, tribal or ethnic origin of the 
worker in the pre capitalist sector, and 

(2) The gender based division of labour 
between male and female and the associated 
patriarchy 

Rfi ation oi- Structure of thl 
working Ct ass to Imperialist 
Expioitaiion 

India is a multi structural economy, a 
semi-colonial, semi-feudal economy, where 


a number of pre-capitalist relations of pro 
duetton co-exist with capitalist, specifically 
imperialist relations The existence of such 
a multi-structural economy is part of the 
reason why it is possible for such a differen 
tiated woking class structure to exist—the 
varied circuits of production, consumption 
and accumulation combine to produce a 
variety of forms of existence of the work¬ 
ing class 

We have already seen how part of the pro¬ 
duct of the pre capitalist sectors is appro¬ 
priated by capital as a subsidy to wages (pro¬ 
fits) This is a lorm of rent that is earned 
by capital It is rent in the sense that the 
labour in (his subsistence production is 
acquired by capital free of any cost This 
labour rent is a surplus over and above the 
surplus value realised from the normal, 
capitalist exploitation of wage labour It is 
a surplus that is earned by capital purely 
because labour power is sold below its value. 
The labour that goes into the subsistence 
production is acquired as a labour rent by 
capital 

Besides this, another part of the product 
of the pre capitalist, agrarian sector is 
appropriated by capital through the mecha¬ 
nism of unequal exchange Due to the weight 
of pre-capitalist relations in the agrarian 
sector, agricultural products are on the whole 
sold at prices below value In this way part 
ot the necessary product of the agrarian 
sector is acquired by capital 

The above two forms of exploitation by 
the purchase of commodities, both agri¬ 
cultural commodities and labour power, 
below their values drain the pre-capitalist 
sector m the process of enriching capital, a 
kind of continuing primitive accumulation 
lhe productive capacities of the pre¬ 
capitalist sector are steadily drained by this 
process of primitive accumulation This is 
a process of exploitation quite different from 
that involved in extracting absolute or 
relative surplus value, where the productive 
capacities may be maintained, it not actually 
enhanced 

The multi structural nature of the 
economy and the slow rate of growthi of 
capitalism, mean that within the capitalist 
sector itself there are a number of modes of 
production corresponding to all the histo¬ 
rical ages in the world wide development of 
capitalism 

There is the large sector of petty com¬ 
modity production which includes both the 
traditional (craft) and the modem (manufac¬ 
ture) forms While the producer is the owner 
ot the means ot production, this production 
is subordinated to the dominant capital 
(imperialist comprador bureaucratic) mono 
poly capital for raw materials producers’ 
goods and markets Intense competition 
means that these petlv commodity producers 
often cam less than a family wage 

Again resembling the above in not 
formally being a wage-earning sector, is that 
ot production including services in the 
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‘informal’ sector As noted above, those in 
this sector are there only because of the lack 
of sufficient wage opportunities 
Further this informal sector, by recycling 
waste, providing some parts, repair work and 
so on, helps m reducing the costs of produc¬ 
tion in industry (Standing, 1982) 

As a transitional (though not necessarily 
temporary) form from petty commodity pro¬ 
duction to wage labour is the ‘putting out’ 
system, operating in bidi manufacture, 
various kinds of handicraft production, etc 
The raw materials are supplied by the 
merchant-tradi r The workers operating 
his/her own instruments of production or 
none at all, works on these raw materials for 
what is in effect a piece rate wage 
Coming to capitalist production (i c, 
production of commodities through wage 
labour) a large part of it is with methods of 
production that are pie capitalist Good 
examples, are labour in plantations, con¬ 
struction, forest work, etc The methods of 
production are agrarian or handicraft m 
nature, bearing little resemblance to manu 
facture Handicraft production, where 
through supply of equipment and/or 
materials and appropriation of final pro 
duct, the craft worker becomes a mere wage 
worker, is of the same type In all of these 
instances of what Marx had called the 
"formal subjection” of labour to capital, the 
method of surplus extraction is the exten 
sive one of absolute surplus value, depen 
ding for an increase in the surplus, not on 
an increase in productivity of labour, but in 
the lengthening of the working day (or, the 
lowering of wages) 

Fmallv, we come to the case Of the “actual 
subsumption" of labour to capital embody¬ 
ing modern, capitalist methods of produc¬ 
tion Here surplus value is increased by rais¬ 
ing the productivity of labour, the produc 
tion of relative surplus value 

“The production of absolute surplus value 
turns exclusively upon the length of the 
working day, the production of relative 
surplus value, revolutionises out and out the 
technical processes of labour, and the com¬ 
position of society It therefore presupposes 
a specific mode, the capitalist mode of pro¬ 
duction, a mode which along with its 
methods, means and conditions arises and 
develops itself spontaneously on the foun¬ 
dations afforded by the formal subjection 
of labour to capital In the course of this 
development, the formal subjection is re¬ 
placed by the real subjection of labour to 
capital” (Marx, “Capital” I, 510) 

Within this modern, capitalist sector we 
must distinguish between the competitive 
and the monopoly sectors The competitive 
sector tends to be the domain of the smaller 
(medium) Indian capitals, dominated in so 
many ways by the bureaucratic-monopoly 
sector The monopoly sector is the preserve 
of foreign TNCs, often in collaboration with 
Indian big business of the private or govern¬ 
ment sectors 


Absolute surplus value, relative surplus 
value, rent as the difference between the 
value of labour power and the price paid for 
it, and unequal exchange, which by forcing 
the agrarian sector to sell its products at 
prices that are below value, appropriates a 
part of the necessary product of the agrarian 
sector—these are the various ways in which 
the surplus is extracted by the capitalist sec 
tor m semi colonial, semi-feudal India 

In the formal subjection of labour, where 
the methods of production remain pre¬ 
capitalist, the method of extracting surplus 
value must necessarily be that of absolute 
surplus value, depending very much on the 
length of the working day and the rate of 
wages Since the limit of the working day 
is very quickly approached, the capitalist 
concerned would strain every nerve to restrict 
wages as much as possible. Wages below the 
value of labour power are very much features 
of the iormal subjection of labour 

With the changes in production methods 
that characterise the real subjection of 
labour, there comes the possibility of wages 
increasing upto and even beyond the value 
ol labour power Changes in the intensity 
and productivity of labour can always com 
pensatc for increases in wages—md such 
changes in productivity can easily be 
brought about since Indian industry is, at 
any time, many steps behind industry in the 
metropolis 

Under real subjection, in the competitive 
sector there is not so much of a scope for 
wage increases as the profits earned cannot 
really diverge from the normal, competitive 
profits It is with monopoly capital that 
wages can go up even above the value of 
labour power, since productivity increases 
and monopoh pricing make the wage rates 
of little consequence But monopoly capital 
docs not only use this characteristic, relative 
surplus value method It also uses the ab 
solute surplus value method and that of pay 
ing some labour below the value of labour 
power—as with contract labour in these 
firms 

The labour rent that is appropriated 
through the purchase of labour power at a 
price below its value, does it accrue to the 
entire capitalist class or to some part of it 1 
> Since it is m the TN( dominated mono 
poly sectors that wages are highest, while it 
is in the sectors characterised as merely one 
of formal subjection under capital, where 
production methods remain principally of 
an agrarian or handicraft type, or in the 
sweat-shops owned by the national bour¬ 
geoisie that wages are the lowest it might 
seem therefore that the subsidy provided by 
pre-capitalist subsistence production is to the 
national bourgeoisie But that would be a 
total misreading of the manner m which 
profit is realised m a capitalist structure 
Through the use of financial, marketing and 
monopoly price levers and based on the 
weakness of small owners in a competitive 
market faced with monopoly buyers and/or 


sellers, the major portion of the profit is 
realised in the TNC-dominated monopoly 
sectors while the national bourgeoisie 
languishes at the bottom of the profit scale, 
earning not much more than what a paid 
manager would get and sometime even less 
There are some (like Dandekar) who hold 
that wages m the high wage islands are 
responsible for the super-exploitation of the 
agrarian sector The agrarian sector on the 
whole sells its commodities at prices below 
value in the capitalist sector, prices in the 
TNC-dominated monopoly sector are 
higher compensating for the higher organic 
composition of capital and higher wages 
and on top of that allowing for monopoly 
profits It is the movement of capital that 
determines the necessity of an excess of 
prices over values, to yield not just normal 
profits but the super-prolits characteristic of 
monopolies The determining factor in this 
relation is not the movement of wages, for 
increases in which monopoly capital may be 
able to compensate itself through cost plus’ 
pricing but the movement of capital 
specifically monopoly capital That the 
labour aristocracy may be given a shire ol 
super-profits does not mean that this is what 
is responsible tor super-exploitation 1 
The role of pre capitalist, subsistence pro 
duction in keeping wages low reveals why in 
India unlike in the metropolitan countries 
the pre capitalist relations arc not more or 
less rapidly eliminated Instead we find a 
process of the erosion cum retention of pre 
capitalist relations of production Retaining 
these pro capitalist relations is in the interests 
of imperialism itself, helping as it docs to 
keep wages low This is an important factor 
in the difference in wages between the 
metropolitan countries and the third world 
(besides the historical cultural differences in 
standards of living which is itself due to the 
rapid elimination of pre capitalist relations 
ot production in the metropolitan countries) 
The grinding poverty in the major areas 
of labour supply, the Labour Catchment 
Areas (LCAs), has already been mentioned 
earlier Any improvement in agricultural pro¬ 
ductivity in these areas would push up the 
wage rate at which migrant labour would be 
available for the industrial centres, while the 
total alienation of the toilers from the land 
would put the entire burden of their 
maintenance on industry So while it is 
necessary to retain some subsistence 
agriculture (and forestry) it is also essential 
that there be no real development of the 
peasantry Consequently there is little or no 
expenditure on, say, irrigation, for the LCA 
itself The Jharkhand region is unique in 
actually having seen a decline in the propor¬ 
tion of laqd irrigated in 1971, as compared 
to 1931 Irrigation in Jharkhand is not good 
business for monopoly capital, as it would 
push up the wage rate at which “coolie” 
labour would be available 
“There is considerable evidence that 
governments and lndustnahurban capitalist 
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enterprise* have actively forced down living 
standards in the rural 'traditional’ areas in 
order to create the ‘underemployment’ 
necessary to ensure the supply of labour to 
industrial wage employment,” (Standing 
1979) The mechanisms for maintaining and 
justifying forcing down of living standards 
are not only economic but combine with it 
ethntc/racial discrimination and suppres 
sion The Jharkhand region is an example 
ot ethnic discrimination being used to this 
end At the extreme (but, it must be empha 
sised, as Standing does, only the extreme of 
the same phenomenon of using the ‘latent 
reserves) is the Bantustan (homelands) 
policy of South Africa, where the black 
workers families are maintained and from 
where only as much labour is allowed out 
as is needed by capital It is the combina 
tion of the forcing down of living standards 
along with the ethnic discrimination/opprcs 
sion to justify it (“they are jungle people 
after ill used to living on just roots and 
grasses') that makes the ethnic oppression 
in Jharkhand so intense, easily lending itself 
to theorising of the "internal colony type 
The impuialist countries too have had 
and still have considerably differentiated 
working classes The growth ot monopoly 
led to the establishment of what Lngcls 
termed a privileged minority later called 
a labour ansiociacv bv lam in Asagainsi 
this there were the lowest mass the real 
majority of poorlv paid workers, many of 
who like the Russian textile workers in 
Lenin s tune, had not \ct definitely severed 
their connection with their peasant kinsmen 
in the villages (Lenin, Vol 23, 242) Over 
time the imperialist countries have used third 
world immigrants as a cheap addition to the 
labour toicc to do all the lowest jobs, and 
kept in place by various forms of racism 
Yei there nevertheless exist important dif 
fcrcnecs between the structure of the work 
ing class in the imperialist and in the third 
world countries The pic capitalist sub 
sistence production that helps maintain 
cheap labour is, tor the imperialist countries, 
outside their own national boundaries It is 
in the third world While tor India this pre 
capitalist production is contained within the 
national boundary These two kinds of situa¬ 
tions can bt equaled only at the cost of 
heroically obliterating national boundaries— 
which is what Trotskyism does in negating 
the question of imperialism and speaking 
only ot ‘ world capital" 

At the social level, there is a similar dif 
ference between racism as practised in the 
imperialist countries and India s caste ethnic 
discrimination Vrom the national stand 
point (rather from the national chauvinist 
standpoint) racist discrimination is, in a 
sense, directed at “others”, immigrants from 
another nation, from an oppressed nation 
Caste-ethnic discrimination in India, on the 
other hand, is not directed at “others" but 
at a section of our own people 
Again, the labour aristocracy in India 


exists essentially in the TNC-comprador 
enterprises The share of the surplus that is 
given to this labour aristocracy is not just 
a share of profits but a share of the plunder 
of our country, and any desertion of this 
labour aristocracy to the bourgeoisie means 
its desertion from the patriotic ranks to join 
the ranks of the agents of imperialism 

IMPLIC AIIONS FOR THE RFVOIUTIONARY 
Traih Union Movement 

The base ol reformist tiade unionism is 
the lop section of the working class, the 
labour aristocracy Reformist trade unionism 
is essentially an alliance between imperialist 
comprador bourgeoisie and the trade union 
bureaucracy in return lor a rate ot wages 
in excess of ihc value ot labour power, the 
trade union movement is kept confined 
within the wage svsiem in semi-colonial, 
semi feudal India 1 his excess over the value 
of labour power comes from the imperialist 
plunder ol the country What reformist trade 
unionism means politically is desertion to 
tlic imperialist comprador bourgeoisie— 
desertion that has taken place in the post- 
colonial decades 

Iht upper section of the working class 
gels regular wage increases and has security 
of employment Should we support the wage 
demands of this section 7 Any substraction 
from the wages ot these workers is not going 
to result in an increase in wages paid to other 
lowtr paid sections of the workers Reduc¬ 
ing their wages will only add to the profits 
of the imperialist comprador bourgeoisie 

Though we do support the wage demands 
ot the upper section of the workers, yet in 
the sphere of economic demands it is the 
demands of the contract and casual labour 
that are important The advancement 
towards a wage that covers the cost of labour 
power, regulation of working hours ending 
of various forms of constraints and bon 
dage, and securitv of employment are the 
major issues for the lower sections of the 
working class 

The struggles ol the permanent worker 
now move in well established channels and 
arc certainlv infected by ‘bourgeois respect 
ability Once in three or four years there is 
a substantial wage increase for these workers 
But for the casual and contract workers and 
those in small industry there are no esta 
Wished wage increases These workers have 
little ability to if feci production, nor do they 
have the stamina to conduct sustained strug 
gle, like the one and a half year’s strike of 
ihc Bombay textile workers Struggles of 
casual and contract workers quickly cross 
over into violence 

The trade union movement must not be 
regarded as a struggle in the interests of a 
small minority the upper section This is the 
kind ol trade union movement the class col 
laboratiomsts try to foster In their charters 
they do include demands tor regularisation 
of contract and casual labour But that is 
merely as a ritual, not meant to be taken 


seriously The trade-union movement must, 
however, stress the interests of the majority 
of the exploited 

Along with this, it is also noticed that the 
educated and trained section of the working 
class has provided a major part of the 
revolutionary cadres ot working class origin 
It was from these sections that the call to 
go out and organise the peasantry got most 
response in the 1967-71 revolutionary period 
These cadres have played an important role 
tn organising unions, including those of con¬ 
tract and casual workers Sections of perma¬ 
nent workers who have otherwise been quite 
apathetic in economic struggles, have shown 
unsuspected energy in some political strug¬ 
gles To take two examples of otherwise 
apathetic workers participating fully in 
political action there is the HEC (Ranchi) 
strike during the anti-fascist movement in 
1974-73 and the Bokaro 1978 strike m pro¬ 
test against the firing on contract workers 

The above points to the important role of 
the well-paid, educated, skilled workers in 
the political struggle There is no reason to 
write off the elite workers from the revolu¬ 
tionary movements It must be remembered 
that such an elite of workers (a labour 
aristocracy) existed in western Europe and 
in Russia too While in west Europe these 
workers became the base of reformism and 
class collaboration during the period of the 
Second International, in Russia the same 
educated and well paid section of the 
workers (the metal workers) were the base 
of the revolutionary movement That, 
however, and this is important, was on the 
ground of acting as “the vanguard of the 
majority of the exploited” (Lenin), and not 
just for their own, narrow demands 

In taking up the demands of the most 
exploited section of the workers it is easy to 
be lulled by the reformist illusion that such 
endeavour is by itself revolutionary That can 
be by itself just as much an economism This 
economic struggle must be linked with a cen¬ 
tral, political point—that even in order to 
cam a wage covering the cost of production 
and reproduction of labour power, it is 
necessary to put an end to the feudal and 
other pre capitalist survivals and to break 
the imperialist stranglehold This must be 
the central point of political agitation in the 
working class Of course, that is not yet the 
struggle for socialism, but for a new 
democracy, which will assure the best con¬ 
ditions for the advance to socialism 

The working class is divided in a hierarchy 
of labour powers and this hierarchy is related 
to caste, ethnicity and gender The revolu¬ 
tionary trade union movement must then 
take up the question of inequalities within 
the working class 4 

These inequalities, however, are not all of 
the same order The caste-ethnic-rehgious 
discrimination relates to the workers’ posi¬ 
tions in the pre-capitalist society, which 
position determines the section of the work¬ 
ing class that they will enter It is the ques 
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bon of the imjferfalfst-capittllst u*e of pit- 
capitalist social relations In (he matter of 
gender it is that of a division of labour that 
runs through all of call society and, perhaps, 
predates class society too While in the strug¬ 
gle against caste-ethnic discrimination the 
decisive phase is that of the new democratic 
revolution itself, in the struggle against 
gender discrimination the decisive phase will 
be with the abolition of private property 
The invisibility of housework will remain so 
long as commodity production rules When 
society calculates not m terms of com 
modites (values) but directly m labour time 
(as was begun in the Chinese Communes) 
then only housework tan be revealed for 
what it is, a part of the labour of society 
The social form of labour is what is impor 
tant, and this social form must change if the 
gender based division of labour is to be 
abolished 1 

The special problems of dalits, tribals, 
backward castes and minorities and women 
must from tlv beginning form part of the 
revolutionary trade union movement’s con 
cerns These are not issues to be taken up 
'later on' If, in the name of unity of the 
working class, matters of inequality within 
the working class are not taken up, it will 
then ensure that the most depressed sections 
of the working class do f, ot play an adequate 
role in the movement and will also sow the 
seeds for sectarian struggles 
The struggle against these inequalities in¬ 
volves many questions, c g, the struggle for 
reservations, tor the Jharkhand state as an 
identity which will enable the Jharkhandi 
workers to fight for a betterment of their 
status which is now chiefly one of coolie 
labour, in opposition to discrimination 
against women etc In each of these ques¬ 
tions there are two aspects to the question 
One is to remove the special disadvantages 
faced by the depressed sections through, say 
reservation The other is to oppose the 
privileges that some (chiefly, upper caste 
hindu, male workers) get in the labour 
market The movement lor reservation to an 
‘employee’s son’ is an attempt to formalise 
such privileges (and extend it to others who 
have also got into the permanent workforce) 
While virtually every other union supports 
this demand, vse must firmly oppose it 
Not all of these inequalities are ot the 
same ordtr, nor can they all be tackled in 
the same way But it is necessary to take them 
up now if we are to build proletarian class 
solidarity Some may hold that to take up 
these sectional issues would divide the work¬ 
ing class But in fact the opposite is true 
working class solidarity cannot develop 
when these sectional issues of the most 
oppressed are ignored The neglect of the 
specific issues of the more oppressed and 
downtrodden workers, including women, the 
feeling of “superiority” present in one 
section of the workers, which carries as a 
necessary corrolary an offensive, insulting 
or, at best, condescending attitude towards 
the more downtrodden, oppressed section— 
these are very real barriers to the proletarian 
class solidarity of the workers As Lenin 


sive situation' “ nothing holds up the 
development and strengthening of pro¬ 
letarian class solidarity so much as national 
injustice, ‘offended’ nationals an not sen 
sitive to anything as much as to the feeling 
of equality and the violation of this equah 
ty if only through negligence or jest—to the 
violation of that equality by their proletarian 
comrades” (Lenin Vol 36, 608) Such viola 
tions of proletarian equably by comrades 
themselves towards women, dalits, adtvasis 
and minorities are very real barriers to 
building class solidarity And without that 
class solidarity can the working class become 
a class-for-itsdf, conscious and able to deter¬ 
mine its future? 

All over the world, m the struggle against 
feudalism and semi-feudalism, the notion of 
equality has been an important rallying 
point In India the struggle tor reservation 
in various categories of jobs began as a res¬ 
ponse to the extreme disadvantages faced by 
persons from the untouchable casus and the 
tribes It has since then spread to the middle, 
backward castes and backward/discnminated 
communities like the muslims and today the 
struggle is for a reservation in various cate 
gones of jobs and professions on the basis 
of the caste, community’s proportion m the 
population This is the manner in which the 
struggle for equality, bourgeois equality is 
U>day being fought against the entrenched 
privilege of the feudal, caste order of society 
such a notion of equality has nothing to do 
with socialism and it is rightly criticised as 
such, when u parades itself as socialism But 
that criticism from the point ot view of 
socialism should not blind us to the impor¬ 
tance of this slogan of equality from the 
point of view of the democratic revolution 
against the caste order of privilege 

Today many sections of the upper castes 
are being rapidly separated from ownership 
ot the means of production In this situa¬ 
tion, as Harnss rightly argues, that ‘ these 
(caste) identities constitute one of the few 
‘resources' that many people possess!’ pro¬ 
vides a firm basis for the persistence of caste 
identities Certainly, in order that the work¬ 
ing class emerge as a class-for-itself, it will 
be necessary to end these caste identities 

Will not the reservation of jobs, etc, on 
a caste/community basis perpetuate caste 
identities, rather than end them 7 Pretending 
that caste does not exist and that bourgeois 
equality has already been enshrined in our 
society will not make caste go away But 
openly confronting caste privilege with the 
bourgeois notion of equality will take this 
struggle forward If that sounds paradoxical 
it is only because history does in fact move 
forward m such paradoxes, eliminating old 
paradoxes only in order to set up new ones 

This struggle for equality, it should be 
noted, is not a struggle to change the rank 
ordering of a caste, the method of social 
change M N Snntvas named "sanskriusa- 
tion” Such sanskntisatioti while to an extent 
upsetting the old feudal order, however, 
preserves caste as an identity It was the caste 
as a whole that moved up the social order 
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ferences through this process did contribute 
to a lessening of caste isolation. At the same 
time; when this process took place ui the 
context of commodity-money relations this 
very social mobility only sharpened the 
forces of differentiation within these 
castes—a process that is well advanced in, 
for example, the former TVivem Sangh 
(Kurmi, Koen and Jadav) castes of Bihar 
Such processes of differentiation would only 
be accentuated by mobility But that is, as it 
were, a product of the process of commodity- 
capital relations to which sanskntisation is 
subject, rather than the result of sanskntisa* 
non itself 

The struggle for equality in the form of 
reservation is in its fullest possible bourgeois 
ttpressio i, the struggle for the entry of the 
oppressed castcs/commumues into all the 
classes of modern, bourgeois society Of 
course, such an entry into all the modern 
classes is not even remotely possible and the 
oppressed tastes do not dare dream of it 
They have much more modest ambitions of 
entry into the various sections of the work 
ing class and the various trades and profes¬ 
sions But if in fact entry into the bourgeoisie 
were at all possible that would be aH to the 
good For that would truly dissolve any iden 
tity of interest binding these castes together 
and bring naked class interest and dass con¬ 
flict to the force Nevertheless, to whatever 
extent reservation is successful it promotes 
the dissolution of these castes, it breaks the 
segregation of castes by old or new occupa¬ 
tions and strengthens the process of differen¬ 
tiation within these castes By promoting the 
entry of various castes into different classes, 
it reduces the social distance that now exists 
between these castes 5 —a distance that exists 
even within the working class, though con¬ 
siderably modified and reduced 6 

The struggle for bourgeois equality in ihe 
form of reservation, is then an integral part 
of the struggle to end caste based, semi¬ 
feudalism The working class itself must 
engage in this struggle, even in order to 
realise itself as a class Along with this, the 
struggle to end semi-feudalism in agrarian 
relations and to break the stranglehold of 
imperialism over the Indian economy are 
necessary to take the necessary first step in 
bringing about that revolution which has for 
so long been overdue in India How success¬ 
fully the working class » able to conduct and 
lead the struggle for the fullest possible 
democracy New democracy as Mao Zedong 
termed it, will influence the pace at which 
the working clam is then able to advance to 
socialism The elimination of the present 
contradictions between town and countryside, 
between mental and manual labour and bet¬ 
ween the genders will all be key factors tn 
this advance towards sqaaitsm But first it is 
necessary (B rid Indian society of the ac¬ 
cumulated rubbish of history that the ruling 
alliance of imperialist comprador-bureaucrat 
capitalism and feudalism still retains as an 
integral part of the present and of the 
developing economic and social relations 
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1 Discussibns on the norms with which to com- 
pare wages have usually compared it with per 
capita national income This is an enurely 
invalid comparison since there would be a 
number of dependents per earner The Centre 
for Monitoring the Indian Economy in its 
1984 statistics compared wages with the 
average consumption of a standardised 
family of three units This is a better 
comparison as it takes into account the 
number of dependents per wage earner 
Farther, the average consumption available 
to a family may well provide an index of the 
standard of living that has historically been 
made possible But analytically even that 
would not be a proper norm The average 
consumption standard includes within itself 
the sub-human existence of large masses of 
the population What is needed is not such 
an average but a propei measure of what 
constitutes the value of the commodity, 
labour power 

2 Nirmal Scnguptas study of contract workers 
m Rourkela (1984) found a high proportion 
of family based migration This is perhaps 
due to the preponderance of tribal house 
holds m the sample In tribal households 
there is a tendency for family based migra 
tion with all who are capable going out to 
earn a wage Other workers even from dalit, 
agricultural labourer backgrounds tend to 
leave the women back m the village home for 
longer periods Holmstrom mentions that the 
south has a tradition of family based migra 
lion Why this is so needs to be gone into 

3 The same point has been made by Ranadive 
(1982) in a somewhat different way ' More 
importantly, to the extent that the workers 
have no control in the decision-making in 
regard to the sphere of production m which 
surplus originates workers may receive a 
share in the surplus but can never be a con 
stituem of the surplus extracting class The 
price categories of the neo-classical structure 
of analysis, which does not recognise the 
class monopoly in the onwership of resour 
ces, cannot be used lo classify the organised 
working class as price maker ” 

4 Nirmal Sengupta (1983) stresses the necessity 
of admitting the fact of discrimination and 
of working to uphold the demands of the 
depressed workers 

J This poini was suggested by B N Sharma 
secretary, Bihar state committee of CPI(ML) 

6 Anyone familiar with the working class will 
know the great difficulty there is in gening 
permanent workers to join a demonstration 
of, say contract labourers Do not caste/ 
ethnic differences between these two sections 
of the working class only increase the social 
distance that exists between these two 
sections of the working class 9 
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Indian Workers in Multinational 
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mpanies 


G K Lieten 


Where do workers in multinational corporations in India stand ideologically 7 According to one point of view 
these workers are typical examples of what Lenin termed the labour aristocracy, a segment of the working class 
which, by virtue of its position in the economically more developed and politically most crucial sector of the 
world economy, is able to command higher wages This in turn divides the working class, with one sector finding 
itself increasingly incorporated into a socio-mental system based on the rationality and ethics of MNCs and growing 
more and more remote from other groups in their own country 

This article is based on a study designed to evaluate the relevance of this thesis in the context of the employees 
of Dutch MNCs in India The study finds that the above thesis about workers in multinationals has to be rejected 
The co-operation of a section of the workforce is, however, more probable in high-tech companies with a limited 
number of workers and super profits 


THE industrial working class in India is 
numerically relatively small Proportionally, 
the position of the factory workers within 
society has not really changed drastically 
since the days when Jawaharlal Nehru wrote 
m connection with the founding congress of 
the All-India Trade Union Congress in 1920- 
“They were a bucketful in a sea of peasants 
and workers on the land” 1 
Although it cannot be maintained that 
they are “not sufficient to make any dif¬ 
ference to the Indian political scene”, the 
specific contribution has remained the sub¬ 
ject of sharp differences The position of the 
left that the working class is a revolutionary 
factor, even the leading revolutionary factor 
in the movement for a restructuring of 
society, has lately been countered with 
theories about the joint share of monopoly 
power by the urban proletariat with the 
entrepreneurs in the exploitation of the 
peasantry and the unorganised sector 2 
The latter argument, among others, 
focuses on the high salaries which workers 
in the most advanced industrial sectors 
collect and which make them into typical ex¬ 
amples of what Lenin termed the labour 
aristocracy, a segment of the working class 
which, by virtue of its position in the 
economically more developed and politically 
most crucial sector of the (world) economy, 
is able to secure higher wages The workers 
in these sectors, according to the interpreta¬ 
tion which V M Dandekar has given to one 
concept of the Leninist theory, "are either 
deliberately closing their eyes to the fact or 
do not seem to care that bilateral bargaining 
amounts to joining hands with the bour 
geoisie for splitting the gains of exploitation 
of the less developed sectors” 3 
High wages, when paid by a foreign com¬ 
pany, have the added disadvantage that they 
divide the working class into two sectors one 
sector which looks towards MNC sub¬ 
sidiaries and one which looks towards local 
Arms, as one study commissioned by the 
Unesco notices “The groups and individuals 
who are incorporated into new formal or 
informal structures connected directly or 
indirectly with TNC operations find them¬ 
selves adopting new ways of integrating into 
society, at the same time that other indi¬ 
viduals and groups are unable to adapt to 
this evolution As a result, if one accepts this 


scheme, individuals belonging to certain 
social groups in the developing countries, 
would find themselves increasingly in 
corporated into a socio-mental system based 
on the rationality and ethics of MNCs, and 
hence more and more remote from other 
groups m their own country 4 

The relevance of this position, we shall 
discuss on the basis of a random sample of 
the employees of all the companies from one 
particular country (the Netherlands) in one 
third world country The choice for the com¬ 
panies derives from an extraneous factor 
Dutch MNCs in India were the object of a 
study conducted by a team of scholars from 
both countries during 1982-83 Objective 
and subjective labour conditions formed a 
minor research chapter in that project The 
companies which have been dealt with 
include some of the major foreign investors 
in India (Unilever, Philips, Shell and Akzo, 
locally known as Hindustan Lever-Lipton, 
Peico-Elmi-Hind Lamps-Webel. Nocil Wavm 
and Centry Enka-Organon), as well as a 
number of smaller companies 

The layout of the article is as follows 
After an introduction on the way in which 
the sample was identified and the general 
characteristics of the population, a number 
ot questions will be dealt with The degree 
of satisfaction with the working conditions 
will be related to the income, the skills, the 
price of labour power and the value of 
labour power The article looks at how the 
workers relate to the organised labour move 
ment and to the conception of a working 
class Connected to this question will be the 
persistence of religion-based entities as 
compartments dividing the horizontal class 
We shall conclude by duscussing some 
general variables, such as the perception of 
the character of the state, of the inter¬ 
national system and of the labour division 
between men and women, which may help 
to throw some light on where this segment 
of the modern Indian working class stand 
ideologically 

Our hypothesis is that a segment of the 
workers employed by multinational corpora 
tions may have been co-opted m the cor¬ 
porate strategy, particularly in those cases 
where the salaries are high, but that in 
general the workers will see themselves as an 
integrative part of the working class The 


variables mentioned in the preceding para¬ 
graph will be used as approximations to get 
an idea of the perceptions which, in an ideal 
type would correspond with a working class 
consciousness antagonism with the manage¬ 
ment, alienation from the government as an 
institution defending the interests of other 
classes, affinity with the workers in the rest 
of the country, aloofness of casteism, sym 
pathy if not direct support for working class 
parties, support for the integration of 
women m social life, etc 

Sample Identification 

Most ot the firms who are, directly or 
indirectly, linked to Dutch MNCs, have been 
covered They are spread over 32 locations 
all over the country Among the few factories 
not visited are the Hindustan Lever (HL) 
plants at Ghanabad, kandia and Ihloja, the 
Stormac and Stovec units in Gujarat, 1 lpton 
m Madras and Calcutta and Vicon in 
Bangalore 

In terms of employment, Peico and HL 
account for amost of the workcis in Dutch 
related companies With around 9,000 each, 
they by far outstrip all other companies The 
sample proportions tor Peico (197 respon¬ 
dents) HL (196 respondents) and other 
firms (105 respondents) are a fair reflection 
of the overall employment in the companies 
In each of the three categories, the sample 
constituted slightly more than two per cent 
of the workpeople 

The presence of two bulk employers is not 
apparent in the breakup of the sample over 
the different plant sizes Hardly one quarter 
relates to plants employing more than 2,000 
workers Forty-five per cent of the workers 
were found m units with an employment of 
less than 1,000 The production process is 
indeed highly scattered over different plants 
and warehouses, either on account of 
historical reasons or on account of loca¬ 
tional advantages In the case of Philips for 
example; employment is spread over seven 
units m Calcutta, six units m Bombay, two 
units near Pune and one unit each in New 
Delhi, Madras and Shikokabad In terms of 
regional origins, the sample contains a fairly 
high percentage of Maharashtrian workers 
(29 per cent) and Bengalee workers (24 per 
cent) and less workers from Uttar Pradesh 
(13 per cent), Thnul Nadu (10 per cent), Bihar 
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(8 per cent) and Kerala (3 per cent) The im¬ 
balance is even more outspoken when we 
look at the spread in terms of geographical 
location, which is very much thwarted in 
favour of Maharashtra and West Bengal 

Both these states have traditionally 
received a high m-migration from other 
areas In West Bengal for example, whereas 
only around fifty per cent of the industrial 
workers are of local origin, 47 per cent of 
the industrial workforce hail from the states 
of Uttar Pradesh and Bihar 3 The popula¬ 
tion which we studied had a dear bimodal 
structure in terms of residence 79 per cent 
worked and lived in and around Borabay- 
Pune and Calcutta The general spread of 
industrial workers over the country is less 
uneven than our sample with Maharashtra 
and West Bengal accounting for only 16 per 
cent and 13 per cent respectively Whereas 
Ihrqil Nadu and Uttar Pradesh, both with 
around 9 per cent of the Indian labour force 
are scarcely present m our sample, other 
states like Gujarat (9 per cent), Andhra 
(7 per cent) and Karnataka, Bihar and 
Madhya Pradesh (around 6 per cent) are 
altogether absent 6 

The sample will therefore be less represen 
tative for the organised working class in 
general than for the two leading industrial 
states, particularly for those segments 
working in modern industries 

Sampling was done in various ways In 
view of the possible differences in outlook 
between the different categories of em¬ 
ployees, the optimal procedure would have 
been to select the names from the factory 
record so as to include a certain proportion 
of each cateogy of employees, l e, casual or 
confirmed, skilled and unskilled, male and 
female, clerical and manual, etc Requests 
to the corporations for their co-operation 
were done at the level of the lop manage¬ 
ment With the exception of some of the 
smaller companies, we met with a negative 
response. The common answer by most of 
the managing directors and their assistants 
was that the workers are ignorant about 
many aspects and, therefore, would not be 
in a position to answer our questions Our 
rejoinder that the aim was precisely to solicit 
reaction reflecting the state of consciousness 
of the workers, was blocked by the argument 
thaf once a precedent would be created, 
more and more investigators would enter the 
factory and that the workers would get 
confused 

Philips-Peico excelled in its performance 
At first, it evaded all contacts and left letters 
unanswered After they had been ‘contacted’ 
in thetr head office at Bombay, which is 
easier said than done; they first attempted 
to scotch the issue by giving a written state 
ment declaring that the company had a 
majority Indian shareholding and therefore 
did notfall under the purview of the study 
Fdco’s letter, incidentally, was written on the 
letterhead of Philips, inclusive of the logo 
of Philips After we clarified m our reply 


that we should like to look at Dutch com¬ 
panies as well as Indo-Dutch companies, we 
politely repeated our request for the com¬ 
pany’s co-operation This time, the answer 
was prompt and clear Signed by the then 
technical director, S Venkataraman, it stated 
that there had been some labour unrest and 
that in view of the backlog “we fed that any 
exerase involving our workers with question¬ 
naires, etc, though well-intended would not 
be timely and in view of our several com¬ 
mitments which are yet to be fulfilled, we 
feet that we are genuinely not in position to 
participate m the exercise that you are 
undertaking” 

The special assistant of Hindustan Lever’s 
chairman and the Delhi regional director 
paid a personal visit to the project office, 
and although the company at that time did 
not have any industrial unrest, the arguments 
for skipping the corporation were used in the 
same vein They considered a discussion with 
the personnel manager as sufficient for our 
purpose. The managing director of Duphar 
Interfran, which has later gone over into the 
hands of Solvay, a Belgian company and was 
dropped from the survey, thought the 
workers “still psychologically disturbed” as 
a consequence of a drawn-out strike led by 
Datta Samant 

In the case of some of the smaller com¬ 
panies (Wavin, Kinetics "technology and Das 
Reprographics), the management was more 
co-operative, and allowed us to interview the 
workers within the factory premises In this 
case the selection was done either by the 
recognised union or by the personnel direc¬ 
tor who made it a point to be present while 
some of the interviews were being con 
ducted The Kinetics director called his pro¬ 
duction manager Darshan Singh and told 
him to have the interviews conducted in his 
office and in his presence, and repeated 
“You call some workers to your office You 
should be there You have it done in your 
presence” Some of the persons were later 
cross-checked outside the factory gate 
together with workers who had not yet been 
interviewed in a guided manner 

This would establish itself as an appro¬ 
priate procedure It would mean waiting out¬ 
side the factory gates, catching hold of one 
or more workers, and fix the interview to be 
held on the spot or at some time later This 
method of operation was usually the rule in 
the smaller factories In the bigger plants, 
the trade union leadership generally main 
tamed an independent position from the 
management and saw to it that we were able 
to conduct most of the interviews among a 
stratified sample of the employees Depen¬ 
ding on the situation, the interviews were 
conducted in the union office, at a nearby 
tea stall or at the workers' homes 

Randomising on the basis of union 
records does not necessarily lead to a 
misrepresentation on the non-umonised 
workers This danger could have been very 
real, but does not apply m a situation in 


which virtually all the workers are members 
of one of the unions Interviews conducted 
at the factory gates have confirmed the high 
degree of unionisation In our total sample, 
96 per cent of the workers declared to be a 
member of the union This figure is only 
marginally higher than the degree of orga¬ 
nisation as claimed by the union leadership 
The degree of unionisation is definitely 
much higher than the degree attained in the 
manufacturing industry m general, both in 
India and in the developed capitalist 
countries 7 

In view of the different ways in which we 
constructed our sample (union records, con¬ 
tacts of the oppositional union, requests at 
factory gates, entry through the manage¬ 
ment, etc), we consider it to be fairly balan¬ 
ced, except for one aspect. The help extended 
by the unions appears to have led to a high 
frequency of activists in the sample. Execu¬ 
tive members and office bearers account for 
19 per cent of the respondents The findings 
shall have to be analysed with this caveat in 
mind VJe do not take the position, however, 
that there is necessarily a rift between leaders 
and followers, between the trade union from 
above and from below From a number of 
correlation exercises we have been able to 
confirm this 

Generally, we had the impression that the 
union leaders were not sectarian in their 
choice of respondents, and provided us with 
a good average of the various sections of 
workers on the factory floor Some of them 
even went out of their way to find some non- 
umomsed workers We, however, realised that 
a certain bias had to creep in, particularly 
in conditions where the atmosphere was 
highly politicised or when the union leaders 
were in close touch with the management 
I\vo cases from Calcutta will illustrate this 

Hindustan Lever Garden Reach factory in 
the early 1970s had a dominant CITU 
presence, but the recognition went to Samir 
Roy of the INTUC After the lifting of 
emergency and the probability of the CITU 
establishing its official position, the com¬ 
pany requested some workers to start a new, 
internal union which it recognised The elec¬ 
tions to the union, in 1979 were won by the 
organisers, Chaman Singh and Balbir Singh, 
two graduates who in the sixties had worked 
at the HL factory at Ghaziabad and who 
earlier were supporters of the Congress 
leadership The CITU repeated'y has 
requested the labour directorate for a 
verification of the membership support on 
the spot, but the management of HL refuses 
to co-operate on the ground that first the 
CITU should be condemned for its acts of 
violence The president of the newly formed 
Hindustan Lever Shramik Karmachari 
Sangh, is proud of his close relationship with 
the management which, he says, has allowed 
him to give many advantages to the workers 
Jayanto Das Gupta, an important CITU 
leader who earlier worked in the plant, 
suspects that the recruitment procedure, and 
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the corruption involved, may be an unpoi 
tarn aspect for the new leaders to continue 
their co-operation with the management 

Our first explanatory round with the 
union leadership was pleasant, but when we 
later started the investigations, they became 
suspicions. Probably some workers had gone 
back to report that we were asking for more 
details than the interview form revealed * 
Assistant secretary Balbir first interrogated 
us, and afterwards cancelled the remaining 
interviews within the factory premises and 
made sure we could not meet anybody at the 
factory gate, except of course for the con¬ 
tract labourers (one-fourth of the 2,300 
workers) who generally were members of a 
CITU affiliated union Fortunately, by that 
time most of the interview schedule had been 
fulfilled 

At the Philips Convent Road unit in 
Entaly, Calcutta, which has a workforce of 
around 1,100, we first conducted a number 
of interviews through the intermediary of the 
CITU-affiliated Philips Workers’ Union, till 
we were intercepted by six activists of the 
recognised INTUC union We were told to 
first ask the permission of their union 
secretary, which we did He took us straight 
10 the plant management, who instructed us 


not to approach the workers until the green 
signal was received from the head office in 
Bombay Since, especially in a city like 
Calcutta, workers are scattered all over the 
city, locating the workers in their living 
quarters is a time-consuming and uncertain 
process, the lack of co-operation by certain 
unions, has resulted in a somewhat biased 
subsample 

Three characteristics of the sample are 
worth mentioning before we go over to the 
analysis of some of the findings, namety the 
male-female ratio, the skill differentials and 
the age structure. 

The sample proportion turns out to be 
predominantly male-dominated, with only 
six per cent women This is likely to be an 
under-representation of their real presence, 
both in proportion to the factory workers 
and the office staff Women in India con¬ 
stitute 12 3 per cent of the industrial 
workforce Our estimates (on the basis of 
union evidence) in respect of the sample 
MNCs hover around the same frequency 
Some score dramatically less. The Hindustan 
Lever plant at Garden Reach In Calcutta is 
reported to have one female receptionist on 
a total workforce of 2,300, and ELM I, 
likewise In Garden Reach, employed 19 


women on a total of 1,500 workers 

Julie Kennedy, a CITU activist who joined 
Hindustan Lever at Sewrce (Bombay) in 
1946, sees a big difference with the days 
whpn Lever Brothers, not hampered by 
legislation according special benefits to 
women, employed 600 unmarried women, 
mainly in the wrapping section Tbday, with 
wrapping done mechanically, only 130 
women remain 

Philips does employ considerably more 
women But R R Mishra, the president of 
the Philips Workers Union at Kalwa (Bom¬ 
bay) explains that the employment is done 
selectively “In our plant, we have 29 
women, t e, below the legal maximum of 
fifty below which the company does not 
have to provide extra facilities such as child 
care centres, etc” The head office at 
Bombay, the factories at Pimpri and Lorn 
near Pune and the Convent Road unit at 
Calcutta have around one-fourth women in 
their workforce. In some departments, e g, 
radios at Pimpn, condensators at Lorn and 
audio at Calcutta, female workers even form 
the majority Both the absolute number of 
observations (n=30) and their proportion 
are too small to construe a representative 
population proportion Generally we shall 
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therefore refrain from making explicit 
statements on the factor female labour* 
Unskilled and semi-skilled workers consti¬ 
tute slightly less than fifty per cent of our 
sample. The rest consists of skilled workers 
(31 per cent), office staff (16 per cent) and 
others, including a few foremen, engineers 
and assistant departmental managers This 
may be considered as a fair representation 
of the workforce. The number of non¬ 
permanent workers (badh workers, appren¬ 
tices and casual labour) represent only three 
per cent of the sample 
The real figure is likely to be higher, but 
since our aim was to attempt to throw some 
light on the attitude and consciousness of 
the industrial workers with a structural 
association with foreign companies, perma¬ 
nent workers and not the casual workers 
should logically be the target group of our 
research The category of contract labour 
(6 per cent of our population), however, 
should be included since many of them have 
been working for a substantial period in or 
around the factory through the intermediary 
of a contractor, and in one or two cases (HL. 
Contract Labour Union at Garden Reach 
and at Sewree) have even formed a union, 
way back in 1977 and 1978 respectively 
The age structure of the population in the 
sample at first appears somewhat surpns 
mg, since the mean age is approximately 33 
years Only nine per cent are less than 25 
years old The age structure is reflected in 


and explained by the average duration of 
employment As many as 65 per cent of the 
workers turn out to have more than 10 years 
of experience in the factory concerned This 
state of affairs appears to be the outcome 
of the combination of two factors on the 
one hand the stability of the labour force, 
likely'as a consequence of advantageous 
terms of employment, and on the other hand 
slack employment generation Ibtal employ¬ 
ment in Peico for example has risen from 
6,929 in 1970 71 to 8,975 in 1985 The age 
structure in our sample firm is not likely to 
be very different in the corporate private 
sector in general which has witnessed only 
a very slow growth in employment (11 per 
cent between 1971 and 1982), and after 1982 
has even declined in absolute numbers (from 
4 7 million to 4 4 million in 1975) 10 

Enumeration and Satisfaction 

Most of our workers were not happy with 
their conditions Their income was generally 
not really on the low side, to put it mildly, 
if compared with the rest of the labouring 
classes The income levels refer to the situa¬ 
tion in early 1982 In terms of the actual 
price levels in early 1987, the income should 
be inflated with 30 per cent (difference in 
cost of living index for industrial workers) 
Only 2 per '•ent of the sample earned 
less than Rs 300 per month Thirty-six per 
cent had incomes of between Rs 600 and 
Rs 900 One fifth had a take home pay of 

Table 1 Parik in arc oe Plants in Sample 


Rs 1,200-Rs 2,000, and one-tenth had even 
more 

Only the latter categories, mainly the 
office staff, were reasonably satisfied at the 
personal level, as table 2 shows In this 
category, the incomes in administrative posi¬ 
tions in the head offices and central depart¬ 
ments (e g, the Bandbox, Nisbet Road, 
Roman House and Lotus Court departments 
of Philips at Bombay, altogether with 
around 330 employees), in quite a number 
of cases exceeded Rs 3,000 The highest paid 
respondents had an income of Rs 3,900 and 
Rs 3,700 respectively and remained strong 
supporters of the trade umon, although with 
an opposite assessment of the role of 
multinational corporations, on which more 
later Respondent A is personally satisfied 
but remains unhappy with what he calls the 
victimisation and discriminatory attitude of 
his employer, Philips For respondent B, a 
joint secretary of a local level unit in the 
same company, the balance tilts towards 
dissatisfaction, not so much because of cases 
of nepotism and victimisation which he sees 
around him, but because of the social pro¬ 
blems of poverty, unemployment, etc 
Ihe fact that one-quarter of relatively 
well-paid workers and office staff expressed 
dissatisfaction is probably as surprising as 
the fact that one quarter of the lower income 
group (Rs 300-600) declared that they were 
happy with working conditions and salaries 
The lowest and the medium income groups 


Plant 

(Co ) Owner 

City/State 

Employment 

Total 

in 1982 

Women 

Sample 

Union 

Hind Lamps 

Philips 

Shtkokabad UP 

1500 


20 

Imuc/Citu 

HL Dairy 

Unilever 

Etah, UP 

220 

0 

II 

Indep 

Kinetics Technology 

Kinetics 

New Delhi 

150 

5 

3 

Indep 

Wavm 

Shell 

Shahidabad Delhi 

180 

0 

14 

Indep 

Wavin 

Shell 

Ambattur Madras 

270 

9 

20 

lmuc/Citu 

Maschmeyer 

Maschmeyer 

Madras 

96 

8 

5 

Cttu 

Peico Rtgional Office 

Philips 

Madras 

140 

20 

9 

MNC Federal 

HI Cattle Feed 

Unilever 

Tiruchi 

170 


10 

Indep/Citu 

HL Garden Reach 

Unilever 

Calcutta 

2300 

1 

80 

Imuc/Citu 

HL Shyam Nagar 

Unilever 

Calcutta 

350 


9 

Intuc 

Organon 

Ak/o 

Calcutta 

430 

20 

14 

Citu 

Das Reprographics 

Oce 

Calcutta 

600 

5 

15 

Indep/Citu 

Peico Convent Road 

Philips 

Calcutta 

1100 

470 

36 

Indep/Citu 

Peico Canal West Road 

Philips 

Calcutta 

270 

25 

12 

Indep/Citu 

Peico Garden Reach 

Philips 

Calcutta 

800 

220 

10 

Indep/Citu 

Webel Canal West Road 

Philips 

Calcutta 

250 

20 

2 

Indep/Citu 

Elmi 

Philips 

Calcutta 

1500 

17 

16 

Cttu 

Peico HO 

Philips 

Bombay 

700 

125 

27 

MNC Federal 

Peico Kalwa 

Philips 

Bombay 

1150 

29 

75 

MNC Federal 

HL Sewree 

Unilever 

Bombay 

3600 

160 

78 

Samant 

HL HO 

Unilever 

Bombay 

300 

70 

8 

HMS 

Nocil Thane 

Shell 

Bombay 

860 


19 

Indep 

Nocit HO 

Shell 

Bombay 

135 


4 


Century Enka 

Akzo 

Pune 

550 

8 

11 

BMS 

Peico Lom-kalbhor 

Peico 

Pune 

2200 

450 

27 

MNC Federal 

Peico Pimprl 

Philips 

Pune 

1100 

400 

7 

MNC Federal 

Total 





498 



Notes 1 If two unions exist in one plant, the name of the recognised union has been given first 

2 lndep(endent) unions refer to unions which exist only in the plant concerned, and excludes unions which are linked with the unions 
which are linked up with other unions in the same company in MNC federations (t e. Philips Workers Maha Union) 
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appear to be adamant about the unsatisfac¬ 
tory treatment they receive from the multi¬ 
national employer The typical statement, for 
expressing dissatisfaction with the working 
and employment conditions was the follow 
tng “Market prices keep rising and we are 
unable to maintain our family” 

It is possible to argue with a theory of 
rising expectations and with reflections on 
the innate human nature that workers will 
never be satisfied Satisfaction, 1 e, the degree 
to which a worker thinks that he or she can 
live a way of life commensurate with his or 
her capacity, is dependent on a number of 
extraneous factors In addition to the cost 
of living, which shows wide variations 
between for example Bombay and Shikoka 
bad, the family position plays a determining 
role as Holmstrom has submitted In his 
study on Bangalore, 11 he tound a strong 
correlation between higher workers’ salaries 
and a one-cost winner stauts which implied 
that a higher income had to be spread over 
more people His conclusion, however, does 
not seem to apply to our population 
In a related but separate study of 172 
workers in tweleve plants of Dutch MNCs 
in India, Fons van der Velden found that in 
72 per cent of the cases there were other 
earners in the family and that in most cases 
the additional income was quite substan 
tial 12 We assume that his findings are by 
and large appphcabls to our sample as well 
and that the height of the earnings is not 
off-balanced by a far bigger family size than 
what prevails among the lower paid workers 
in, for example, the informal sector 
The dissatisfaction in the perception of 
the workers appears to be rtlated to 'he 
cognition of the value of the labour powei 
and not directly to the wage levels, although 
the latter, as »e shall see, does play a role 
In detailed studies on Wasin at Ghaziabad, 
Pcico at Kalwa and Duphar Interfran, and 
m a statistical compilation ot the accounts 
in the other Indo Dutch turns, van der 
Velden has documented the increasing 
workload and the decreasing percentage ot 
the value-added going to the worktorcc " 
Workers may or miv not be aware ot the 
marxist theory of surplus value in the sense 
that they understand that an unreasonably 
high share of the value ot their labour power 
accrues to the employer Most directly visi¬ 
ble for them, however, is that the two poles 


m the enterprise derive different benefits 
from the company P Gupta, a skilled worker 
at HL dairy plant at Etah who considers 
himself to be ‘a good brahmin' and a sup- 
proter of the BJP, uses quasi-commupist 
language in describing his employer “Their 
attitude is discriminatory while 75 per cent 
of the income goes to the managers, the rest 
is left to the workers In terms of facilities, 
the workers are also at a disadvantage 
Whereas managers have airconditioned 
houses and vehicles 24 hours per day at their 
disposal, workers are deprived of both” One 
union leader at the same plant, who at the 
time of the interview had been charge 
sheeted by the management, notices fear ot 
victimisation around him “HI is a multi¬ 
national company which makes enormous 
profits but which will go to any lengths to 
prevent the workers from securing their 
rightful dues In order to deny a paise to the 
workers, they will spend one lakh The 
majority of the members of our union com 
mittee are hesitant to confront the manage 
ment for fear of repercussions So they keep 
working and adding to the profits of the 
company” 

The price of the labour power is another 
factor which helps to explain the apparent 
contradiction between relative high wages 
and the low degree ot satisfaction with the 
pay scales The workers m multinational 
corporations indeed are not a bunch of 
employed picked up from rural and illiterate 
immigrants mu the cities Thty generally 
have many ye„rs of experience in other 
lactones and a high level ot education, and 
are offsprings from relatively better off 
families 

In six per cent of the cases who were 
mainly found in the highest income bracket, 
the workmen and women descended from 
professionals such as doctors and advocates 
Government services, ranging from army 
major superintendent and postmaster to 
ticket collectors and schoolmasters, formed 
the family background in 20 per cent of the 
cases, slightly less than workers from a 
peasant family background Although no 
specific information was obtained on the 
categories of peasantry, we assume that poor 
peasants are few among them A comparable 
category, agricultural labourers families, 
accounted for only 22 cases (4 per cent) 
By far the highest number ot the sample 
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Income (Rs) 

(I) 

Relative 

Frequency 

(2) 

Siushcd 

(7) 

Not 

Satisfied 

(4) 

Partially 

Satisfied 

(5) 

Frequency 
(3 + 4 + 5 = 100) 
(6) 

<300 

1 6 

0 0 

100 0 

00 

0 

300 600 

It 7 

20 7 

74 1 

5 1 

58 

600 900 

36 2 

139 

81 7 

4 5 

ISO 

900 1200 

21 7 

42 6 

47 2 

101 

108 

1200 2000 

19 5 

61 9 

34 0 

4 1 

97 

>2000 

9 1 

71 1 

24 4 

44 

45 

Tbtal 

100 00 

35 4 

59 0 

56 

496 
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(N = 146 or 29 per cent) were children of 
working class parents 

The family background tells us that this 
section of the modern industrial working 
class m India has not been drawn from the 
poorer sections ot society Satisfaction or 
dissatisfaction and levels of consciousness 
about the capital-labour relationship will 
depend to a great extent on the family 
background 

The hypothesis may be put forward that 
urban working class and middle-class 
descendents will be less prepared to accept 
low wages and bad working conditions They 
will measure their income not in comparison 
with the low levels pfevading in the country¬ 
side, in the informal sector and in the small- 
scale industries, buf rather in comparison 
with what their parents used to get in a com¬ 
parable situation in the past The fact that 
real wages of factory labour, according 
to most reports have declined over the 
decades, 14 would be most tangible for this 
group of workers 

Also the skills and education ot the 
workers in the sample convey a picture of 
an advanced section ot Indian society, the 
cream so to say ot the working class poten¬ 
tial From the sample among 172 workers 
in Dutch MNCs in India conducted by Fons 
van der Velden 1 ' it appears that at least 
one-third of the workers were previously 
employed in other factories, and brought 
their experience and labour ethos With them 
to the new company The educational back¬ 
ground also reveals a very significant featuic. 
Workers with no education or with a 
minimum of elementary schooling (upto 
class V) accounted for only fifteen per cent 
of the sample As many as 216 workers (43 
per cent) had finished higher secondary 
schooling (SSL( ) and an • xm 108 (22 per 
cent) had graduated The high educational 
level has to be seen in the light of the spread 
of the workloice over the different occupa¬ 
tional categories As we mentioned earlier, 
the sample population contains one quarter 
unskilled and one quarter semi-skilled 
workers The educational grounding, which 
may not be very specific to the technical task 
to be performed, has imbued the worker 
with a general outlook, understanding and 
logic that makes him or her better equipped 
to perform in a modern mechnical produc¬ 
tion structure 

Our evidence suggests that multinational 
corporations work with settled families and 
not with recent newcomers into the city who 
may be prepared to work at lower wages, but 
who may probably also lack the required 
mental development which would make 
them appropriate for working m modern 
scale factories Only ten per cent of the 
workforce reported an m-migration into the 
urban locality during the last ten years As 
many as 40 per cent have been local dwellers 
since their birth and a further 38 per cent 
have resided in the vicinity of the workplace 
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for more than twenty years 
Hus picture is somewhat misleading, since 
in one place, around Pune, the workers did 
not trek to the city, but the Philips company 
settled in two industrial areas around the city 
from which they started drawing their 
workers In the village of Lorn, where Peico 
started the construction of a production 
complex in 1958, approximately one-fifth of 
the 2,300 families have a wage earner in the 
factory, for which they are prepared in the 
technical school set up in the village A 
number of them, including some leaders of 
the union, combine their factory work with 
farming, which is attended to by the other 
members in the joint family 16 
Such a strong connection with the village 
structure and the agricultural life, however, 
is rather the exception than the rule. If we 
look at the rural links of the workers from 
a different angle, the city roots turn out to 
have many offshoots to the rural hinterland 
Only one fifth have cut off all contacts with 
the village of origin A slightly higher 
percentage (27 per cent) is to be found on the 
other side of the scale the daily commuters 
m places like Lom-Kalbhor, Shikohabad, 
Ghaziabad and Ambattur (Madras) It may 
not be proper to consider them as rurals who 
happen to be absorbed by the urban industry 
but who still maintain their rural links and 
aspirations Income from landed property 
occurs rarely in thirty cases to be precise, 
P M Paul, a 35-year old, unskilled 
mazdoor at the Lon, plant, lives with his 
joint family ten kilometres away and reports 
toi his family an extra income of Rs 500 
from the dudh^alla business (milk sales) 
His colleague P P Caikwad lives in an 
adjoining v illage and during the busy season 
helps his brother and lus wife in agricultural 
work on the ten acres plot of land Neither 
of them see the factory work as an addi 
tional or temporary job (they have been 
employed for 18 and 13 years respectively) 
and they are strong defenders of trade union 
organisation as a front against the manage 
ment They see themselves as having com 
mon interests with the working class in the 
country and have outspoken ideas on the 
role of multinational corporations positive 
from the point of view of employment but 
negative because of “their vindictive atti 
tude” and because of the fact that “they are 
draining our resources' 

The village connection as most of the 
commuters reported it, appears to be more 
a side effect of administrative divisions 
Shyamnagar north of the Calcutta metro 
pohtan area in the 24 Parganas district, is 
the location of HL’s soap factory which 
employs a number of commuters from the 
surrounding “villages" The urban orienta 
non of these villages and of its population 
is obvious 

The village connection may be considered 
to be tangible in those cases (14 per cent) 
where the workers have their direct relatives 
(parents, wife, children, brothers, unmarried 


sister) staying in the village and to whom 
they transfer money on a regular basis, 
usually in combination with a visit As many 
as 33 per cent do have some family contacts 
whom they visit irregularly 

For all practical purposes, however, the 
contacts with the village structure are 
minimal and are not likely to determine 
behavioural attitudes or political preferences 
Contacts are as a rule in the form of yearly 
visits and the transfer of money to dose kins 
In the non-metropolitan areas, m towns like 
Ghaziabad, where the distance from the 
ancestral village is generally considerably 
shorter than in the big cities, the contact with 
village life may be more frequent and more 
influential 

The financial transfers as a matter of fact 
are a recurrent phenomenon even among 
workers who left their ancestral village 
decades ago So does S M Karve, security 
man at HL Sewree factory for the last 
fifteen years who migrated to Bombay a 
quarter century ago and keeps transferring 
money to his landless relatives in Ratnagiri 
Likewise does P B Bhaskaran who, with a 
monthly salary ol Rs 3,300 as an operator 
at Nocil, may have less pains in giving twice 
a year financial support to his family in 
Kerala which he left way back in 1960 
M Gaffoor has been a resident of Calcutta 
since his birth halt a century ago, and joined 
the Philips company thirty years ago Once 
a month, he goes to the post-oflice and 
translers money to his relatives in Bihar 1 he 
occasional sending of money, without ever 
going back to the ancestral place also occurs 
in a few cases 

Caste and Class 

The village connection may have an im¬ 
portant residual elfcct on religious and caste 
consciousness, particularly in those cases 
where the workers originate from areas 
which are not known for the progress of 
secularisation The debate on the con¬ 
gruence or divergence of caste and class 17 
has occasionally been clarified by empirical 
evidence of the absense or presence of waste 
clustering in industrial employment 18 Our 
intention here is not to investigate whether 
there is a caste clustering on the factory 
floor, but to inquire about the attitude of 
the workers towards caste and religious 
organisations 

Perhaps the most outstanding result refers 
to the question of caste in elections only six 
respondents declared that they (prefer to) 
vote for a candidate who belongs to their 
caste. Three of them were found in the rather 
small Wavin PVC factory at Ghaziabad near 
New Delhi They included a leading official 
of the management controlled union, and 
were all staunch supporters of Congress(I) 
TWo others were high school educated 
semi skilled workers m Hind Lamps at 
Shikokabad 

As many as 68 per cent of the respondents 
claimed not to have any connection with 


official religious activities, including caste 
activities It would be wrong to classify the 
residual group as caste-oriented Less than 
ten per cent turn out to be members of 
religion-based organisations The involve¬ 
ment of the rest (20 per cent) is restricted 
to the occasional visit to the temple, mosque 
or church and may not be constructed as 
evidence of non-secular attitudes m public 
life. Although we have not organised our 
sample according to faith or caste, it appears 1 
that involvement in public religious mani¬ 
festations occurs as a rule among Christians, 
of whom there are many, particularly m the 
Bombay area, and among muslims Public 
involvement m organised hindu religion, like 
memberships in associations and participa¬ 
tion in festivals, is less widespread 

Memberships of ethno-religious organisa¬ 
tions, of which we counted 47 cases, appear 
to be of five types Some high salaried office 
workers were members of regional associa¬ 
tions (e g, the Tamil Association or the 
Kerala Saniaj, both in Bombay) and, 
although they were a member of their union, 
detested national trade union politics These 
clubs appear to function as an abode where 
families from the particular region who have 
made it in the metropolis can meet socially 
and enjoy the cultural performances from 
back home or from their co migrants m the 
city 

Others were involved with social clubs 
connected with the church The de Souzas, 
the Fernandezes and the Cherians in 
Bombay are likely to fall under this category 
families which in other respects have dif¬ 
ferent ideas about unions, politics and com¬ 
panies, but who once a week assemble in the 
church building, contribute to the religious 
and social works and in some cases join one 
of the committees Tor some women workers 
the future, especially the marriage prospects 
of their children, was one reason to take 
extra interest in religious activities The 
involvement in a (daily) religious routine can 
be perfectly in harmony with the daily 
routine as an industrial worker in society 
A communal attitude may be involved m the 
performance of religious functions within 
the framework of a religious organisation 
It was, however, not openly expressed during 
the interviews 

A few workers, especially from among the 
higher income group, were involved in 
charity work in non-church organisations 
P Reddy a happy man with an income of 
over Rs 3,(XX) as a clerk at Nocil, is a 
member of his caste sabha and secs it as his 
dutv to do social service to the poor people 
in his caste, with which he feels a common 
link In this category, quite a number of 
workers were encountered at the Lorn 
factory The relationship with the village 
culture still had its impact on the Lorn 
workers, but less on the workers at Ptmpri, 
40 km to the south, which draws less on the 
surrounding rural area 

As members of their caste associations 
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(e g, the Namdeo Shimre Samaj), they hopi 
to further the educational and other facilities 
for their poorer brethren Their attitude may 
not be directly communal in character Em¬ 
bodied in them » often, to put it dramatical 
ly, the past, the present and the future of 
India Tkke for example M Abbas, a 35 year- 
old semi-skilled worker at Century Enka, 
who, despite his high school background and 
fifteen years of experience, draws only 
Rs 700 a month He is a member of a 
muslim youth organisation and joined the 
BMS-led union after a three months’ strike 
in 1978 when most of the active leaders were 
thrown out He votes for Congress(I), sees 
in Data Samant the big champion of the 
working class and considers the CITU as the 
best federation 

Organisations like the Karnataka Vaishya 
Organisation, the Maratha Sangathan, etc, 
and the structure behind religious festivals 
hke the Ganesh utsav will often be aimed 
at the glorification and the defence of a 
particular culture and to make people stand 
apart from social groups who by birth or 
decision do not belong to that culture and 
world view The development of these 
organisations into a direct tool for political 
intervention has recently been a strong trend 
among hindu organisations 

The Marathi hmdu chauvinist Shiv Sena 
was encountered twice among our sample 
in Philips, Bombay and once with a union 
committee member at HL, Sew ret While 
one worker had already left the organisation, 
another one, who, although he stated to 
sympathise with the poor, had more con 
fidence in the company than m the govern¬ 
ment, was still an ardent follower of the 
ideas of the Shiv Sena leader Thakare 
Another employee, moreover a top level 
union leader at Philips HO, although not a 
member of Shiv Sena, declared that at least 
three fourths of the lower level jobs should 
be reserved for local citizens 

Occasionally, some workers expressed 
their desire to do more for their religion 
J C Parashar, a shift foreman at Etah, 
regrets his lack of time so that he could 
spend more energy on the brahmin sabha 
At the time of the interview he was involved 
in the collection of Rs 5 crore for “reconver 
ting scheduled tribes and scheduled castes 
into tunduism” 

A number of workers thus appear not 
only to be religious, but also to be involved 
in organised religion In itself, the plunform 
state of affairs springs from centuries of 
history and makes up the nch cultural 
heritage of India Workers who guard this 
heritage while at the same time discarding 
the layers of emotional mysticism, obscuran¬ 
tism and missionary zeal, may have an 
understanding of the economic processes 
working m society They may also combine 
it with an involvement in secular organisa¬ 
tions for economic and political progress 
Lenin, while reiterating Marx’s dictum that 
religion is the opium of the people (“a sort 


of spiritual booze in which the slaves of 
capital drown their human imige"), saw the 
unification of the working people^ transcen¬ 
ding the religious disunity as necessary and 
possible “Unity of the oppressed class 
for the creation of a paradise on earth is 
more important than unity of proletarian 
opinion on paradise in heaven’’ 19 

The employment of workers in big-scale 
modern production units m itself may not 
be the major factor leading to a decline of 
the religious and particularistic world view 
The size of the factory in our sample does 
not appear to have a significant impact on 
changes in the religious orientation In 
medium-big plants, the frequency of caste- 
neutral attitudes is with 517 per cent 
appreciably lower than in the small and big 
plants The proportion of members of 
rehgious organisations m these plants is 
twice the expected frequency on the basis of 
a null hypothesis proportional to the 
employment 

One reason may be the presence in the 
medium-sized plants of a higher proportion 
of Christians, who are, more than hindus, 
compulsorily involved in rituals An equally, 
if not more important, factor, in our view, 
is the type of political organisations the 
workers are involved with in the workshop 

In our perception, the structure and con¬ 
sciousness of caste and ethnic communities 
are prone to getting dissolved in wider 
societal groups, i e, nation and or classes as 
a consequence of he processes of economic, 
territorial, cultural and political integration 
These processes can be considered to have 
been at work in India for a long time and 
received an Impetus with the economic and 
political changes introduced by the colonial 
regime and particularly by the post-colonial 
developments 20 One way to check whether 
the emotional integration into a broader 
structure, beyond the narrow confines of 
biraderi, jati and caste, has taken place is to 
look at the reference structure 

Casteism is bound to prevail as long as the 
primordial relations are still taken as the 
primary point of reference Class structures 
in the absolute sense will have taken their 
place, both m itself and for itself, when the 
working families relate themselves to the 
economic classes in society without recur¬ 
rence of ethnic loyalties In between both 
poles, a non descript field of class oriented 


workers with differing levels of primordial, 
religious and linguistic affiliations operates, 
and, depending on various socio-economic 
and political forces, may tilt more to either 
of both extremes 

Wc have seen that less than one-third of 
our sample is involved, to different degrees, 
in religious practices From another variable 
which has been used to test whether this also 
means that the solidarity lies with the 
religious reference group, we find that this 
is not the case 1b the question with which 
-societal grpup they had a community of in¬ 
terests, as many as 72 per cent declared that 
they shared a common bond with the work¬ 
ing class Less than 1 pqj cent of the workers 
(four cases to be precise) saw themselves as 
being pdrt and parcel of a caste, slightly less 
than the number of workers who saw them¬ 
selves as oemg linked up with the farming 
community The latter percentages would 
possibly have been bigger if the 8 per cent 
indecisive answer would have been more 
specific. 

A relatively big group of 16 per cent 
(N = 79) forms an interesting category It 
was itself as a part of both the Indian 
working class and their own jati, and thereby 
m fact symbolised the new class on the divi 
ston line between the old and the new 
societal order 

Whether they will ultimately opt for a 
class-based approach will depend on a 
number of aspects, one of which could be 
the role played by politics m their immediate 
environment let us look at one of the 
political actors, the trade union 

Tfcble 3 contains some of the data on the 
relationship between union membership and 
susceptibility to caste and to public religious 
activities It shows that the proportion of 
members who do not have any involvement 
in religion-oriented activities Is appreciably 
lower in the case of internal unions, and 
apreciably higher in the case of CITU 
unions The calculation of the the marginal 
horizontal frequencies, which have not been 
included in the table, brings out the same 
pattern 

The marginal row frequencies reveal a 
fairly strong correlation between paity 
affiliation of trade unions and secularism 
The party-affiliated trade unions INTUC 
and CITU account for 361 per cent of the 
membership, but only for 22 4 per cent of 
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the worker* who attend festivals and con¬ 
tribute donation*. Whereas CITU unions, 
with 14 2 per cent of the total sample, pro 
vided for only one case of caste association 
membership, the internal unions (35 5 per 
cent) of the sample accounted for 58 7 
per cent of the membership of caste 
associations 

Union Membership and poi iiical 
Preferences 

We have seen earlier that the degree of 
unionisations is absolutely high The finan¬ 
cial offers involved ate minimal The 
monthly subscriptions range from 50 paise 
to Rs 2 Since this is not a high price to pay 
for getting on good terms with the union 
leaders, it has been argued that workers 
subscribe to the existing unions in order to 
insure themselves The system in operation 
has been called a patronage system in the 
sense that in return for the loyalty to the 
leadership, the union members get appoint¬ 
ment, promotion and occasional benefits It 
appears, however, that the attraction of 
unionisation has not emerged automatically, 
and that, as a matter of fact, growth came 
about as a result of struggle which the 
various units have seen in many forms 

The Philips Workers Union in Calcutta 
was started in 1954 According to N C Roy 
the president of the Convent Road unit, 
before 1970 only 20 per tent of the workers 
had joined the union "Today, membership 
has gone up to 8^ per cent Earlier, the 
management tried to divide the workers 
using taste and language differences—40 per 
cent of the workers are of non-Bengalee 
origin—but there is no such problem now” 
In the Bombay head office, a union was 
started in 1962, after it had been shifted there 
from Calcutta a few years earlier In the early 
seventies, when a new leadership took over, 
membership had reached 50 per cent Tbday, 
according to Sudhir Vaidya, the president of 
the local PEU, only IS of the 700 employees 
are not members More than half of the 
employees tend to attend the general body 
meetings, as compared to a negligible group 
one decade earlier 

Iktuskar, the general secretary of the 
Philips Workers Maha Union recalls that 
after the Philips Workers Union was started 
at Loni, It took ten years to get the member¬ 
ship stabilised For one decade now, both at 
Prnipn and at Loni, a 100 per cent enrolment 
has been maintained "The union started 
becoming stronger and stronger only 
because of the leadership The company is 
completely anti-union and anu-labour, and 
despite its pressure and terror tactics, the 
3,500 workers at Loni and Ptmpn will now 
listen only to the Union This trust is 
developed through their own experience in 
fighting that management over time Today, 
there is no need for gate meetings A word 
is enough, just one message is sufficient 
Within seconds we can bring the factory to 
a standstill, if we want” 


Similar stories are reported in most units 
Actually, only in one unit. Century Enka at 
Pune, membership has gone down This 
happened after strong-arm tactics by the 
management led to suspensions and the 
dissolution of the existing independent 
Mazdoor Sabha The new union, with BMS- 
affillation has succeeded in only an 80 per 
cent enrolment 

In our survey we have tried to find out the 
reasons for unionisation Only sixteen 
workers were not unionised Nine of them 
were either temporary workers or office 
workers in a plan' where they were exclud 
ed from membership With one exception 
a 20 year old apprentice from a poor pea 
sant background near Etah who stated that 
nobody is interested in solving other people’s 
problems, they all wanted to join the union 
in order to get protection from the 
management 

Only seven permanent workers, with 10 to 
20 years of factory life on their account, did 
explicitly state their disbelief in union acti¬ 
vities or disagreed with the political motives 
of their union leaders All non unionised 
workers by the way highly respected Indira 
Gandhi as a leader they could look up to 

The attainment of economic benefits 
turned out to be the purpose of unionisa 
tion with only one-fourth of the workers As 
many as 40 per cent of the respondents saw 
their act of unionisation as a necessary step 
for strengthening the position ol the workers 
against the management and 30 per cent 
looked at the union explicitly as a means to 
protect themselves against what they per¬ 
ceived as victimisation 

Our information indicates a strong con¬ 
sistency in trade union membership With 
some exaggeration, but not without evi¬ 
dence, one could state once a member, a 
member forever Sixty-five per cent have not 
changed (heir union and a further 30 per 
cent who changed their union affiliation 
have done so because the whole union 
changed its affiliation This was typically the 
case with the HI union tn Sewrec 

Julie Kennedy, a communist activist who 
joined the company m 1946 in the wrapping 
department "One year later, a socialist 
union was formed In 1948, it fell in Con¬ 


gress hands and in 1949 the' union went to 
the CPI which succeeded in its struggle for 
many improvements In 1958 a rival union, 
the lever Brothers Union, was started by 
Congress leaders The amicable social rela¬ 
tions again came to a halt in 1964 when the 
Bombay Lever Union, an oflshoot of 
Georges Fernandez, entered the fray, but the 
suspension of his mam activists left the 
INTUC leader Raja Kulkaini undisputed In 
1971, Purushottam Nair, a CITU activist 
originating from Kanyakumart, succeeded 
in taking over the Kulkarm union from 
inside, and kept it for ten years as an 
independent union In the late seventies, the 
labour lawyer Madan Phadnis was made the 
president of the uruon, of which I was the 
organising secretary, but in 1981, Datta 
Samant was brought in by a section of the 
leadership which thought that the CITU 
leaders were not radical enough" Quite a 
number of the present leadership have an 
extremist understanding of Indian politics 

The changes m leadership and of affilia¬ 
tion have not everywhere emerged from the 
factory floor In a few instances, it has also 
occurred at the instigation of the manage¬ 
ment The emergency period, imposed by 
Indira Gandhi from 1975 till 1977, turns out 
to have been a high tide of union-swapping 
imposed by the management The Organon 
management in Calcutta saw to it that the 
union was aftihated to the INTUC A 
number of the union, presently again CITU, 
looks back with great indignation “We 
could not light back At the initiative of the 
management, our general secretary Iliqat 
Khan, was sent to jail What was even worse 
that the management attempted to svhip up 
religious and local- non-local feelings by 
removing 56 people from outside West 
Bengal from their jobs" The CITU union 
at ELMI, with a membership of 1,400 on 
1,500 workers, in 1976-77 was replaced by 
a INTUC controlled union with the use of, 
in the words of Chandan Sen Gupta, the 
present general secretary, “coercive measures, 
intimidating the workers and creating a 
general scare" 

At Century Enka, all workers were taken 
to court in 1977, the union registration 
number got cancelled and union leaders got 
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suspended Karve, a machine operator, 
recalls "Till today, at least a dozen active 
leaders have been made to leave, and the 
company is vindictive that it sees to it that 
they do not get employment elsewhere We 
have a welfare officer, but he looks after 
himself for fear of victimisation So when 
our internal union collapsed, we opted for 
affiliation with an external union, the BMS 
for we realised the necessity to get outside 
support in our continuous battle” 

The Wavin management at Shahidabad 


(Ghaziabad) dismissed its UTUC union 
leaders and replaced them with a group of 
management loyal union officials At the 
Wavin plant in Madras, the management 
around the same time broke the strike 
engineered by the C1TU union, and made 
all workers sign a declaration stating that 
they would not join a union With the active 
C ITU activists removed from the field, the 
stage was set for the introduction of a new, 
INTUC-affiliated union The Hindustan 
Lever management after the emergency lifted 


its lockout of the TtrucHl cattfe feed plattt 
where the CITU dominated Mazdoor Sabha 
had been in competition with the manage* 
ment allied IN TUG union Only those 
workers who declared that they would not 
oppose the management were given new em¬ 
ployment and could join the management- 
initiated union In this plant, the CiTU 
union ic emerged after the activists had tried 
to win the elections to the internal union 
The fact that the workers stay within the 
same old union when the leadership, usually 
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Mipp ama ggrinc vciatci oi a general Deny 
meeting, change* the affiliation, does not 
necessanly imply that the sympatlucs for the 
different federations at the ali-India level 
move along m the same direction 
The graph which contains both the 
membership frequencies and the adherence 
frequencies shows the big differences which 
pMvwi The support for the CITU k 
dramatically above the level of its member 
ship in the plants The trend which rejected 
all central federations as rightful defenders 
of the interests of the workers is much less 
apparent than the membership of indepen¬ 
dent unions would suggest 
The esteem for the role of the all-India 
CITU derives from two distinct sources as 
table 4 indicates On the one hand there is 
a practically full correspondence between 
CITU membership and adherence to the all 
India federation The correspondence in the 
case of the INTUC is less significant (69 pet 
ceni) The preference for the CITU is, on the 
other hand, to be found among the member 
ship of the other unions It draws sireable 
support from the Philips Maha Union 
Federation and from the Datta Samant 
union at Sewree, which anyway had a strong 
CITU influence before Samant took over 
The rejection of all India federations 
appears to be equally strong as the support 
for the CITU The rejection of all federa 
tions which exceed the narrow confines of 
the factory area is prominent among the 
members of internal unions (N = 39 or 75 
per cent) The attitude corresponds to a 
favourable attitude towards the manage 
ment Says Subhas Tyagi, who is the presi 
dent of the union at Wavin, Gha/iabad “All 
central unions are bad Moreover, we don’t 
need them Our management is very good 
and helps the worker so that we hardly have 
any demand or want” 

The rejection of national (party affiliated) 
federations is less prominent, but not 
altogether absent, in the affiliated unions 
Close to one fifth of the INTUC local union 
membership apparently does not have much 
confidence in any national trade union 
federation, which is less than in the case of 
the Philips Maha Workers Union in which 
case 44 per cent of the membership does not 
have much confidence m federal unions The 
Philips worktrs, to be more precise appear 
to be divided over many different union atn 
tudes, which to a great extent is dependent 
on the geographical location The members 
are attracted by, in declining order of 
preference CITU (33 1 per cent), No Exter 
nal Organisation (23 1 per cent), Company 
Linked Federation (21 3 per cent), INTUC 
(9 5 per cent), Datta Samant (6 9 per cent) 
and A1TUC (3 6 per cent) 

Does the fairly high credibility of the 
CITU translate itself also into support for 
the political leaders of the party to which 
the CITU is related, the CPI(M) 1 It appears 
that it does In order to find out, we have 
asked two questions The first one referred 
to the voting preferences during elections 
and the second one to the politicians whom 
the workers thought were fighting for their 


rtgms. i ne nrst question was problematic, 
not so much in the sense that secrecy would 
be maintained (only 6 per cent did so), but 
in the sense that the system of constituencies 
often makes it impossible to vote for the 
party of the first choice. Opposition parties 
may prefer not to join the fray and leave the 
field to another party with some chance of 
defeating the ruling Congress party In a 
number of cases, workers informed us that 
their vote had gone to the BJP or to the 
AIADMK because “no communists" were 
standing from the constituency Vote switch¬ 
ing rather than abstention appears to have 
been recurred to in similar cases 

Non-partiupation in voting was reported 
in 62 cases, which is rather high in view of 
the absolute degree of unionisation and in 
view oi the comparative figure for election 
participation in India in general 21 Around 
half of the cases, however, appear to be due 
to recent migration into the constituency so 
that the names have not yet been added to 
the voting rolls Only in a few cases (in HI 
at Sewree where sections of the union leader¬ 
ship and of the Bharat Naujawan Sabha 
have a naxal tendency), a disbelief in the 
parliamentary system as such was given as 
the reason for abstaining from voting In 
other cases, the non-votiug reflected a 
disbelief in the political leaders or an 
ignorance about the political system 

As could be expected, Congress(l) emer 
ged with the highest frequency (31 per cent), 
followed at a reasonable distance by the 
CPI(M) (21 per cent + 1 per cent for the 
CPI), and by the C ongress(S)/Janata com 
bine (16 per cent) The BJP attracted 5 per 
cent of the votes 

The answers to the second question which 
was asked to check the political preferences 
of the workers (‘Which Politician is Fighting 
for Your Rights''’) confronted us with a 
number of answers which were not easy to 
classify under a limited number of headings 
Preferences for known labour leaders of the 
Congress(I) party (c g Subrata Mukberjee 
in West Bengal) were added to the tally oi 
the then prime minister Indira Gandhi who 
in any case by far out-distanced her Congress 
party colleagues The leadership of the 
CPI(M) is less chansma-onented The ndmes 
ol ns general secretary Namboodinpad, the 
CITU president Ranadtve and the West 
Bengal chief ministei Jyoti Basu were 
mentioned a similar number of times 
Together, they headed the list of preferences 
(N = 127), ahead of Indira Gandhi cum sut 
(N = 114) 

Third on the list appeared Dana Samant 
(N = 58), who only afterwards stood for 
elections and won from Bombay Central 
against Rosa Deshpande, the daughter of the 
dissident CPI leader, S A Dange, once the 
strong man in Bombay trade union politics, 
but in our sample quasi non-existent with 
exactly one preference vote. The BJP leader 
Vajpayee (N - 18) and the CPI leader 
Indrajit Gupta (N = 6) were relatively easy 
to isolate More difficult were the preferences 
for the leaders of Lok Dal, Janata, Con¬ 
gress^), Forward Block, etc Since it would 


not tw proper to cotnotne rae pr s ie rew oes icr~ ~ 
Monurji Draw, Chanut Singh, Sharad Pa war, 
George Fernandes, etc, the latter was left 
with only 20 supporters (4 per cent pf the 
sample), much less than the attraction of the 
JanataZCongress(S) combine during the 
elections 

The difference between the two types of 
scores (elections and confidence m a political 
leader) is interesting in respect of the Con* 
gress(l) The lower popularity of Indira 
Gandhi in comparison with what her party 
attracted (23 per cent as compared to 31 per 
cent of the sample) may appear strange; for 
has the argument not always been the other 
way round, namely that Gandhi was the 
vote-catcher for her party 

The framing of the question was specific 
we did not want to know whether the 
workers, under the given circumstances, con¬ 
sidered her to be the best leader for the coun¬ 
try, but whether they considered her as the 
best defender of the interests of the work¬ 
ing class Apparently less than one-quarter 
thought so Electoral support for the Con¬ 
gress party may therefore have been based 
on considerations other than confidence in 
the mam party leader as an advocate of the 
working people Although as many as 18 per 
cent in the sample did not think that any 
political leader can be thrusted as a fighter 
for the working Jass many of them at the 
time of elections, nevertheless, may decide 
to give their vote to the party which they 
think are best equipped to ketp the couhtry 
on the road of normalcy 22 

Forfion Frifnds 

We have indicated earlier that the majority 
of the workers m the Indo-Dutch companies 
were not very enamoured with the role of 
their company in the Indian economy or 
with their management practices In view of 
the proportionately good salaries, one could 
have expected otherwise Qne could also 
have expected them to show appreciation if 
not gratitude for the countries which 
brought the advances of modern technology 
and employment generation to India In 
order to get an inkling of their perception, 
we questioned the workers on the inter¬ 
national context We wanted to know from 
them which country in their opinion was 
helping India in its development After many 
interviews we were finally rewarded with an 
answer by two workers which may help to 
give some satisfaction to the homeland of 
the MN( s concerned both th* workers were 
of the opinion, albeit after having learned 
of our own home basis, that the Netherlands 
indeed were helping the eountry As table 5 
shows, most workers, however, thought 
differently 

Although some informants were quick to 
add that the Soviet Union was helping for 
tactical political reasons, for most of them 
there was no shadow of doubt that it topped 
the list The United States appear as an 
honourable second, sometimes implicitly 
qualified as a help extended to the Indian 
ruling classes 
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One should not read more into the figures 
than warranted The preference for the 
USSR is not necessarily determined by an 
admiration for and emotional attachment 
with socialism and proletarian revolution It 
may rather reflect the general mood in India, 
where, for various reasons, the Soviet Union 
apparently can count on much more sym 
pathy than any other foreign powers 

The support received from the socialist 
countries, and the friendly relations which 
the respective governments in New Delhi 
have maintained with the socialist world, 
apparently have not led the workers m our 
sample to believe that the character of the 
Indian state has a socialist content To our 
specific question on the character of the 
Indian state, the answers m most cases were 
unambiguous 

As many as 67 per cent were of the 
opinion that the government was directly 
serving the interests of the capitalist class 
In addition, It per cent put the government 
on the side of the landlords and the national 
and international companies Only 43 
respondents, hardly 9 per cent of the sample, 
btlicved that the government i e, the govern¬ 
ment of Indira Gandhi in her last years ot 
powci was looking after the interests of the 
workers and the poor ptople in general 

St xuai Division of I abour 

In theory, the working population would 
consist equally ot men and women In our 
sampli, women were practically absent on 
the shopfloor except for the audio divisions 
of Peico, and had a job specific function in 
the offices, namely telephone operators and 
steno-typists Wc were interested to know 
whether this state ot affairs reflected the line 
of thinking of the workers themselves, i e, 
whether they consider the rightful place of 
the flfihale half of the working people to be 

TabieS Workers Perception of Friendly 
Forfign Countries 


Country 

Frequency 

Relative 

Frequency 

Soviet Union 

363 

73 

United States 

67 

14 

USSR and USA 

12 

2 

England/ 

Netherlands 

5 

1 

Gulf countries 

2 

— 

All countries 

2 

- 

China 

1 

— 

None 

27 

3 

Unknown 

17 

3 

Total 

(N - 496) 

(100 per ten 


Tablf 6 Perc i pi ion of Division-lie I abour 

BETWEEN MaLFS AND FEMMES 


Perception of the Division 

Male 

Workers 

Women only in the household 

10 

Men also in (he household 

19 

Women In the factory 

2 

Division of labour at both places 

66 

No idea 

3 

(100 (N =467) 


the household or whether they think that 
the com pari men tali sation between house¬ 
hold chores and public chores should be 
uissolved 

In order to get an idea we asked our 
sample population to give their opinion on 
four options The results are shown in 
table 6 Only 10 per cent of the male workers 
are of the opinion that it is in the natural 
order of things that the division of labour 
which has given the female half the sole 
responsibility for the household work should 
continue The women in the sample obvious¬ 
ly think differently Except for one of them 
who would tike to retire in than household, 
they ail would like their natural order of 
things, namely a joint activity outside and 
inside the household to continue. A further 
19 per cent of the males think that women 
should not enter the factory for gainful 
employment, but that this would not mean 
that they should not assist her in the work 
m the household 

The expression ‘the natural order of 
things' is actually not applicable in quite a 
few cases S B Rane, a joint secretary of the 
union at Peico Bandbox, has a clear opinion 
why women should not work outside it 
causes unemployment in other families the 
family life gels distorted and weakens the 
position ot the workers vis a vis the manage 
ment since women arc not so union-minded 

In quite a few cases, the practical aspect 
rather than an ideological predisposition 
igainst female participation in public work 
dominates the responsibility for the children 
and the long working hours with difficult 
transport in many cases make the employ¬ 
ment of both husband and wife impossible 
P Matrc earns Rs 700 in the sorting depart 
ment of Century Fnka In order to make 
both ends meet, his wife works as a teacher, 
much to the emotional agony ot both 
parents ‘ Because of financial problems 
ladies must work, but children are not 
looked after pioperly” 

lor most ot the male workers, an equit 
able division of the work appears to be the 
legitimate position to take Very few would 
imagine their wives working in the factory 
without they themselves contributing to the 
work in the household A high 66 per cent 
arc of the opinion that both males and 
lemales should work in the factory and share 
the work in the household 

We consider the figure to be a coirect 
reflection of the minds of the respondents, 
and, in any case, do not see elements which 
ma> have influenced the way the answers 
were given The framing of the question was 
done in a neutral way “Should males and 
females work together’" In either case, a 
further question was asked whether it also 
implied a ‘yes’ or ‘no’ answer in respect of 
household work Most of the interviews were 
conducted by males, and it would not be in 
the older of things for the male woi kers to 
give a fake answer which would put them 
in a positive light as supporters of the 
feminist cause rather than as male 
chauvinists 

The perception of what the state of affairs 


thonid be and the behavioural pattern do 
not necessarily coincide. P Malgoankar, a 
clerk at the HL head office,» all m for joint 
labour, but does not allow his wife to work 
outside S Kuppan, a long-standing activist 
of the C1TU at Maschmeyer, feels that “Men 
and women should work together, but unless 
very necessary, I don't want my wife to work 
Because of my heavy union work, I cannot 
help her m the household" P Shetty, who 
earns Rs 3,000 a month at the Nocfl head 
office is in favour of jeuit labour and 
actually has a working wife “Due to 
economic problems only she is working, 
otherwise she should not” In the latter case, 
a public job by women is appreciated 
negatively for the status lowering effect it 
may have on the family and particularly on 
the male earning nftmber 

The ideas on the involvtment of women 
in public life for some time to come will 
remain pious hopes In general, there is not 
enough work available Tven in the case of 
women who have found a job, the traditional 
division of work within the family and the 
social limitations on public activities of 
womtn m general makes them into less 
active participants in the work pioctxs f lorn 
a separate study ol 40 women in th? Lom 
and l’impri plants u appears that 10 of them 
would wish to get moie actively involved in 
the union work, but that they were as vet 
ignorant about sepal questions Thty did 
noi read newspaptrs and were much less 
informed than their male colleagues on 
maior developments ' I he women usually 
were not able to give an opinion because they 
were ignorant about them and did not read 
newspapers On the Philips Employees 
Union and their actions they could not say 
much either, even when they had partici 
pated themselves" 21 

Conclusion 

A number of variables have been used in 
order to get an approximation of where 
workers m multinational corporations in 
India stand ideologically The variables 
which have been used and the methodology 
which has been applied in order to get the 
answers and organise them m a useful 
format, were not intended to get an intricate 
picture of the mental make-up ot the 
workers On closer investigation df indi¬ 
vidual workers, the picture may not stand 
up to a more rigorous analysis At an aggre¬ 
gate level, however, the results allow us to 
make broad projections 

The random sample has manifested some 
features which, however, limit the scope In 
the first place, it contained a rather high pro¬ 
portion of union leaders (19 per cent) This 
may be considered as an advantage, in the 
sense that it gave a fair representation of this 
segment of the workforce, as well as a dis¬ 
advantage: U,may have increased the percen¬ 
tage of respondents who were outspoken 
Since we were looking for attitudes among 
the workforce in MNC enterprises, the 
opinions among union leaders and militants, 
although possibly not reflecting those of 
many shopfloor and office worker, neverthe- 
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kiss were enential Ear our exerciae. The over- 
representation of workers in the Calcutta 
and Bombay-Pune area and to a lesser extent 
in the Madras and Delhi region has made 
the sample in any case unfit for drawing con 
elusions on the Indian industrial working 
class in general For our purpose, the 
regional unbalance was not important Since 
MNCs, the type of companies we were look¬ 
ing for, are concentrated in those pockets of 
India, the characteristics of the labour force 
in foreign companies in India in general may 
have been captured by the present sample 
The hypothesis that the workforce by and 
large has not been incorporated was formu 
lated with specific reference to the MNCs 

The objective factors, such as location and 
wage differentials, do have an impact on the 
ideological construct and attitude of the 
worker As important, however, as we have 
tried to show in another paper, are the 
political forces who organise the workers, i e, 
the trade unions 24 

Disregarding nuances, the workforce in 
our sample is a highly educated, urban 
based, male and well paid segment of 
society At the same time, it is at a significant 
level dissatisfied with its employment con 
ditions prevailing The dissatisfaction 
diminishes in the high income brackets, but 
does not disappear The dissatisfaction with 
conditions of employment in around half of 
the cases combines with a rejection of multi¬ 
national corporations either as employer or 
as agent tor economic development 

The current thesis that the workers in 
multinational corporations get corrupted 
and get associated more with the foreign 
company than with their own country in 
general or with the working class in parti 
cular has to be rejected on the basis of the 
present sample 1 he co optation (a section) 
of the workforce will be more feasible in 
high tech companies with a limited number 
of workers and super profits (c g, Nocil and 
Century Enka in our sample) For com 
panics with a huge workfroce, the control 
over labour, more especially the control over 
their unions is less tangible 

The strategy of spreading the production 
over small units in newly-industrialising 
areas may reduce labour unrest, and, if com 
bmed with appropriate management tech 
tuques may limit the growth of a nationalist 
oriented working class A crucial factor 
which may determine the success of this 
strategy is, as our study indicates, the extent 
to which radical union can be kept at bay 
Unions in which the Cl TU members domi 
nate or play a considerable role appear to 
have a high probability of workers’ hostility 
towards MNC managements and MNCs in 
general 

The respondents, rather than appearing 
as corporate citizens, manifested themselves 
as a segment of society which, with ideal 
type features, can be classified as a self- 
conscious working class National leaders 
and trade union federations known for their 
defence of the interests of the working class 
can count on a high support level Parti 
cularistic world views in terms of caste, 


■rehgion or (tub) nationality haw by and 
large been replaced by dais perceptions in 
the sense that the state is seen as dominated 
by the bourgeoisie and that the workers all 
over the country are considered to have com¬ 
mon interests The communahty of interests 
extends to the female half of the class as 
well Few were the workers who, at least in 
their opinions would prefer the gender divi¬ 
sion of labour to continue 

Notes 

[Most of the names, in order to hide the identity 
of the respondents have been altered 1 
apologise to the union leaders whose real names 
have been used if their viewpoint has been 
represented incorrectly The author wishes to 
thank Otto van den Muyzenberg and Olga 
Nieuwmhuys for their critical and useful com 
ments on an earlier draft of the paper For the 
interviews, 1 heavily relied on Jagan Mohan 
Reddy whose energy and charm were inimit¬ 
able In Madras and Calcutta, the work was 
executed, in an energetic and creative way by 
Padmavathy and Subhasish (Tbtul) Das My 
thanks go also to ljeo Schellekens and the Third 
World Centre, Nijmegen, for the computer 
assistance. The research has been made possible 
by the financial support ot the Indo Dutch on 
Alternatives in Development, which is not to 
be associated with the substance of the article 
and the Department of South and Southeast 
Asian Studies ai the University of Amsterdam ] 
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EMPLOYMENT GUARANTEE SCHEME 
BRINGS TANGIBLE RESULTS 

Over Rs 1600 crore worth productive assets 
created in 15 years 

Fifteen year ago, on May 1,1972 Maharashtra's trend setting Employment Guarantee 
Scheme was launched Maharashtra is the only State where a scheme guaranteeins 
employment to needy in rural areas is in operation Productive assets of permanent 
nature are created through works undertaken under the EGS in the rural areas 

During the last 15 years 1,18,197 works have been completed (upto March 1986), 
thereby creating various productive assets like small, medium and m^jor irrigation 
projects labour oriented works, percolation tanks, village tanks, soil conservation, 
levelling of land, bunding, terracing and nalla-bunding afforestation, roads and others 
all lasting and permanent in nature Total expenditure incurred on these works upto 
March 1987 is Rs 1602 38 crores Total man-days generated are to the tune of Rs 193 59 
crores The scheme has thus provided work to millions of our rural brethren and helped 
create productive assets worth over Rs 1600 crores since its inception 15 years ago 

A scheme to help rural masses—Maharashtra’s 
Employment Guarantee Scheme 
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Tomorrow begins today 



n 




The business ttnl is Hindustan Lever is 
today over a hundred years old 
Consumer products have made the 
Company s name a household word It is 
now moving in a rx w direc lion from the 
consumers home to the core sector of 
India economy 

Directions for growth 

Today s emphasi-. is i learly on the high 
tech areas ol n itional priority Over 60 
per t ( nt ol Hindustan Lever s investment 
in fixed assets represents rore sector 
busmess including industrial and 
agricultural chemicals 

Using science with sensitivity 

the r ornpany s Ft & D Centre has built 
over ) qmrter c enlury of invaluable 
know flow allunea to the country s 
needs It. achievement., include 
technology for use of iru onventinnal oils 
m fhc manu.ai lure of triglycendps jj> 
replace imports i chemical that 
enhances photosyrithelic clfu itncy of 
food crop plains detergent Sc lives from 
renewable source and proe esses for 
upgrading sal lor i higher value added 
pre dm I The Centre is now engaqrd in 
researc h into plant genets s and 
immunology both regarded as frontier 
areas in the field of biotechnology 

Products made in India for the world 

Hindus! in Li ver cami d lor thr i mintry 
R, Htiion in Ion iqn r xc lunge in 
|u«H Its e'port'- toovii U) countries 
iround lln world in Inc Last live yi ar„ 
ileine imnunti d to It. 36u i rore 

A Company of people 

Hindustan Lever is a Company ol people 
committed to professional excellence- 
people who have made tomorrow beqm 
today 


E 


Hindustan Lever Limited 


Pnm«d by Krishna Raj at Modem An* end Induitries, 151, A Z Industrial Estate, Ganpatrao Kadam Marg, Lower Parel, Bombay 400 013 
fr» hhw fa f ftameektha Trust from Skylark. 284. Shahid Bhaeatsmoh Bout Romtuui^nn ni« 
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people Renewal of pledge 


on May Day 


The Left Front Government ever since Its Inception 
in 1977 has been a consistent defender of the working 
people's rights The tolling masses of West Bengal have 
been able to experience the taste of a new hope and 
confidence And this has led to the unity and solidarity 
of various sections of the working peopleMhe strident 
clarion call of the historic May Day 

Protection of workers'trade union rights 
and dignity, bipartite ,and tripartite 
agreements In several major Industries, 
enfqrgement of provisions of the 
Minimum Wages Act towards the benefit 
of workers substantial Increase In the 
agricultural wages and social security 
schemes are some of the notable 
achievements of the decade In the 
Labour Front A new Industrial 
environment has paved the way 
for a better economy of West 
Bengal in the future 

The Left Front Government 
looks forward to a future of 
pro - people creativity that 
t envisages a brighter tomorrow I 
rj^for the working class 

1 GOVERNMENT OF 
>T BENGAL 
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Analytics of Agriculture-Industry Relation—State and 
Market in Economic Processes—On the Inflationary 
Impact of Budget Deficit—The Great Divide in Industrial 
Development—Recent Growth Experience of Indian 
Economy—Policy, Growth and Structural Change in Indian 
Industry—Investment Behaviour, Economies of Scale and 
Efficiency in an Import-Substituting Regime—India’s 
Export Performance, 1970-85—On Reform of International 
Trading System—Pharmaceutical Patents in Developing 
Countries—Education in China: From Cultural Revolution 
to the Four Modernisations—Green Revolution and Social 
Inequalities in Rural India—Migrants and the Native Bond: 
Analysis of Micro-Level Data from Delhi—Middle Class 
Politics: Case of Anti-Reservation Agitations in Gujarat 
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KHOSLA-GHH 

electric screw air compressors 

Foremost in screw compressor technology. 


Electric screw compressor, 

1 'P '•'v *6 03mVmin (1625 eftn), 
|>i ssurt 7 Kg/cm 2 (100 psig) 


Salient Features 

* Proven performance 

* Numerous installations 

* Sleek and compact design- 
No foundation 

* High operating efficiency 

* Round-the-clock-operation 

* Oil content 5 ppm 


Manufacturer 

K.G. KHOSLA COMPRESSORS LIMITED 

Regd. Office 1, Deshbandhu Gupta Road, New Delhi-110 055 

Brant hes 

NEW DELHI BOMBAY CALCUTTA MADRAS BANGALORE HYDERABAD BARODA NASHIK NAGPUR DIBRUGARH 


Our range of electric screw air compressors 


S No 

Capacity 
m-i min cfm 

Pressure 
Kg/cm? psig 

1 

5 67 

200 

7 

100 

2 

9 27 

325 

7 

100 

3 

14 72 

"520 

7 

100 

4 

17 85 

630 

7 

100 

5 

21 81 

770 

7 

100 

6 

28 58 

1010 

7 

100 

7 

35 69 

1260 

7 

100 

8 

46 03 

1625 

7 

100 

9 

73 66 

2600 

7 

100 


Above air compressors can also be supplied for 
higher working pressures 
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Politics from the Balcony 


THE detonations from the Rajiv Zail 
denates, the Fair lax deal V P Singh’s 
resignation the Bofors scandal were no more 
than taint vibrations tor the parents of the 
two year old girl who was raped by a 
neighbour in a Delhi jhuggi, the Harijan sur 
vivors of a massacre by landlords in Bihar 
villages, the tribal women who were tortured 
by a real estate agent in Raigad district of 
Maharashtra—all victims of happenings 
that were taking place at about the same 
time as the political controversies and scan 
dais that were rocking parliament In parts 
of Gujarat and Uttar Pradesh again, on the 
same days, it was the same invisible; ordinary 
masses who were lashed by their fanatic 
religious leaders into a frenzy of communal 
hatred that led them to devour one another 
like carnivorous plants m a primitive jungle 
Reading the newspapers and listening to 
endless speculations, one feels like watching 
a play enacted on a stage split into two 
levels—the balcony and the streets At the 
top are the politicians playing palace in¬ 
trigues, bent on testing their ideas, ambitions 
and apprehensions in the laboratory of state 
and parliament And down below in the 
streets is the common man torn between his 
sense of dignity which is fast receding into 
the background and all that is hideous 


inside him which is coming to ihe fore— 
shoddy sell-interest, the easy hatred that any 
tub thumpei can arouse, Ihe cowardice of 
the led 

The actors on the peak of Delhi politics 
are still uncertain about the next cues tor 
their respective roles Rajiv Gandhi two years 
ago began with a flurry of ambitious 
political and economic moves which swayed 
tor some time sections of the liberal 
intelligentsia and neutralised the opposition 
But the wonderful unanimity that banded 
in dose phalanx the Congrcss(l) politicians, 
gangsters, smugglers swindlers, landlords 
and industrialists, is breaking down today 
There is a growing disillusionment with the 
centre of the consensus—Rajiv Gandhi The 
unhealing wounds of Punjab, the poll 
defeats in West Bengal and Kerala, the pro 
liferation of fighting factions within the 
Congress(i) in every state the alienation of 
senior party leaders and bureaucrats through 
the fretful reshuffles and transfers—all bear 
testimony to a neophyte's failure to cope with 
the problems left to him as a legacy by his 
mother The initial swagger, fed by the Doon 
School cronies and the young commercial 
house executives who promised to bring 
about the 21st century m a jiffy, is now giv 
ing way to the delirium of a politically sick 


svsiem which cm no mote be cured by con 
stitmtonal nostrums imported from 
Westminster than our economic illness by 
spare pans or suptr computers from the US 
or ihe USSR 

The action in the balconv is a parody ol 
the classical thtitre whert the nemesis 
always overtakes ihe hubris Every Juuxpaus 
made b> (he prime minister becomes a 
weapon in ihe hands of those whom he had 
humiliated in the past Bent on cutting him 
down (o si/e, they are bringing out into the 
open well conctaled secrets with veiled 
threats ot r iking up cases oftnalpractices 
which involve not only Rajiv, but his mother 
also I his has unleashed a sinister game of 
mutual blackmailing As the well nourished 
apple cart built up all these years bv his 
family and cronies i threatened with col 
lapse, Rajiv Gandhi and his numerous in 
telligence agencies arc tapping their vast 
reservoir of haired and fantasy despair ind 
failures lo synthesise their actions into one 
basic concept— thai whoever opposes Rajiv 
is a part of a foreign plot to destabilise India 
This simplifies the need for explaining and 
overcoming the national fiascos and the 
crisis within the partv It is expected to main 
tain the continuity of the status quo, and 
justify the repression that might be necessary 
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to suppress any future resistance 
It is again a play back along the familiar 
grooves of the disc cut by Indira Qandhi In 
her days too, the orchestral introduction of 
‘Ganbi Hatao’ and populism was followed 
by the sombre notes of warnings of a 
‘foreign hand' It eventually progressed 
towards the crescendo of widespread inquisi¬ 
tion and repression of the emergency days 
Are we now listening to the intermezzo, 
marked by short and swift passages, where 
conspiratorial whispers alternate with false 
and strident notes’’ When will they spill over 
the balcony to end up in the monstrous for 
tissimo of the finale’’ 

Through all the three stages—the euphoric 
period of pledges and hopes, the next se¬ 
quence of failure to fulfil them, and the final 
phase of attempts to overcome the all-round 
crisis of disillusionment—the rulers at the 
centre have responded in a monotonously 
predictable manner, borrowing the same 
populist slogans mixing nationalism with 
socialism, seeking the same scapegoat m 
some foreign powers, and taking up the same 
weapons of witch hunting and persecution 
Skulduggery m the Indian ruling circles has 
ceased to be innovative 
Among the opposition who occupy the 
other corner of the balcony, the leftists may 
soon find themselves reduced to the position 
of reluctant allies of a discredited ruling 
party, if they still continue to hem and haw 
The CPI and CPI(M) leaders who may 
otherwise be far removed from the mood of 
the Indian masses, have one thing in com¬ 
mon with them—their superstitious belie 
in charms and incantations The single 
charm with which the centre can always hyp¬ 
notise the communists, consists of two words 
‘Right Reaction’ and Rajiv Gandhi has been 
quick enough to make use of it in his latest 
campaign against the opposition As ex¬ 
pected, the communists have been taken in 
by the bogey—as they were in 1975-76 when 
they were driven into the arms of Indira 
Gandhi who they discovered was the only 
leader to save the country from ‘Right Reac¬ 
tion', and again m 1979 when they ganged 
up against the Janata government, which in 
their eyes symbolised the archetype of ‘Right 
Reaction' to pave the way for Indira Gandhi's 
return to power Today something of the 
same sort seems to be under way They are 
already in half a mind as to whether to op¬ 
pose or support the beleaguered prime 
minister While still lending voice to the 
opposition denunciation of corruption and 
demand for inquiries into the scandals, they 
are at the same time adding the proviso "but 
the threat of ‘destabilisation' by foreign 
powers of which Rajiv warns us, is real" 
While promising to lead movements against 
the centre at the New Delhi conclave of non- 
Congressfl) chief ministers Jyoti Basu adds 
the nder “but there cannot be any alter¬ 
native to Rajiv Gandhi" Soon after, on 
April 30, the CPI and CPI(M) issue a joint 
statement—a rather rare occurrence, given 


the mud slinging that goes on between the 
two—warning that if the president dismissed 
the prime minister it would amount to a 
‘coup’ Rajiv Gandhi picks up the term— 
another welcome jargon in his hate cam¬ 
paign—and tells a rally in Kerala the next 
day (at which the CPI(M) chief minister 
E K Nayanar is present) that a section of the 
press is attempting to “stage a coup against 
the elected government” (shades of Indira 
Gandhi’s diatribes against the press on the 
eve of the emergency) It is surely not ac¬ 
cidental that the West Bengal Pradesh Con- 
gress(I) chief Pnya Ranjan Das Munshi 
swoops down upon the CPI-CPI(M) state¬ 
ment to hold it up as an instance of “Left 
and democratic forces always standing by the 
Congress(I) at times of national crisis” 
Right from the Nehru days—1962 to be 
precise—the ruling powers had known that 
the best and the last resort to immobilise an 
intransigent parliamentary opposition at 
times ot domestic crisis is to play up the 
‘foreign threat’ The policy of dilly-dallying 
in resolving the border dispute with China 
and in settling outstanding problems with 
Pakistan—New Delhi has not yet come up 
with any satisfactory justification as to why 
it refuses to sign a No-War Pact with 
Pakistan, even as a gesture of goodwill— 
lend credence to the suspicion that these 
unsettled disputes are necessary for the 
Indian ruling powers to rake them up at con 
venient moments to create a war-psychosis 
that could rally the opposition parties 
behind the central ruling party to bail it out 
from a domestic crisis It is not a coincidence 
that in April when the scandals were break 
ing out, one following fast on the heels of 
the other, defence ministry officials chose 
to plant a story in a leading national daily 
stating that the Chinese were about to attack 
India in the summer of this year 
But what amazes those who still nurse il 
lusions about the communist principle of 
fighting against national chauvinism and 
jingoism is how CPI and CPI(M) politicians 
get swept off their feet by Rajiv Gandhi’s 
rhetoric about an impending foreign aggres 
sion, which can make them take the posi 
tion of ‘my country, right or wrong’ Do they 
seriously believe that a truncated Pakistan, 
‘destabilised’ as it is by domestic conflicts, 
with whatever promises of aid that it might 
have from the US or China (which never 
materialised during the 1971 war), is about 
to take on India which is still militarily 
superior to Pakistan? Even if it ventures 
on such a course, will Washington and 
Moscow—who are the military mentors 
respectively of Pakistan and India—allow it 
to continue? And then from a purely 
ideological point of view, why must com¬ 
munists identify themselves with a dis¬ 
reputable government (which according to 
their own reading represents the Indian 
bourgeoisie and landlords) in a war which 
can be turned off and on lik? a tap to suit 
the particular interests of the ruling party 


as well as those of the superpowers who are 
always there to use India and Pakistan as 
proxies m their ongoing disputes? 

One can share the communist apprehen¬ 
sions about the other components of the 
opposition—the various casteist, communal, 
and regional groups who offer fundamen¬ 
talist nostrums which breed more vermins 
in a festering society—or their misgivings 
about the Gandhian-soctahst mixed lot Who 
remain divided by their personal leadership 
conflicts and bogged down in their pathetic 
attempts to reconcile old Congress loyalties 
with socialist goals Experiments in building 
up a national alternative with this pot- 
pourrie during the Janata regime ended in 
a fiasco which produced a national cynicism 
that still seems to prevail over hopes for a 
national alternative in New Delhi But surely, 
such frustration should not be an excuse for 
the communists to seek the apron strings of 
the Congressfl) and justify their retreat with 
the lame, pseudo-ideological gibberish about 
threats from ‘Right Reaction’ and ‘foreign 
destabilising forces’? 

Or, is it an expediency born out of the 
desire to protect their governments i West 
Bengal, Tripura and Kerala, they being the 
only opposition to hold sway over the elec 
toraie in three states? But here again, one 
should remember, their voters elected them 
on the basis of the slogans and promises that 
the communist leaders announced on the 
streets—the pledges of an uncompromising 
struggle against the centre, the curses laid 
upon a Congressfl) which was accused of 
fomenting communalism, casteism, lingui¬ 
stic dissensions (all the symptoms which nor¬ 
mally should be associated with ‘Right Reac 
)ion’ and yet neither the CPI nor the CPI(M) 
dared to brand the Congressfl) with that 
term) It seems that when the Indian com¬ 
munists move from the specific to the 
general, from the regional to the national, 
tljeir resolve weakens Once having come to 
governmental positions in the states, the 
primary communist concern now appears to 
be to reassure the centre of their loyalty, to 
be able to hold on to those positions 
Politicking in the balcony therefore is more 
important right now than the streets, which 
can be ignored for the next five years The 
concerns of the balcony after all are at odds 
with those of the streets' 

In the streets, in the plains below the 
balcony, life goes on plodding along the 
thorny path-of everyday routine The boom 
of the Green Revolution declaimed from the 
balcony never trickles down to the other half 
of the population who live below the poverty 
line, and are too feeble either to be inspired 
by the statistics of our industrial growth, or 
be petnfied*by news of ‘foreign plots to 
destabilise the country’ Betrayed by their 
leaders in their hopes for a better order of 
things, they retreat into their narrow little 
hideouts of casteism and religious loyalties 
The only street battles we witness are not 
being fought across class barricades, but ate 
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those of humble, meek, sweaty people strug 
gling for foothold m crowded buses, fighting 
among themselves for a place in queues 
before public water taps, ousting each other 
from tiny plots of land, who can be suddenly 
whipped up by rabble rousers (the next 
generation of leaders of the balcony) to 
turn these petty squabbles ol theirs into 
communal homicide 
The few in the streets who fight for the 
common man’s dignity, who try to overcome 
the dissensions among the masses and rally 
them against the ruling powers are too scat 
tered to emerge as a unifying force In Bihar, 
they mobilise the dispossessed tnbals against 
governmental encroachment on forests, in 
Rajasthan they organise the famine stricken 
peasants to demand minimum wages and 
stop forced sterilisation of tribal women, in 
West Bengal they bring together citizens to 
oust local gangsters and drug peddlars But 
in the absence of organised support from the 
established national opposition parties, their 
attempts remain isolated islands and easy 
targets for the concentrated repression of the 
state The parliamentary left has by and large 
kept itself out from these small battles being 
fought on alternative lines in the streets - 
the lone exetpuon being the CPI s active pai 


AFTER the various exits, forced or volun 
tary, in the more recent period, our gracious 
union cabinet is left with fifteen members 
hailing from nine of the nation’s twenty five 
states Of these fifteen, four come from 
just one state, naturally Uttar Pradesh 
Somewhat of a surprise, three are from 
Andhra Pradesh, two of these three could 
not however get elected from the state, and 
had to be sent to Parliament from elsewhere 
TVvo are from Punjab, one of them elected 
from Rajasthan The other six, an assorted 
lot, are from Jammu and Kashmir, Haryana, 
Karnataka, Madhya Pradesh, Maharashtra 
and the union territory of Delhi 
True, amongst ministers of state, there is 
a fair sprinkle from some of the other states 
It is still not quite the same thing The 
government of India, as n is now con 
stituted, is a lopsided entity Major parts of 
the Country are not really represented in it, 
and yet it is this government which takes the 
most crucial decisions affecting the lives and 
limbs of people settled in the different parts 
But is this not just a pre view of coming 
developments 7 Even if the convulsions of 
this spring and summer do not lead to major 
upheavals and the Congress party succeeds 
in keeping its parliamentary majority, its in¬ 
fluence over the country’s south, east and 
north-east seems to be gone for good Along 
the western seaboard too, its prospects do 
not look much brighter It is therefore en 
tirely plausible that while the Congress 
would wui an overwhelming majority of Lok 


ticipation in the difficult struggle, led by dif 
ferent independent leftist groups and 
intellectuals, against the terrorism of 
Khahstam fundamentalists, but in such a 
struggle again any co-operation with, or 
dependence on the state's police force car¬ 
ries the risk of being party to indiscriminate 
police persecution of innocent youth in the 
Punjab village , which again underlines the 
need for building up an alternative task 
lorcc independent of the state. 

Embroiled in the esoteric and pedantic 
disputes in the balcony, the left is yet to come 
up with a totalising critique of the Indian 
state (instead of inhabiting the halfway 
house of shaimg the centre's foreign interests 
and opposing its domestic policy) and to 
develop a comprehensive vision that would 
link the vital concerns of the streets, with 
an alternative national strategy flexible 
enough to accommodate the varying levels 
of India's uneven economic, social and 
political structure The left can come down 
to the streets, ally itself with the small groups 
who through their struggles are groping 
towards such i strategy and trv to build up 
an alternative from the grassroots, instead 
of bemoaning (he absence of an alternative 
leader or party in the balcony 


Sabha seats m the northern and central states 
in the next round of elections, in the rest of 
the country it would have only a token 
presence The majority of the states could 
go out of its control Nonetheless, in view 
of its clout in states like Uttar Pradesh and 
Madhya Pradesh, it might continue to enjoy 
some sort of a majority in the Lok Sabha 
and thus form the next government That 
government would however be awfully lack¬ 
ing in regional balance Going by the data 
yielded by the 1981 census, only around 52 
per cent of the linguistic and cultural entities 
constituting this nation are at the moment 
represented in the union cabinet This pro 
portion could go down to 40 per cent, or 
even less, by the time the next government 
is assembled 

In any epoch, the ideas of the ruling class 
are the ruling ideas Any thought, or expres 
sion of thought, in the above vein may well 
be regarded by this class as part of a con 
spiracy of destabilisation But not to discuss 
the implications of the possibility described, 
and not to prepare the nation against its con¬ 
sequence, might itself speed up the process 
of destabilisation When the nation is a 
polyglot, a bland numerical majority in 
parliament means little In Canada, 
members of parliament representing the 
other seven provinces can, in terms of 
numbers, simply swamp those from Quebec. 
They, for dear life, refrain from doing so 
A part, that country’s arrangements say, is 
equal to the whole The nation’s parliament 


has recently re-affirmed the basic understan¬ 
ding no constitutional change is permissi¬ 
ble unless each province agrees to its enact¬ 
ment Such provisions have been put in with 
care, for without them the nation would not 
have stayed together None constituting the 
nation, it was agreed in Canada, must feel 
apprehensive that its personality would be 
trampled upon because it was a minuscule 
minority, the constitution itself was called 
upon to provide the necessary safeguards 
against the possibility of any structural 
disequilibrium 

In our country, we could in fact be fast 
approaching such a state of disequilibrium 
The popular base of the national govern¬ 
ment may well shrink m the next election, 
even if it does not, tlus base may be concen¬ 
trated in only some parts of the country At 
the same time, the government could be 
unable to get away from the fixation that 
national security and well-being are uniquely 
correlated with greater centralisation of 
power and resources This could set up an 
awkward anomaly many parts of the nation 
would be without representation in the 
national government which however would 
play an increasingly larger role in their lives 
It would be a genuine process of imposition 
without representation Once this process 
passes beyond a particulai point, something 
might snap, with quite unpredictable 
consequences 

Nothing of substance has snapped till 
now There have been little local difficulties 
in the north east Punjab of course con¬ 
tinues to prove intractable, but it has been 
the convention to consider it as sui generis 
Electoral reverses suffered by the party ruling 
at the centre in several parts of the country 
have been laid at the door of the incom¬ 
petence of party functionaries at the local 
level Since no major insurrection has really 
rudely intruded into the tranquillity of the 
polity, the temptation to generalise; and con¬ 
clude that tranquillity is unlikely to be 
disturbed in the future either remains strong 
No drastic surgery—or even any non-drastic 
one—is being contemplated, the system, it 
has been assumed, can be carried on m the 
manner it has till now been carried on, only 
conspiracy, and not any organic deficiency, 
can harm the polity 

The centralisation of the system has 
therefore proceeded with a vengeance. With 
each electoral debacle in the states, the uige 
has grown to concentrate powers further, as 
if those who came to power in the states after 
defeating the Congress party were not trust¬ 
worthy enough, the very fact that they 
defeated the Congress party has been taken 
as evidence of their treasonous intent, 
national interests demanded, so the syllogism 
has run, that power and financial resources 
be withdrawn from these elements and 
placed with the centre Even Congressmen 
holding the reins of administration in the 
states have been affected by the decision, 
but that problem has been considered as 
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amenable to sepaiatc solution 
With such logic as king, disaffection has 
giown in ihc polity Mote and more suits 
') ivt tended to slip out of the Congress 
party’s grip Quantity, in obedience to one 
of the fundamental laws of nature, shades 
oil into quality Disaffection need not 
choose to stay as disaffection for an mdeter 
minatc length of time, it may turn into a 
category of barefaced rebellion and one 
thing could lead to another If a situation 
arises where two-thirds of the country do not 
have any proper rcpicsentation in the 
national government the provocation to 
flout the system could be great, a stray 
episode may then lead off a train of cata 
clysimc events 1 he cynical ones, who bank 
on the country’s celebrated inertia to save 
it from dissolution, may be proved wrong 
on just one occasion And that one oeca 
sion could be the crucial one 
Such a prospect did not detain those who 
drafted our constitution therefore no pro 
visions were written into it to thwart the 
possibility And that is not the whole story 
either When the Constituent Assembly eon 
\ened forty yeais ago the intent in the begin 
nmg was still to draft a chaiter ot federalism 
By the time the chore was completed though, 
it was a lovely unitary constitution, with lew 
hatches through which to escape to the 
yonder blue federal sky Once the Muslim 
League and Pakistan were out ol the way 
the Congress leaders themselves were 
perhaps no longer keen on stressing the 
devolutionaiy features ot a federal system 
The non political constitutional experts, 
and bureaucrats who advised them, were 
certainly much tess so The political leaders 
at least were aware of the history of the 
freedom struggle and pledges made in the 
past to usher in a federal arcadia But they, 
the whole lot of them, Jawaharlal Nehru not 
excluding abdicated their responsibilities to 
the jurists and experts The American con 
solution was drafted by active combatants 
in the war ot independence against the 
British The constitution of the Soviet Union 
was drafted bv the leaders of the October 
Revolution True to their feudal tradition, 
our leaders considered it trtfra dig to involve 
themselves in the hack work of writing the 
constitution, they left the task to the lawyers 
and civil servants who had, only a while ago, 
been serving the British with utmost loyalty 
Please dip into (he recoids, and take a look 
at the composition of the Drafting Commit¬ 
tee which wrote the constitution the likes of 
Narasingha Raus and AJIadi Knshnaswamy 
Ayyars dominated that committee. They did 
not have the feel of history in their veins, 
nor did they have the vision to project the 
shape ot things a few decades into the future. 
They were waylaid by the optical illusion 
which the ambience of New Delhi in the 
fading 1940s created The result was a con¬ 
stitution which broke all the pledges made 
by the movement to the nation 


The structural disequilibrium we arc 
about to encounter is the legacy of what 
took place four decades ago For a change, 
the hyperbole has to be taken seriously India 
without question is perilously close to 
destabilisation The government in New 
Delhi, with its poverty of talent, with which 


goes a unique poverty of imagination, top 
ped up by a hauteur beyond description, is 
doing its best to do the nation m Why 
bother about external forces 7 Our built in 
dcsiabihsers should on their own be able to 
do a good, clean demolition job, no help 
wanted 


Steel in Doldrums 


VIRTUALLY every sector of the economy 
depends directly or indirectly on steel and 
hence the steel industry should be of prime 
importance to the national economy And 
yet, the Indian steel industry has been 
languishing since the mid-sixties when quasi 
stagnation struck root in Indian industry 
The annual average growth rate of targeted 
capacity of ingot steel and finished steel bet¬ 
ween 1965-66 and 1984 85 is 3 per cent and 
3 5 per cent respectively The annual average 
growth rate of actual production of ingot 
steel and finished steel between 1965-66 and 
1984-85 is 2 4 per cent and 3 5 per cent 
respectively The giowth rates of targeted 
capacity and actual production have been 
fairly low with actual production lagging 
considerably behind targeted capacity and 
targeted production since the mid-sixties 
Thus targeted production of the Third Plan 
(1965-66) was achieved only in the Filth Plan 
(1978 79) while the targeted production for 
ingot steel of the Fourth Plan (1973-74) was 
not achieved even at the end of the Sixth 
Plan (1984-85) 

In the period 1950-65, when infrastructure 
and the basic foundation of industrialisa¬ 
tion were being created, the rate of growth 
of demand for steel was high, at around 10 
per cent per year It was expected that with 
the growth of engineering industries and 
construction, significant quantities of steel 
would be required m the subsequent period 
(i e, after 1965) During the first half of the 
sixties, a number of optimistic forecasts were 
made for steel demand m 1970-71 Thus, the 
National Council of Applied Economic 
Research (NCAER) forecast a demand of 
12 270 million tonnes of finished steel in 
1970-71 A group of the Planning Commis 
sion and M N Dastur and Co, respectively, 
forecast a demand of 10 792 million tonnes 
and 14 214 million tonnes of finished steel 
for the same year The apparent consump¬ 
tion of finished steel has not come up to the 
level of demand forecast by NCAER for 
1970-71 even in 1984-85 The compound 
annual growth rate of apparent steel con¬ 
sumption declined to around 3 per cent in 
the period 1965-80 In the eighties, although 
it was claimed that the Indian economy hdl 
moved on to a higher growth path (with 
average growth rates of 5 per cent per 
annum), the demand for steel paradoxically 
continued to be depressed 

There has been very little rationalisation 
in the use of steel in the country, except for 


the application of cold twisted ribbed steel 
and high tensile plain carbon steel for re 
mforcement of concrete Improvements in 
design and technical progress in the major 
steel consuming engineering industries may 
have lowered steel consumption coefficients 
to some extent, also substitution of steel bv 
othei materials such as aluminium and 
plastics However, there is a tendency to 
overestimate this factor since substitution 
works both ways, i e, from aluminium lo 
steel and from steel to aluminium 

One important factor that has dampened 
the demand for steel is the indirect import 
of steel in the form of machinery and equip 
ment (capital goods) 1 his has to be re 
ckoned with especially since the liberalisa 
tion of imports ot a wide range of capital 
goods 

The steel industrv has high backward 
linkages and hence the self-reliant growth ol 
this industry should provide a massive 
potential stimuli to industrial development 
Given India’s human and material resource 
endowment and a slow rate of technical pro 
gress in ferrous metallurgical engineering 
self-reliant growth was indeed feasible The 
history of the Soviet steel industry shows 
how its self reliant growth provided a 
massive stimuli for the development of a 
heavy mechanical and electrical engineering 
industry While growth of the Soviet steel 
industry during the first five year plan 
(1928-32) was dependent on foreign capital 
equipment and technology, the second five 
year plan envisaged a rapid reduction of 
reliance on imported capital equipment and 
technology The Soviet political leadership 
and planners were faced with the question 
of how to build their iron and steel industry 
Should they build it with imported equip 
ment or should they turn around the 
business in such a way that they themselves 
build the equipment 7 They decided to build 
their own huge machine building plants and 
that turned out to be absolutely the correct 
decision 

In contrast, the Indian steel industry 
started out by importing the majority of its 
technological needs and has continued to 
remain m that condition over time The 
import of technology for the design and 
manufacture of ferrous metallurgical equip¬ 
ment, at Arms such as Heavy Engineering 
Corporation (HEC), did not support local 
technological development Rather, impor¬ 
ted technology only substituted for local 
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technological development 
However, India managed to build up local 
expertise in steel plant engineering Engi¬ 
neering consultants such as M N Dastur and 
Co and MECON acquired the capability to 
formulate detailed project reports, detailed 
plant layouts, technical specifications of 
plant and equipment, project planning, etc, 
but either this expertise was not utilised or 
these firms had to operate as understudies 
of the foreign collaborators This was im 
posed because of ‘tied’ loans provided by 
foreign financing agencies in the mdustria 
lised countries and inept handling of nego¬ 
tiations and bargaining by our local decision 
makers Most of all, our political leadership 
did not favour independent capitalist dtve 
lopment and continued to accept (he existing 
unequal international division of labour 
Plants such as HEC faced a dismal situa 
lion where there was idle capacity on the one 
hand and continuing imports of equipment 
on the other The foreign collaborators 
reaped monopoly profits while their been 
sees, the public sector heavy engineering 
firms, continued to operate with high levels 
of unutilised capacity 
And lastly, despite the low level of demand 
for steel and the existence ol sufficient 
capacity to meet this demand, India imports 
around 1 5 million tonnes of steel per 
annum Besides the usual operational in 
efficiency, long delays in project implemen 
tation and supply side constraints, the plants 
at Bumpur, Durgapur and Rourkela are in 


FROM THE IVORY TOWER 


AMONG the many facets of the economic 
policy of the government of India, the most 
weak kneed and vacillating has doubtless 
been the policy on national health care in 
general, and the drug industry m particular 
Indeed, in no other sector of the Indian 
economy does one see such blatant neglect 
of the national interest, and such abject sur 
render to the high pressure publicity and 
propaganda of transnational corporations, 
as in the policy towards the development of 
the drugs and pharmaceuticals industry in 
India 

Strangely—somewhat understandably— 
the new Drug Policy Statement issued by the 
government on December 18, 1986 has not 
received the national attention or the 
widespread public criticism it deserves 
Understandably, because guns and sub¬ 
marines—and the possible involvement of 
people in high places in the financial and 
foreign exchange escapades of large business 


urgent need of a modermsation/techno- 
logical upgradation While Durgapur and 
Rourkela have been allocated Rs 460 crore 
and Rs 360 crore respectively in the Seventh 
Plan (1985 90), for their modernisation pro 
grammes (itself not at all sufficient to com 
plete the job by 1989 90), Indian Iron Steel 
Co (I1SCO) has been given a mere Rs 52 
crore Indeed the allocation for the public 
sector steel industry in the Seventh Plan is 
Rs 6,420 crore as against a projected require 
ment of around Rs 14,224 crore Durgapur 
was an originally obsolete plant Further, 
there were hardly any improvements in 
corporated in the original installation and 
there was utter neglect of proper and timely 
repair, maintenance and capital replace 
menis Hence, a massive modernisation pro 
gramme has become overdue 11SC O, sucked 
dry b> the Martin Burn group was taken 
over—bailed out in other words -by the 
government in the early seventies However 
the government is still to initiate a long over 
due modernisation and technological up 
gradation progiamine Iht government’s 
reluctance to accord high enough pnoritv to 
the modernisation of the three public sector 
steel plants would mean leaving an nnpor 
tant basic industrv like steel to the plav ot 
market forces which the country can ill 
afford to do On the other hand there may 
be certain political and economic interests 
that stand to gain while the country con 
tinues to import about I 5 million tonmsof 
steel annually 


houses—havt overwhelmingly dominated 
the attention ot both the parliament and the 
people of the country tor quite some time 
The new drug policy statement has, there¬ 
fore, gone generally unnoticed This could 
be a colossal tragedy because the proposed 
drug policy, it not opposed and thrown out, 
could do immense harm to the national in 
teres! It is meet therefore, that all concerned 
people in tht country- and all legislators of 
the country especially—study the drug 
policy statement of December 18, 1986 and 
examine the implications of implementing 
the new policy 

An all India seminar on national drug 
policy was convened in New Delhi as tar 
back as April 1986 The papers submitted 
for the seminar by a number ot doctors, 
specialists and other experts, together with 
the conclusions of the seminar—reflected in 
a resolution adopted at the conclusion of the 
seminar—have been put together in the form 


ol a book jointly by the Delhi Science Forum 
and the Federation of Medical Represen¬ 
tatives Associations of India* The book 
with 23 chapters contains articles written 
mainly by specialist doctors, and deals with 
the vital subjects of the basic problem of 
health care, the diug needs of the Indian 
people and the tacts and the myths relating 
to this problem, the concept of essential 
diugs—defined bv the World Health Orga 
msation and adapted by the Hathi Commit¬ 
tee, among others, for India—the problem 
ol prolifetation of irrational and hazardous 
drugs the status of drugs production, pric¬ 
ing and marketing m India, the problem of 
biand names wv a m generic names for 
essential drugs drug legislation with refer¬ 
ence to self reliance, tht role of transnational 
coiporations then profitability and the 
ethics ol their operations and advertising, 
the extant licensing policies of the govern¬ 
ment ind then impact, and an alternative 
drug policy that would be better suited for 
the country 

1 he evidence tendered by many of the 
authois is so siaitling that one wonders 
whether we do indeed have a Drugs Con 
(roller a diugs legislation calculated to 
piotcct the consume! a drugs policy ealeu 
luted to serve tht nttds ot the country The 
volume in question has cited names of 
numerous turns guilty of gross violation of 
ihc laws ot the land let <.lont any ethical 
code and has illustrated tht manner in 
which the drugs and pharmaceuticals 
industiv in India led bv transnational drug 
companies h ivc thwarted the basic objectives 
ol a national diugs policy The volume is 
woithy ol study bv all those who are in¬ 
terested m htalth care lor the people and m 
the healthy growth ol the drugs industry in 
India In wh u follows we would essentially 
be reproducing evidence given in the volume 
under reference, which has not been con 
tested even bv tht Oiganisation of Pharma¬ 
ceutical Producers of India (OPP1)—the 
mouthpiece ot tiansnational drug com 
panics operating in India 
Not all the recommendations of the 
authors ire of course, practical As 
sometimes happens the critics of any extant 
policy tend to go to the other extreme, they 
tend to forget that wt are not writing on a 
clean slate, their policy prescriptions may be 
consistent and valid but they arc not always 
realistic in the socio political background of 
the country today for we have to contend 
with the realities as they exist, and wc need 
to locus attention on how best we can 
modify and moderate our existing policies 
to achieve the optimum results The ideal is 
often the worst enemy ot the possible good 

* Drug Industry and the Indian People" 
edited by Ainit Sen Gupta, published by the 
Delhi Science I orum and the federation of 
Medical Representatives’ Associations of 
India Paina, December 1986 
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But minor criticism!, of the well-intentioned 
policy prescriptions of the seminar apart, 
what is really significant is the expose in 
several ol the articles—written by experts— 
of the actual policies and acts of the modern 
Indian drugs industry, led by transnational 
corporations, which can only be termed as 
totally unethical Perhaps some aspects of 
the operations of these companies—and the 
consequent implications tor the development 
of the drugs industry in India—deserve to 
be highlighted 

But let us first look at the profitability of 
the transnational drug companies m India, 
which should nail the he to the plaint of the 
OPPI that the Drugs Price Control Order 
(DPCO) of 1979 had recommended irrational 
pricing of drugs in India first, let us see the 
profits made by these companies before the 
DPCO Tor 79 transnational companies, the 
volume under reference gives data on their 
equity in 1975—as taken from the report of 
the Hathi Committee—and their remittances 
ol profits (and royalties where relevant) for 
the subsequent three stars (table 1) 

Since profit remittances may be expected 
to be less than the total profits made, the 
profitability ol these 79 transnational drug 
firms must have been startlingly high, for, 
on the average ovei the three ytars, their 


Tabu I 

(Rupees in lakh) 


Equity in 

Profit Remittances Abroad 

1975 

1976 77 

1977 78 

1978 79 

667 

651 

711 

637 


1 Mill 

2 




(Ruptes in lakh) 


Iquily 

1 manual 

Pre Tax 


m 1971 

Vtar 

Profits 

(1) Hoichsl 

20 

1984 

223 

(2) Pfizer 

2 

1984 

556 

(3) May and 




Baker 

NA 

1984 

40t 

(4) tilaxo 

NA 

1984 

1129 

(5) t Meick 

20 

1981 

185 

(6) Abbolt 

1 

1981 

62 

(7) Eskayct 

NA 

198' 

927 


remittances were 103 per cent of their equity 
base' But what is the position after the 
DPCO’ Data given in the book do not cover 
all the transnational companies, but infor¬ 
mation in regard to seven such companies 
is reproduced below The latest pre-tax pro¬ 
fits of these seven companies—together with 
their equity in 1975—are indicated tn Tkble 2 
Admittedly, the equity base of these com¬ 
panies would have gone up between 1975 
and 1984, particularly after FERA, but the 
above figures ceitatnly belie any claim that 
the DPCO 1979 has been detiimcntal to the 
profitability of transnational drug firms 

How did these transnational firms 
manage to show such piofitability' There 
are some good reasons foi this state of 
affairs The DPCO 1979 tategoriscd all 
drugs into four categories 
Cagegory I Life saving drugs 
Category II Other essential drugs 

c!!lgoJy !v ] 0thcr non csstn,ldl dru « s 

The 1978 Drugs Policy statement gave a list 
of 37 formulations under categories I and 
11, the prices of which were sought to be 
regulated by limiting the mark-up on cost 
to 40 and 55 per cent respectively The result 
the output of these declined by 4 4 per cent 
between 1978 and 1980 The diug industry 
led bv the transnational corporations has 
pushed up the production, promotion and 
usage of non essential pharmaceuticals and 
nutritive supplements 

What is worse, documentary evidence has 
been cited as to the promotion and sale of 
irrational and hazardous drugs as also of 
blatantly exaggerated and medically un 
warranted advertisements For instance, the 
toxicity and possible dangers of ‘enter- 
ovioform’ tablets—indeed, the whole family 
of tablets (like Mexaform) based on 'clio 
quinol—has been known for the past few 
decades It has been proved that this drug 
has serious neurological side effects, these 
products are banned in-developed countries, 
and yet they are easily available in India and 
in other third world countries Indeed, pro¬ 
duction of this group of drugs in India in 
creased from 230 tonnes in 1979-80 to 365 
tonnes in 1982 83 The same goes for 


Tabif 7 


Name of Drug 

Companv 

Country of 
Origin 

Indications for 
which Promoted 

Avil Expectorant 

Hoechst 

FRG 

Cough expectorant 

Novalgm 

Hocchst 

FRO 

Pam killer 

Baralgan 

Hoechst 

FRG 

Ami spasmodic 

Soventol Expectorant 

Boehringer Knoll 

FRG 

Cough expectorant 

Piriton Expectorant 

Glaxo 

UK 

Cough expectorant* 

Penactin 

MSD (Merind) 

USA 

Appetite stimulant 

Oslo Calcium B 12 

Glaxo 

UK 

Growth tonic 

Ganrilon 

S G Chemicals 

Switzerland 

Pain killer 

Sugaunl 

S G Chemicals 

Switzerland 

Anti ihflamatory 

Esgipyrin 

S G Chemicals 

Switzerland 

Anti-inflamatory 
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Novalgm, Analgin, etc, widely used for pain, 
inflammation and fever This drug can cause 
a fatal disorder where production of white 
blood cells in the bone marrow is suppres¬ 
sed These drugs are banned m the west, but 
sales of these drugs were more than Rs 17 
crore in 1983 Anabolic steroids are being 
marketed as body builders, especially for 
children Such drugs can cause innumerable 
compltcanons, and the British National For 
mulatory specifically warns against their use 
as body builders and tonics But these are 
being widely used in growth stimulants and 
general tonics today The combination of 
chloramphenicol—a specific remedy lor 
typhoid—and streptomycin—a remedy for 
tuberculosis— is widely in use for infective 
diarrhoea and baullary dysentery Not only 
would the use of these drugs lead to the 
user's body developing immunity against 
such drugs, they can have serious side effects 
like reduced blood cell production (chloram 
phemcol) and deatness (streptomycin) In 
any case, the t ombmation is irrational, and 
mav in fact prolong the disease by making 
the germs drug resistant A neighbouring 
country—Bangladesh—has banned the 
combination And vet we have any number 
of such combinations, sold as chlorostep, 
streptoparaxm, mtestostrep, enterostrep, 
streptochlor, etc 

There are innumerable such irrational 
(and hazardous) drugs and drug combina 
tions The combination ol pain killers and 
tranquilisers is one such (like proxyvon, 
subhinol, walagesic, etc) The government 
has banned this combination, but the com 
panies arc merrily producing and selling 
these drugs 

Dozens and dozens of these irrational 
drug combinations—many of them banned 
abroad—are being produced and marketed 
by the transnational drug firms According 
to Pankaj Shah, a specialist doctor working 
in the Hindu Rao Hospital, Delhi, between 
1975 and 1984, a total of 508 new chemical 
entities were marketed, and of these only 35 
had “new structure/therapeutic improve¬ 
ment” Of course, many of the wholly Indian 
drug manufacturers are also equally guilty, 
but the point to note is that these drugs are 
not marketed by the transnational com¬ 
panies in their home markets 

The above form of double standards 
adopted by some of the transnational com¬ 
panies would be seen from the short list pro¬ 
duced by Amitabha Guha of drugs whidr 
are not promoted by these companies tn their 
home countries, but marketed in India 
(Ihble 3) 

* 

The point to note is that these—as well as 
most of the formulations increasingly 
marketed by the transnational companies— 
are not even remotely connected with “essen¬ 
tial drugs” and the chug needs of the people, 
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but are meant for an elite urban population, 
which is also being taken for a ride by being 
sold remedies which find no place in the 
pharmacology of the countries of origin of 
the drug firms either because of their 
hazards or because they are therapeutically 
useless 

I ABI I 4 


(Rupeis in (rone) 


Bulk Drugs 1 cumulations 

1976 77 1983 84 I976~7-’ 1983 84 

National 

sector 85 290 406 930 

Transn itional 

sompiniis 63 6S 292 61S 


1 Sill 1 s 


Brand N ime 

t omp uis 

Pllec 

(In Rs pu 

10 i thliis) 

- 

-- 

- 

Idibcnd 

IDPl 

1 79 

Vlcbenda/olc 

Biddle 



Salver 

2 13 

Meba/olc 

Toiiciii 

3 60 

Mebt \ 

C ipla 

4 88 

Bcsantin 

Khaiuku il 

S 06 

Emamlial 

M VI 1 ibs 

S 29 

Wormm 

( adil i 

V 31 

fcben 

Gulic 

S SO 


1 sill 1 6 

Companv 

Product 

Salt in I9h4 




is Per Ccnl 



ot Toial Sales 

Pfizer 

UccosulCs ‘ 
Proonex j 

\ 

32 6 

Hoechsl 

Baralgan ) 
Novalgin j 

► 

36 4 

Parke Davis 

Benadrvl 


27 ’ 

S G Chemicals 

Phenyl and 
Oxy 


[ 23 0 


Phcnbuta/oni 


Gp 

J 


Franco India 

Dexorangi 


S4 0 


Turn 7 


Sale 

Per C ent of 


(Rs Crore) 

Market 

Antibiotics 



(Unhiding irrational 
Combinations) 

249 

21 2 

Vitamins, tonics, etc 
Cough and cold 

188 

16 0 

preparations 

55 

47 

Antiparasites 

47 

40 

Analgesics 

44 

3 8 

Antacids 

38 

3 6 

Anti TB drugs 

30 

2 5 

Enzymes 

25 

21 

Sex hormones 

24 

20 


This is one of the many ways m which the 
transnational drug firms have been increas¬ 
ing their profits What is particularly objec 
uonable is that drugs banned in the home 
countries of these firms are being merrily 
produced and marketed through higl 
pressure salesmanship in India 

One has only to see the priorities of these 
transnational drug firms Compare the pro 
duction of bulk drugs and of formulations 
by Indian drug companies (including the 
public sector companies) and the trans 
national companies (Table 4) What the 
transnational companies have been doing is 
to import the basic ingredients and merely 
formulate them m India The problem of 
transfer pricing in this connection is too well 
known to be elaborated heic 

One is also aware of how the transnational 
drug firms aie now marketing excessive 
doses of vitamins, stimulants el al which an 
clearly not eipable ot being absorbed into 
the human body lor instance, Vitaman C 
it is stated in medical journals can be 
absorbed upto 30 mg per day by a normal 
human being bin the tablets available arc 
tor 500 mg each and the recommended 
dosage is three a dav' 

I hen thtre is the problem ot brand names 
versus generic names The UK Health 
Services docs not permit the use ot any 
brand names for the drugs to be used in lhat 
country Italy does not even recognise anv 
patents on drugs Under the Indian Patent 
Act ol 1970, the patents for drugs arc 
restricted to processes and not products But 
now the government has set up an inter 
ministerial committee which has sent out 
draft proposals which virtually scrap the 
1970 Act and seek to restore the provisions 
of the repealed Patent Act of 1911 

Let us sec but one example of how high 
pressure salesmanship leads to widely diver 
gent prices ol ihe same basic drug, ‘meben 
dazolc’ which is used to treat helmmthric 
infection—a lesult of ‘brand names’, with 
high pressure salesmanship and advertise 
ments claiming the superiority of each com 
pany s brand (Table 5) 

Table 6 would help to illustrate how most 
of the transnational firms specialise in the 
production of such highly profitable tonics, 
vitamins and similar ‘non essential' prepara¬ 
tions, to the neglect ot essential drugs Even 
including the public sector firms like IDPL— 
which concentrate on essential drugs--the 
percentage share of different group of drugs 
has been heavily weighted in favour of 
relatively unimportant drugs, as the propor¬ 
tions of different types of drugs marketed 
in India would indicate (Ihble 7) 

The importance attached to the produc¬ 
tion of vital drugs is seen from the fact that 
Pfizer with a licensed capacity of 110 tonnes 


per annum each for PAS and its salts and 
Protmex produced 8 5 tonnes of the former 
and 279 3 tonnes of the latter in 1984 The 
same goes for other transnational—as well 
as many national—drug companies in regard 
to the production of essential drugs 

Quite apart from the above—and many 
other— tactics adopted by these firms, they 
have also been cheerfully disregarding 
governmental puce control orders by going 
to court and obtaining stay orders on some 
pretext or the other Tkble 8 would illustrate 
how with the help of court injunctions, these 
companies have managed to bypass all at¬ 
tempts to regulate their activity Indeed, in 
one particular instance, a transnational firm 
which was selling a drug for Rs 20,000 per 
kg was directed by government, alter depart 
mental enquiries, lo sell it for Rs 1,800 per 
kg as per the Drug Price Control Order The 
firm was prepared to sell the drug for 
Rs 2 200 per kg bui the health ministry 
stood firm in regard to Ihe price, and the 
firm went to court got a stay order and has 
continued to sell the drug at Rs 20,000 per 
kg (and not Rs 2 200 which it had offered 
to do) undei the court injunction (This 
has been disclosed by none other than 
V R Krishna Iyer ictired judge ot the 
Supreme Court ot India) 

One could go on endlessly But our objec¬ 
ts e here is not to denigrate either the 
transnational firms in general or any in¬ 
dividual company in particular The trans 
national companies are functioning m India 
not oul of love for ihe people in this coun¬ 
try but with the intention of maximising 
their profits What the above discussion 
highlights is the futility and the failure of 
the Indian government's drug policy, and its 
total abjcci surrender to the propaganda 
ploy of the OPP1, the mouthpiece of the 
transnational drug units The latter are here 
to make money They may be allowed to do 
so within reason, as long as (hey subserve 
India's national interests m the process 

What should be the basics of a rational 
health policy tor Ind'a 7 It is a long story but 
it is worth summarising briefly in the pre¬ 
sent context Basically, of course, preventive 
health care is the first policy objective This 
call' for better nutrition, sanitary environ 
ment, sale dunking water et al These are 
all approved objectives of policy in our 
successive plans, but somewhere down the 
line, our plan appears to have receded m im¬ 
portance in the policy framework of the 
government of India We need a corrective 
to this dangerous trend One could write 
volumes on this issue, but this is not the 
occasion foi it 

As lai as drug policy is concerned, what 
are the major diseases common to the people 
of this country’ They are malaria, tuber 
culosis, leprosy, filana, enteric fever, 
dysentery and gastro-ententis, worm infec 
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tion (in children) There are many others, but 
most diseases in India, talcing the heaviest 
toll of life and health, have been mdicaftd 
above 

But the remedies for these diseases are not 
given primacy For example, wi need some 
10 million doses ot polio vaccines annually 
but the production is about 5 per cent ot the 
requirement This is just one example It is 
as a result of this situation that the Hathi 
Committee (m 1975) formulated a list of 
essential drugs The Hathi Committee 
recommendations were so diluted by the 
government that they wererendtred ineftei 
tive, and even those that were sought to be 
implemented have as wc have seen been 
flouted with impumtv Asartsult essential 
drugs as delined by the Hathi Committee 
constituted only 16 8 per eeill ot the total 
drugs consumed in the country in 1980 fhe 
industry has pushed up production promo 
tion and usage ot non essential phaimaeeu 
Heals and nutritive supplements Nutritive 
deficiency ansmg out of poverty and 
ignorance is sought to be coi reeled bv costly 
pre digested protein food, anabolic steioids, 
iron, haemoglobin glycerophosphates, 
calcium, vitamins and malt tomes I his in 
solves a waste of the limited financial 
resources ot an already impoverished people 
for purchase ot drugs which are eithei 
useless or only marginally useful 
The 1978 Drug Policy though inadequate 
had many commendable provisions Un 
fortunately they were never implemented lo 
cite only four of the many pi ov is ions ot the 
policy (a) of the total turnover of each 
manufacturer, at Itast 20 per cent must be 
made up by essential drugs, (b) tor those 
engaged in manufacture from imported raw 
materials and penultimates manufacture 
from the basic stagt shall be ensured in two 
years, (c) there should be a profitability eeil 
ing of 12 14 per cent post tax on individual 
manufacturers and (d) a certain percentage 
of turnover should be spent on R and D 
Not only has none of the above trans 
pired, the new drug policy statement issued 
by the government on December 18 1986— 
following upon intensive lobbying and 
propaganda by the OPPI, (representing the 
transnational drug firms—goes entirely in 
the other direction The government ihsw 
proposes merely to liberalise the licensing 
policy for drug manufacturers' Also, the 


mark up allowed on categories 1 and II is 
to be increased to 75 per cent and 100 per 
cent respectively The criterion of limiting 
the over all profitability of these units to 
12 14 per cent post tax—which is high bv any 
standard—is given a complete go by 

T he price conttolled drugs would obvious 
Iv be essential drugs, and their prices are 
likely- after the higher mark up allowed—to 
go up by between 50 and 200 per cent Even 
so the transnational companies are to be 
under no compulsion to either produce such 
drugs (to the tune of 20 pei cent of their total 
pioduction) or to indigcntse whatever they 
produce The drug industiy is to provide a 
reallv happy hunting giound for the trans 
national companies, in spite ot then ex 
trcmcly pool record 

Is ibis abject surrendci to tins seetoi 
necessary 7 Whit lias impelled the govern 
mtnt to quictlv scuttle the announced drug 
policy of 1978’ Would the transnational cor 
portions tunc tion better in an atmosphere 
of untrammelled lice enteiprise 7 Are such 
concessions allowed lo am other sector ot 
the Indian economy 7 

What arc the most immediate needs of the 
revised dings policy in the above back 
ground 7 Tirst and foremost instead of 
liberalising we need to tighten it up ind t 
ntoree the WS policy guidelines the 
requirement to produce a minimum quan- 
Htv ot bulk drugs the requirement to 
indiguiisc these appear to have been given 
the go by There is need for tnforcmg strut 
t o nipt tarn e of ihc policy approved and 
widclv advutiscd as tar back as 1978 

Secondly there is need for legislation to 
give the authorities adequate power to 
penalise violations The DPCO 1979 has 
been ineffective for a number of reasons 
its price control mechanism has been 
rendered ineffective because of court injunc 
lions the violations of industrial licensing 
conditions have gone unquestioned because 
the I (D and R) Act has no teeth There is 
need tor legislation to get over these lacunae 
The laws of the land must be respected, and 
the transnational firms lhat do not wish to 
adhere 10 our laws are free to pack up and 
go home There was a time when IBM and 
Cota Cola chose to do so after the mtrodue 
tion ot ffcRA and the country has certain 
Iv not collapsed as a result of their action 
The government must be firm, the laws of 


I VHl 1 H 


Product 

Pack 

Piisis Hull In 
Government 

Pruis Bung 

C ha i gul 

Pireemage 

Excess 

Pfizer 

Becosules 

20s 

6 n 

8 85 

44 4 

Proliant 

Warm r Hindustan 

115 gm 

10 *56 

13 17 

16 6 

NtHrilil Liq 

750 ml 

15 08 

27 68 

816 

Weterbury's ionic 

Glaxo 

250 ml 

5 71 

9 95 

74 2 

Glucon D 

400 gm 

7 12 

14 46 

1010 


the land must be respected by all who wish 
to stay m this land 

Thirdly, government qua government is 
not the best agency to decide on the details 
of drug effects, and of the latrica! effects of 
different drugs Hence, there is need for a 
National Pharmaceutical Authority which 
would lay down a code to be followed and 
indicate (a) the priorities in regard to bulk 
drug production and formulations thereof, 
with specific reference lo the needs of this 
country, (b) the irrational combinations of 
drugs which are to be banned—incidentally, 
Bangladesh has a very long list of such 
banned diug combinations— because of the 
health hazaids implicit in their use, (e) the 
types ol useless or irrelevant drugs which 
should be done away with, (d) the types ot 
advert! emails, exaggerations or sometimes 
downught falsehoods, which are to be 
disallowed and penalised, (c) the dangerous 
drugs, the use ot which should be strictly 
limited and used under medical supervision 
and finally, (f) lay down a new manufac 
luring maiketing code for drugs and 
pharmaceuticals 

Fourthlv the government should strictly 
enforce the 1970 Patents Act, and not seek 
to dilute or resand it Brand namts are the 
easiest way ol cheating the lay public As 
indicated eaiher Italy does not respect 
patents in the matter ot drugs The UK docs 
not permit the use of biand names—and 
allows only geneiie chemical names to be 
used—for drugs used under the National 
Health Scheme 5Ve can at least pursue our 
own extant Patents Act which lies dormant 
and unused 

Finally, there is need tor vastly increased 
R and D effort in the field of pharma 
ceutieals The l avrai Kumar Committee had 
found, in 1979, that the drug industry used 
a pitifully insignificant amount for research 
Things are not much different today Since 
the fums would not spend money for 
R and D, there is a case for a special levy 
on their profitability, so that our existing 
institutions—like the Central Drugs Re¬ 
search Institute—can be strengthened, given 
adequate funds, and encouraged to under¬ 
take basic research, while the public sector 
units like the IDPL should also be induced 
to strengthen their R and D efforts 
These are the minimum changes that are 
necessary today The volume under reference 
goes to much greater detail, and has made 
many excellent recommendations But we 
need not ask for the moon The country 
would be greatly benefited if the government 
would envince greater sensitivity to the basic 
needs of the people, in terms of both better 
preventive care and a sounder policy in 
regard to the development of the drugs and 
pharmaceuticals industry 
But the December 18, 1986 policy state 
ment of the government sounds like a state 
ment emanating from a banana republic, 
in the clutches of a few multinational 
operators 
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NEW DELHI 


Congress Working Committee Disowns 
Government’s Economic Policy 


BM 


THE ruling party attempted to turn an 
extraordinary somersault by its resolution 
on what it chose to condemn with charac 
tcristic cynicism as the “grand design of 
destabilisation" of “external forces hostile 
to India" which, it proclaimed with equal 
ly cynical self-righteousness, were "in¬ 
extricably linked wiih internal forces ot 
political and economic subversion” It 
rested its case on “the events of the last 
six weeks" (the resolution was adopted on 
April 18) This presumably means that the 
beating the ruling party, with the prime 
minister as its star campaigner received 
in the West Bengal and Kerala assembly 
elections is sought to be projected as part 
of the grand design of destabilisation It 
is also an admission that the hounding oui 
lmally ot V P Singh from the government, 
after his transfer from finance to defence, 
and the exposure of a series of scandals, 
especially in costly defence purchases, 
have shaken the government and, despite 
its massive majority in parliament, the 
spectre of destabilisation has begun to 
haunt the political caucus in power But 
if thi Congress leadership thought that its 
latest shrill cry of destabilisation would 
carry conviction with the public and 
would smother all further questioning of 
its policies and conduct, it has failed to 
achieve such a diversionary purpose On 
the contrary, it has opened itself more to 
public ridicule and strengthened doubts 
about its credibility and integrity The 
edict that any questioning of the rise m 
defence expenditure in this year’s budget 
presented by the prime minister himself 
would be anti national has not prevented 
questions being raised on shady defence 
deals with arms merchants abroad In 
contrast to the shrill denials and diver 
sionary tactics of the government leaders 
at the centre, the dignified manner in 
which the non-Congress chief ministers 
conducted their business at their recent 
meeting in New Delhi and dealt with 
pressing political issues of public interest 
has been very refreshing The chief 
ministers suggested that the questionable 
defence deals must be examined m parlia¬ 
ment, if necessary in a special session not 
open to press and public 
Those in the media and others, who 
have been persuaded or have persuaded 
themselves, to jump to the aid of the 
‘young’, ‘dynamic 1 but ‘inexperienced’ 
prime minister in distress appear, on their 


part, to have simply lost their bearings 
Much amusement has been caused by 
mythological refeiences to a Vibhishan or 
Hanuman at work in the political drama 
of the last six weeks’ Vibhishan and 
Hanuman are heroes in Hindu mythology 
and if their heroic qualities are attributed 
to V P Singh, it is the prime minister who 
is seen in a poor light But there is no netd 
to enter into a disputation on this score 
while examining the dramatic events in 
New Delhi in recent weeks The remark 
able fact is that the most important 
assumption on which the resolution of the 
Congrcss(I) working committee is based 
is that “external and internal forces of 
disruption, reactionary elements and 
multinationals ’ had nursed the hope, 
presumably lor good reasons, that Rajiv 
Gandhi catapulted to the office of the 
prime minister, would subserve them and 
their interests through the policies of 
liberalisation, modernisation market 
competition and technological upgrada 
lion The working committee, then, 
laboriously puls forward the argument 
that having been disappointed in their 
expectations of Rajiv Gandhi, the reac 
nonary elements and multinationals have 
decided to mount an “attack of unprecc 
dented ferocity" against the government 
and against Rajiv Gandhi personally 
What does not seem to have occurred 
to the working committee of the ruling 
party is that its resolution has been a 
denunciation, far stronger than any so far, 
of the so called new economic policy of 
the government It is also a sharp condem¬ 
nation of the “policy of diversification of 
sources” for the costly purchases of 
sophisticated weapon systems for the so- 
called modernisation of the armed forces 
which has distorted the budgetary balance 
of the government Political tirades 
against multinationals, however, are not 
known to hurt the business conglomera 
tes, Indian and foreign The fact to be 
reckoned is the extraordinary spurt of 
activity of multinationals and their col¬ 
laborators in India m the last two and a 
half years Their expectations remain high, 
the resolution ol Congress(l) working 
committee notwithstanding Even the 
Bhopal gas disaster did not disturb their 
cosy relations with the Indian administra¬ 
tion Multinational corporations and their 
collaborators take political statements 
against them in their stride even as they 


bargain hard for gainful business oppor¬ 
tunities and maximisation of profits The 
deals for costly purchases of military 
equipment, with kick-backs thrown in, 
which have come to light only testify to 
the enlarged role of multinational cor¬ 
porations in India in recent years After 
Rajiv Gandhi’s widely publicised interview 
to the Time magazine soon after he 
became prime minister, in which he dis¬ 
missed distrust of the multinationals as 
a hangover of the colonial past, more than 
3,000 foreign collaboration deals have 
been approved 1 he government headed 
by Rajiv Gandhi has been hailed as 
representing “new hope and opportunities 
for foreign collaborators in India” It has 
been laid down as a policy that foreign 
collaboration is essential for any new 
investment in industry to take pla^e For 
Rajiv Gandhi now to talk of the threat 
fiom multinationals and business interests 
allied with them to Indian political stabi¬ 
lity and economic progress cannot carry 
credibility Such populist talk is to be 
regarded only as a desperate cover-up to 
obfuscate the issues thrown up by the 
exposure of scandals m business deals, 
especially in defence pui chases, with 
multinationals 

With the Congrtss(I) having adopted its 
April 18 resolution, the question really 
arises whether us sponsors and framers, 
whoever they might be and whatever posi¬ 
tion they might be occupying within the 
ruling party establishment, would be wil¬ 
ling or able to take any follow-up action 
on its basis Adjustments and revisions m 
government policies must logically follow 
this resolution Failing that the resolution 
will soon be found to be a hoax In that 
event, the credibility of the government, 
already very low, will be completely 
destroyed It is noteworthy in this context 
that in contrast to the earlier assertions 
that hostile pressures against India by 
certain foreign powers stemmed from their 
jealousy at India’s progress under the new 
political dispensation, the prime minister 
himself is now bemoaning that the foreign 
hand has become active because of India’s 
weakness But, according to the Con- 
gress(I) working committee resolution, 
vested interests have been alarmed because 
of the “dynamic thrust of [government] 
policies for improving production and 
productivity” The working committee 
evidently failed to notice that improve¬ 
ments in production and productivity 
have been sought to be achieved under the 
new economic policy entirely by relying 
on foreign inputs and foreign collabora¬ 
tion, technological and financial The 
question is whether the government and 
the prime minister are ready to go back 
on the open door policy for foreign capital 
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and technology and reliance on big 
business m their plans lor modernisation 
and technological upgradation of econo 
mic activity, including ot the defence 
sector There is no indication that this is 
intended On the contrary, leliance on 
foreign, including American, crutches, is 
proposed to be enlarged, especially in the 
defence sector 

The prime minister, on his part would 
seem to have been shown, m the light of 
the resolution, to be without any leader 
ship quality even though the resolution is 
supposed to defend him, his policies and 
performance With the ruling party seem 
ingly dissociating itself horn the policies 
with which the prime nunistei has been 
associated closely and explicitly, his 
policy-making authority as well as his con¬ 
trol over implementation of policies, it 
logically follows, will be gravely unpaired 
It is in this sense that he should be seen 
as truly a besieged prime minister Even 
if he has found it necessary to wholly 
identify himself with the resolution 
adopted by the Co lgress(I) working com 
mittee over which he piesided he has to 
defer to its logic and repudiate all his 
policy initiatives and commitments during 
the last two and a half years Failing that 
the prime minister cannot but find himself 
without a viable political support base He 
will, in such conditions, have increasingly 
to rely on authoritarian and repressive 
ways to maintain his precarious position 
This will be a position the people of India 
and the democratic forces in Indian polity 
will not accept 

It is naive to imagine that tike Indira 
Gandhi m 1969, the present prime 
minister may again stage a political turn¬ 
around and in the process build a new 
alignment of political forces to buttress 
his position The 1969 turnaround bv 
Indira Gandhi involved a split in the ruling 
party If the present prime minister 
attempts to stage yet another split m the 
party, it will only unleash a factional 
scramble for power It has been brazenly 
argued by some self-appointed champions 
of the present prime minister that he alone 
can preserve Indian unity It has been fur¬ 
ther argued that the ruling party will not 
disintegrate merely because it may suffer 
an electoral defeat This is a line of 
reasoning which is ominous for the future 
of Indian polity It is in fact a case for a 
fascistic order of an Indian variety 

The prime minister does not have the 
option to stage a fresh round of populist 
gimmickry He also has no party to split 
The so-called liberalising policies during 
the last two and a half years and the 
instruments relied upon for their imple¬ 
mentation have exhausted all available 
reserves, economic and political, for play¬ 


ing the populist game The growing 
budget <1> fic.it, the resource stringency and 
the inucasing diversion of available 
resources to defence and >ecurity as well 
is the emasculation of the paity testify to 
this 1( was^lhis realisation which had, in 
the lirst instance, prompted the political 
esiablishment presided over by the prune 
minister to swing to ‘liberalisation’ of the 
economv under the tattered banner ol 
etliucncv and modernisation It is this 
which prompted pampering of the secu 
ritv lories and the bureaucratic machine 
The attempt to activise big business and 
monopoly interests Indian and foreign 
to take charge of the economic growth 
process and a centrahstd administration, 
have, of course, nothing to show for thtm 
stlvis All that has been done is to pander 
to the consumerist demands ot the upper 
and middle classes and wish away the 
claims of the mass of the deprived people 
The pnme minister himself is completely 
enmeshed m a design for the growth and 
modernisation of the economy and 
society and a style of political manage 
ment based on a narrow social base and 
it will be impossible for him to extricate 
hunself from his entanglements without 
knocking out from under him all political 
suppoit for himself and the power esta¬ 
blishment over which he presides The 
resolution of the Congress(I) working 
committee in these conditions only 
exposes his political vulnerability 
The promise of a strong and stable 
government, a government that works 
faster, has already lost its appeal to the 
people as a result of the manner in which 
the claims of sectional interests tn eco¬ 
nomy, society and polity have been at 
tempted to be addressed by the ruling 
caucus The plethora of concessions and 
incentives for business and middle class 
interests, the management of administered 
prices which has tended to meet the 
demands of big business and the rich farm 
lobbies and the pandering to the con 
sumenst cravings of the upper classes 
which has been brazen during the last two 
years show that the response of the rul¬ 
ing establishment has been to opt for the 
upper and middle classes as its political 
constituency This has brought it into con 
fiict with the needs and aspirations of the 
broad masses The lessons of the recent 
electoral contests in West Bengal and 
Kerala are valuable in this context The 
scramble for sectional gain on the part of 
the vested interests and the impatient 
hopes of the mass of the people which 
have been denied have naturally led to 
mass disillusionment and to instability of 
the power system It is the build-up of this 
situation over a prolonged period and its 
aggravation during the last two years 
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which will determine the direction and 
shape of the political process m the com¬ 
ing period and make it more and more dif¬ 
ficult to side-track real issues The grow¬ 
ing conflict of sectional interests has com¬ 
bined lately with the emergence of 
regional sentiment and its political arti¬ 
culation The result is that the political 
option now available to cope with the 
strains in the economy, society and polity 
cannot be the knocking together of all- 
India, all class omnibus political com¬ 
binations which engage in populist com¬ 
petition What now seems to be on the 
cards is political articulation of specific 
sectional, class and regional interests In 
this process, political formations may 
enter into working alliances on the basis 
of minimum policy and programmatic 
platfoims even while they maintain their 
identities Such a process of realignment 
of political forces and parties and their 
working coalition and alliances can no 
longei be blocked The recent meeting of 
non Congress chief ministers is significant 
in this context It may appear easy in cer¬ 
tain circumstances to resort to the subter 
luge of nice sentiments and objectives on 
behalf ot a leader or a party for a brief 
while and carry conviction with some 
sections of the people The inarch to the 
21st centurv, modernisation and new 
educational policy based on the elitist 
model school concept combined with a 
studied avoidance of action to moderate 
gross income and wealth disparities in the 
system cannot lend credibility to slogan- 
mongering about remote objectives of a 
general nature 

The revival of the slogan of so-called 
democratic socialism, gradual change 
without hurting any vested interest in the 
established order and mixed economy pro¬ 
vided the material and ideological foun¬ 
dations for the politics of competitive 
populism to thrive for many years It pro¬ 
vided a convenient cover for a powerful 
section to assert its position and authority 
in political management But the econo¬ 
mic crisis, the scramble for sectional gams 
among the upper strata and rising mass 
discontent must provide a stimulus to a 
new style of committed politics TVadt- 
ttonal populist politics based on all-class, 
whole-nation identification must give way 
to identification with class and sectional 
interests and a complex of alliances as well 
as conflicts among their political represen¬ 
tatives The reflection of real class and 
sectional interests and conflicts in political 
articulations and alignments is bound to 
exacerbate the strains in our polity But 
it will also offer opportunities for political 
forces, parties and personalities to come 
to grips with the basic contradictions m 
our soda! and political system It should 
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result m lifting political contention from 
the level of a clash of personalities and 
personal ambitions to a more meaningful 
polarisation in the political process 
Developments in recent weeks show that 


IT is an ill wind, the town cynic will com¬ 
ment, wluch blows nobody any good And 
town cynics epitomise accumulated 
wisdom 

Much of the current excitement with 
its blusters and hyperboles, will soon 
spend itself Those conditioned to a 
dynastic system are afflicted bv a par¬ 
ticular impairment the nation, according 
to their perspective, is synonymous with 
the dynasty, and developments which 
threaten the latter they equate with a 
threat to the nation In periods of felt 
stress, both thieves and politicians having 
a stake in the system tend to stick together 
For the present, the dynasty is therefore 
likely to survive, so too the government 
presided over by it A new situation may 
of course emerge following the assembly 
elections in Haryana Should th'se turn 
out to be as disastrous as the results in 
Kerala and West Bengal, fresh stirrings 
could well eventuate within the folds of 
the Congress party The instinct tot sur¬ 
vival activating itself, it would then be the 
syndrome of rats-leavmg-the-sinking slup 
Even the anti-defection law could then be 
unable to save the dynasty, for, to circum 
vent the law, ail that is necessary is an 
exodus of roughly one hundred and fifty 
members of the I^ok Sabha from the 
party In case any such members cross the 
floor, they would, rest assured, give 
themselves a fancy name, such as the 
Indian National Congress (Revolutionary) 
or, who knows, the Indian National Con¬ 
gress (Anti-Bofors) Nomenclatures, 
however, hardly matter by whatever name 
they called themselves, they would be the 
instrumentality for the second dethrone¬ 
ment of the dynasty m course of a little 
over one decade 

But, as of now, all that is sheer specula¬ 
tion What belongs to the nitty-gritty 
realm of non-speculation is the one cer- 
tain bMeficial consequence of the current 
tuminl the mystique of defence spending 
has been laid bare once and for all times 
Humpty-dumpty has indeed experienced 
a great fall, and however they try, all the 
king’s men will be unable to put it 
together again 

Fbr years on end, it has been a great 
confidence trick Ever since the border 
war with China, our defence budget has 


fast changes m the alignment of political 
forces are on the cards They have opened 
up opportunities as well as perils for 
democratic forces and will test the mettle 
of all political foimations 


kept jumping in exponential leaps It is a 
long quarter of a century since Moiarji 
Desdi’s 1961-64 budget, dettnee outldj 
has been the champion grabber of money 
over this entire sti t tch Politicians and the 
press and shady middlemen who never 
had it so good formed a cunous consor 
tium Between them, thev succeeded in 
foisting an extraordinary philosophy on 
the nation defence is nirvana, efficacy m 
defence preparedness is coterminous with 
the magnitude of defence expenditure, so 
whoever wants to question the details of 
the defence budget is a friend of Krishna 
Mcnon and ipsu facto enemy of the coun 
try You mdy be a member of parliament, 
but you have no right to be jilly, you are 
being unpardonably obstreperous tn tnsis 
ting that sou be furnished particular of 
defence contracts, orders, purchases, their 
scheduling over time these are sensitive, 
confidential data, what we purchase and 
from where, what wc place orders for and 
from whom, what defence items we plan 
to produce and through what arrange 
ments, are the most sensitive parts of our 
overall security paraphernalia the 
moment we divulge any details with 
respect to any of these, it will be a great 
victory for our enemies, all our efforts at 
strengthening the nation’s security will be 
laid to waste Why don’t you leave it to 
the government, it will exercise the 
necessary surveillance on your and the 
nation’s behalf, we have our internal 
financial adviseis, we have the standing 
apparatus of defence audit and accounts, 
besides, the Comptroller and Auditor 
General is not one to abdicate his con¬ 
stitutional obligations, his office will 
ensure that no hanky-panky ever takes 
place with the delence appropriations If, 
despite all such assurances, you still want 
to be pokey and persist in raising un¬ 
comfortable questions, we A>e afrdid we 
have to conclude, howsoever reluctantly, 
that your aim is to aid and comfort the 
enemy 

This is no caricature Ony tn March, the 
prime minister of the country, in his 
inimitable deadpan pulpit style, haran¬ 
gued the members of the Rajva Sabha 
they must never, never never, never, ever 
suggest any pruning of the defence 
budget, even if they so much as think 


along such lines, it would only show that 
they have accepted the enemy’s propaganda 
and thus automatically rendered them¬ 
selves anti-national The fact of Pakistan 
being very proximate to achieving nuclear 
capability has acted as a tremendous 
morale booster to our defence lobby An 
attitude of nund has been purposely 
fostered all \vho plead for a reduction in 
defence expenditure, and a closer scrutiny 
of such expenditure, are deserving of total 
contempt and perhaps ought to be nabbed 
under the National Security Act or under 
one of those even more sophisticated 
pieces of legislation subsequently enacted, 
such as the Terrorist and Disruptive Acti¬ 
vities (Prevention) Act Tew women relish 
the reputation of a harlot, a stray, 
malicious, irresponsible afternoon’s 
rumour can easily sculpt for ever such a 
reputation on them It has been about 
equally easy, given the nation’s predilec¬ 
tion for folklore, to hurl charges of 
tredson m the direction of a politician all 
becaust he has either urged a scaling down 
of defence spending or asked for measures 
to ensure gieaier cost effectiveness of this 
spending 

Such has been the milieu The nation’s 
dnnual per capita income may hover 
around a bare one hundred American 
dollars, at iedst one-half of the nation may 
be on a steady starvation diet on each day 
of the year, more than three-fifths of the 
nation may remain unlettered, we may be 
unable, despite the four decades of mde 
pendente, to provide potable water to 
hundreds of thousands of villages where 
the nation's majont> live, but, never mind, 
between defence and internal security, we 
now manage to spend as much as a 
quarter of the Union government's total 
appropriations dnd close to 7 per cent of 
the national income The prospects of 
scaling even greater heights had also been 
rosy indeed, at least till very recently 

Much of this money is spent without 
any control The minions of the ministry 
of finance in the defence establishments, 
otherwise known as financial advisers and 
accounts officers, do not have either the 
authority or the clout to check and cross¬ 
check individual items of expenditure or 
individual contracts and purchase orders 
Where members of parliament are made 
to cover, desiccated accounts personnel 
can hardly be expected to emerge as 
ferreting, conquenng heroes And CAO’s 
men perform the ritual role of post-audit 
they write critiques of deviations from 
budgetary norms or discrepancies between 
promises and performance; and leave it at 
that SiAce the nation's defence is invol¬ 
ved, they too are under a wrap of inhibi¬ 
tion security and confidentiality are the 
watchwords, there is no question of going 


Calcutta Diary 

AM 


AN-13 



Annual Number May 1987 


ECONOMIC AND POLITICAL WEEKLY 


with a fine toothcomb, please behave, 
make some routine probes, you will be 
provided with the routine answers 

Countrymen, it has thus been arranged, 
are excluded from anv knowledge of the 
actual state ol our defence preparedness 
It is the forbidden fruit which must not 
be bitten But the embargo applies only 
to the countrymen, not to outsiders, not 
to our potential adversaries The latter 
have little difficulty in getting themselves 
posted with our defence purchases and 
defence contracts all they have to do is 
to subscribe to the relevant trade journals, 
whether Swiss or Swedish, British or 
Belgian, American 01 German These 
journals do a professional job of it they 
aie knowledgeable, thtv are up-to date, 
they are meticulous thev arc systematic 
Thev give the details of arms deals foi the 
purchasing counirics as well as the sup 
pher countries, they will infoim the world 
whether a particular transaction concerns 
planes or destroyers or submarines or 
tanks oi guns or this or that weapons 
system, they will mention the exact quota¬ 
tions the specifications in each case, the 
number of items ordered the delivery 
schedule -tny unusual additional provi 
sion in the contractual arrangements as 
the jargon goes, the whole works The veil 
ol confidentiality is to them just that, a 
veil All they tail to provide information 
on is the kickback or pay-oft involved in 
each individual transaction and the 
names of the parties participating in the 
sharing o( the loot Although even hue, 
they occasionally provide a rough idea of 
the standard fee charged by intermediaries 
and agents, but since dog does not eat 
dog, they do not specify how much has 
gone to which party from which deal 

This pastime has been on for years on 
end It has mattered little whether, with 
effect from a particular date, the govern 
ment has formally dispensed with the 
system of commission agents in defence 
contracts signed overseas Habits die hard, 
links once established do not get dcmoli 
shed overnight formal arrangements or 
their being dispensed with do not mean 
a thing Such deals have been about the 
most flourishing seedcorn of corruption, 
leading to impressive stashing of foreign 
exchange in secret Swiss bank accounts, 
or accounts m the Bahamas or Hong 
Kong, and they promise to go on for ever 
International trade in armaments has been 
an intensely competitive business for the 
past sixty-odd years, kickbacks and under 
the-table payments have been its consis 
tent, integral feature. Such kickbacks— 
in common parlance, plain and simple 
bribes—have in fact emerged as a major 


feature of non-defence imports too, the 
increasing canalisation of foreign trade 
under the auspices of the state trade agen 
cies has proved to be a bonanza for cor¬ 
rupt politicians and their cronies 

In an imperfect world, it would be 
unrealistic to assume that these pay-offs 
could be reduced to zero But, with a little 
less of the hush hush, the operating 
crooks could be placed under some 
restraint, at the very least, bribes and com 
missions at the rate of 7 per cent or 
thereabouts brought down to the standard 
level of I per cent A relatively more open 
systtm bf scrutiny and surveillance could 
also ensure that those supposed to mount 
gu ird over our treasury do not themselves 
dip their hands excessively generously in 
ihe till 

Consider also this other aspect The 
payments going to the shady operator 
agents are in foreign exchange hard 
earned foreign exchange, earned through 
export ol items produced with the help of 
our much exploited labour, such as cash 
crops, textiles, stitched garments, handi¬ 
crafts, processed jewels and diamonds, 
and leather goods It is outrageous that 
this nation’s woiking class be squeezed 
and squeezed in order that some crooks 
either in league with, or protected by, 
ruling politicians could make their pile 
and pul them away in clandestine foreign 
accounts 

Ii is not only a matter ot deals con 
traded abioad Thcic are defence orders 
placed within the country too, and 
thousands of crores of rupees contracted 
away every year on their account Year 
after year, the mandarins of the defence 
establishment have constricted the scope 
of any detailed scrutiny of the vast expen¬ 
diture that goes on in this area The 
vultures may be fattening themselves, but 
we are not entitled to know We have to 
trust these mandarins and accept their 
claim that national defence has been 
strengthened from one year to the next in 
ihc same proportion in which total 
defence outlay has gone up We have till 
now been prevented from testing the 
veracity of this claim If any of us, in¬ 
cluding our parliamentarians, have at¬ 
tempted to do so, there has been the 
standard brush-off to ask for details is 
to be unpatriotic 

But now little objective ground obtains 
for not making other assumptions How 
do we assure ourselves that, m the name 
of adding to defence preparedness, it has 
not been all along a crooks’ opera? Next 
time a prime minister pompously declaims 


in parliament that whoever asks for a 
reduction in defence expenditure is pro¬ 
viding succour and comfort to the enemy, 
he should be prepared for the retort that 
perhaps the boot would fit his own foot 
whoever steals from this poor nation’s cof¬ 
fers is its worst adversary, and whoever 
defends a system which encourages, pur¬ 
posely or otherwise, such thievery shares 
equally the culpability for sabotaging the 
nation’s interests 

It is an ill wind etcetera, etcetrera Given 
the murky revelations of the past few 
weeks, it should now be possible to place 
a few hometruths firmly on the agenda 
defence is non-development, the poverty 
and squalor to which a nation is con 
demned are the greatest threats to national 
security, profligate defence spending 
detracts from the nation’s ability to 
eliminate, or at least reduce, the incidence 
ot poverty and squalor, beyond a point, 
high defence expenditure is inverstly cor¬ 
related with national security, there can 
therefore be no higher patriotic task than 
to look askance at all characters who lob 
by for a bulging defence budget, the 
chances are they are a front for crooks 
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Analytics of Agriculture-Industry Relation 

Krishna Bharndwaj 

This paper draws a contrast between two alternative theoretical approaches to the study of the agriculture- 
industry relation It is shown how the political economy framework adapted itselj fleubilv to incorporate the 
varying institutional conditions within which operate the processes of generation, appropriation, distribution and 
utilisation of 'surplus By contrast, the neoclassical paradigm Jocuses on telative price guided allocation of scarce 
resources by atomistic ‘agents’ acting on competitne markets 


1 HF agriculture industry relation has 
featured prominently in economic theory 
since its early beginnings in classical political 
economy and similar themes have rc 
emerged in the context of attempts by 
developing economies to accelerate the pace 
of accumulation and industrialisation Our 
purpose here is to outline some of these 
seminal analytical issues with a view to 
bringing out the theoretical perceptions and 
approaches that intormed them at everv 
stage 

In the following, we attempt to draw a 
contrast between two alternative theoretical 
approaches First we note how the analytics 
of the agriculture-industry relation took 
shape within the theoretical approach and 
framework of classical political economy 
and, in particular, how the structure ot pro 
duction and exchange relations in a 
predominantly agrarian society on the 
threshold ot capitalist development, in 
fluenced the framework and approach of the 
piogemtors, Petty and the Physiocrats It was 
thence carried foiward into the ‘era of 
manufacture' by Smith and Ricardo, to be 
reconstructed by Marx advancing it ci meal 
ly into novel directions Some impoitant 
primitives in the approach continued, despite 
the fact that the changes in historical con 
dmons and analytical developments radical¬ 
ly transformed the focus and conclusions of 
these political economists In fact, it is the 
flexibility and veisatihty that the basic 
theoretical framework demonstrated which 
is of interest to us when theorising about the 
processes of accumulation in the develop¬ 
ing economies of today With a shift of 
paradigm to the neoclassical theory con¬ 
noting a radically different approach to the 
analysis of production and exchange rela 
tions and a different theoretical structure 
and explanatio^of prices and quantities, the 
agriculture-industry related issues in the pro 
cess of accumulation assumed a different 
form and perspective 
The beginnings of ‘scientific political 
economy’ and the first attempts to generate 
a framework to analyse interrelations within 
the conception of ‘an economic system’ are 
discernible in the works ol Petty and, even 
more clearly so, m those of the 
Physiocrats 1 With settled agricultural com¬ 
munities, increasing commercialisation of 
economic activities through trade, the 
emergence of towns and cities as well as ad 
mimstrative and political structures to 
‘manage' public policies, the notion of a web 
of interdependent economic activities, for 
ming a system, took shape While their 


theoretical perception and mode ot reason 
mg was heavily influenced, on the one hand 
by the predommence and centrality of 
agriculture as a source of sustenance and as 
a mainspring of all economic activities and 
on the other, by nascent but advancing 
capitalist relations, the physiocrats initiated 
certain basic ideas and concepts which were 
to be amended, reconstituted and extended 
in the lattr political economy Writing ill a 
dilferem setting of 1 ngland where capitalist 
relations were advancing at a rapid pice in 
agriculture and in industry, Adam Smith 
(1776) was to conceptualize the regime of 
compclitivc cipitahsm providing the ap 
propriatc new categories and concepts Thus 
the stage was su foi political economy 
whose analytical xdvance reflected the 
dvmmics ot the process ot capitalist 
development from prcdommentlv agrarian, 
feudal economy breaking oui ol its shell into 
capitalism 

The changing ig iculturc industiv rcla 
lions jet Ice ted changes in the extant 
historical conditions the pace and chiiacter 
ot the piocess ot c ipitalisi development and 
assumed different lorms ol new pio 
blemancs at every stage ot development The 
aguculluic industry dichotomy itself 
emerges with different contours with dit 
ferent degrees ol dai rty depending upon the 
extent ol specialist ion and division of 
labour and the character of institutions of 
property In Pettv s lime when different sorts 
of activities were cari led on within the same 
enterprise neither social nor mtra enterprise 
division of labour had progressed much so 
that the producers mostly in possession of 
their own means of production, employing 
also family labour, catered to a variety of 
their own needs, the distinction between 
‘agriculture’ and industry did not emerge 
sharply It was in the works of the 
physiocrats that such a sectoral sepaiation 
emerges significantly although ‘industry’ 
was perceived more as an appendage to 
agriculture, and constituted predominently 
artisan households With the growth of 
surplus, increasing specialisation and divi 
sion of labour and advancing capitalist rela 
tions in agriculture as well as in manufac 
tures, the sectoral distinction sharpened (see 
Roncaglia’s essay m this volume) The nature 
of interlinkages between ’industry’ and 
‘agriculture’ too vary with accumulation and 
the growth of capitalist relations Tlfc i^ 
terhnkages between industry and agriculture 
grow through the progress of technology 
(through agriculture using more and a 
greater variety of industrial inputs and the 


emergence, on the other hand, of a variety 
of agro based industrial activities) With in¬ 
creasing commercialisation, new products 
appear and production is diversified in in¬ 
puts as well as outputs Thus the separation 
between the two sectors, their contours and 
their inter-relations are all importantly 
related to the pace and character of the 
accumulation process and the changing pro¬ 
perty relations 

In the following we shall trace how the 
political economy framework adapted itself 
flexibly to incorporate the varying institu 
(tonal conditions within which operate the 
processes of generation, appropriation, 
distribution and utilisation of ‘surplus’ We 
shall contrast this approach with the 
neoclassical paradigm which focuses on 
relative price guided allocation of scarce 
resources by atomisiic ‘agents’ acting on 
competitive maikets 

I 

Analytical Framework of Classical 
Political Economy 

A certain methodological approach 
shared by the classical writers was the belief 
that a particular social formation could be 
abstracted on the basis of observations and 
viewed as a system governed by certain ob¬ 
jective rules, or ‘systematic tendencies’ The 
Tableau hconomtque of Quesnay and his 
followers was an attempt to analyse the in¬ 
terconnections within the economy through 
tracing the circulation of commodities The 
Table was designed to give quantitative rela 
(tonships as would be observed to prevail in 
a ‘natural’ or ‘average’ state of the economy 
A methodological distinction between the 
‘stable or permanent’ and ’temporary or ac¬ 
cidental’ forces was made so that a ‘natural’ 
or ‘central’ position could be conceptualised 
The role of theory and analysis was to dis 
cover the conditions of reproduction of such 
a state of production, exchange and distri¬ 
butive relations and analyse the forces of 
change, described often as ’tendencies’ and 
‘countertcndencies’, operating on the system 
The central concept was that of ‘net pro¬ 
duct’ or ’surplus’ defined as the difference 
between ‘gross produce* and ‘productive con¬ 
sumption’, the latter constituting material 
requisites of production and of sustenance 
of labour employed in production The 
characterisation of the economic system 
stipulates the mode of generation and ap 
propnation of surplus and the rules of 
distributing the surplus among the shares 
Each mode is conceptualised as possessing 
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certain property and production relations 
which defines the relevant classes. Given the 
classes of surplus-sharers and the rules by 
which the distribution is governed (e g, 
uniform rate of profit under competitive 
capitalism), the exchange values of products 
would be such as to satisfy the rules of 
surplus distribution while adequate also to 
replace the value of the means ot produc 
tion used up in the process In other words 
natural (exchange) values are the ones that 
are compatible with the social reproduction 
of the relations in the economy At different 
stages of capitalist development the theorists 
adopted a different seuonsation gave a dif 
ferent content and scope to concepts like ‘net 
product', ‘productive consumption’, con 
sidered different mechanisms of surplus ap 
propnation as well as different rules of 
surplus distribution among the classes 
characteristic of that state of the economy 
Determinants of social output, consump 
tion methods of production and wage weie 
discussed in mutual interaction outside the 
cort ol price determination'—prices 
mainly seen as piovidmg consistent terms 
and levels of exchange to make reproduction 
viable A foundation for this broad ap 
proach was provided in a primitive, bare but 
essential form in the agriculture centred 
model of the economy by the Physiocrats 
Supplemented by the independent contribu 
tions of Adam Smith commensurate with 
the task of analysing a rapidly industrials 
mg, nascent capitalist economy, the foun 
dattons of future analysis in political 
economy were laid 

In the Physiocrats we see a first analytical 
conception of an economy constituting in 
terdependeni sectoral relations A division 
between agriculture and the manufactures 
is maintained and the diverse character of 
production relations m agriculture (with 
strong feudal vestiges of servitude and land 
relations of various kinds) different from 
those In the manufactures (mainly consti 
tuting self-employed artisans and craftsmen) 
is explicitly acknowledged In conformity 
with the prevalent conditions, the latter ap¬ 
pear as a mere appendage of agriculture 
Agriculture dominates as a major produce, 
as providing a critically essential component 
of subsistence and as a major activity where 
surplus is generated and appropriated by the 
powerful landed proprietors The 
Physiocrats were prompted to conceive of 
agriculture as the only productive sector 
(meaning generating ‘nettpmduif) and rent 
as the only form that surplus assumed The 
nature of the material activity in agriculture 
where ‘productive consumption* (seed + 
‘food* for workers) constituted largely the 
self-same commodity (particularly since very 
little cappd entered agricultural production) 
sharpened the conceptualisation of *surplus 
product* which assumed a ‘tangible 1 form 
Analysis of utilUation of ‘surplus’ and its 
distribution apparently seemed possible in 
material farms. (At least, the Physiocrats did 


not enter into the valuation questions which 
plagued the later theorists, particularly with 
regard to the explanation of distribution) 
Discussions on pricing mainly pertained to 
a desirable ‘fair price* for agricultural pro 
duce that would make better technology m 
production viable and is the one to be ad¬ 
vocated in opposition to the restrictive mer 
cantihst policies and fiscal imposts that had 
hindered productive agriculture 
A discussion of the size of net product 
turned their attention to the determinants 
ot social consumption levels (‘effectual de¬ 
mand’), the technology in use and to the level 
of wage. Since the artisan (manufacture) sec 
tor was believed not to produce any surplus 
(and hence called ‘sterile’), the demand for 
the products of artisans emanated mainly 
from the rental revenues of the proprietors 
Social demand (effectual demand) thus con¬ 
sisted of the consumption of the proprietors 
the subsistence of the workers in the 
agricultural and manufacturing sector and 
the intermediate needs of circulating capital 
Cantillon, in particular, was to theorise 
about the employment and output effects of 
landlord’s consumption and the historical 
growth of commodities and skills as well as 
of commerce, leading to the growth of towns 
and cities Custom, habit, availability of 
commodities, class composition and income 
distribution influenced the level and com 
position of social demand a sharp distmc 
tion was made between the productive con 
sumption and producers (‘necessaries and 
conveniences’) and the consumption of the 
landed proprietors 

The level and utilisation of the agricultural 
surpluses thus determined the level of 
economic activity Noticing the seasonal 
cycles of production in agriculture the 
Physiocrats adopted an ‘annual* cycle of pro 
duction and treated capital as ‘advances of 
the surpluses made by proprietors to produc 
live workers at the beginning of the cycle. 
They also considered wage as ‘given’ at a ccr 
tain subsistence level Even though they thus 
had the notions of ‘capital’ and of a given 
‘wage", they did not however develop the full 
complements of a capitalist mode—a task 
which Adam Smith was so admirably to 
perform 

The level of agricultural surplus also 
determined the sustenable level of popula¬ 
tion which adapted itself to the social 
demand through migration, through skills 
selection and through natural population 
growth Boisguillebert and forgot were par¬ 
ticularly concerned with the interaction 
among the levels of surplus, employment de¬ 
mand, the population changes and the level 
of wage, forgot in one of hu remarkable 
passages writes (1844, p 437), "The exchange 
value of food products, rents, the lewd of 
wages and the population are phenomena 
mutually interconnected and I nt erdepe nd ent. 
The balance among them Is established in 
accordance with a peculiar natural propor¬ 
tion and the proportion is constantly main¬ 


tained if trade and competition are com¬ 
pletely free*’ The interaction was visualised 
as follows A higher wage (above the natural) 
increases costs of producuon, reduces net 
product, decreases rents On the other hand, 
a reduction below the proper level reduces 
efficiency of labour and hence the level of 
surplus This, however, reduces their con¬ 
sumption demand, leading eventually to a 
fall m prices of the produce. A high wage 
may encourage growth of population or lead 
to immigration and then, competition 
among the labourers would tend to lower 
wages again Thus, for the continued and 
harmonious economic reproduction, wages 
and rents must begr a natural proportion 

Although crude and elementary, the 
Physiocratic analysis provided the first 
macro-modelling of an economy where the 
interrelations between the level of agricultural 
surplus, the level of effectual demand, the 
technology and the wage level were at temp 
led with the agricultural sector providing the 
tore 

With the advancement of capitalist rela 
tions in agriculture and industry, the rela¬ 
tion between agriculture and industry itself 
transformed radically and the contents of 
concepts such as ‘net product’, ‘capital’, ‘real 
wage’ altered Adam Smith recognised that 
industry contributes also to ‘net product’ 

1 he specialisation and division of labour 
differentiated industries as well as intensified 
links between industry and agriculture. With 
it the simplistic homogeneity of aggregates 
such as ‘productive consumption’ or ‘sub¬ 
sistence’ (which was earlier identified with 
‘food’) disappeared Alongside technological 
differentiation, however, was active the rule 
ot competition which, with its postulated 
mobility of labour and capital, exerted a 
homogenising influence With generalised 
commodity production, the rule of competi 
tion extended across industries and sectors 
In the competitive capitalist mode, Smith 
identified the tripartite division of classes 
with their corresponding revenues (rents, 
profits and wages) and the competitive 
tendency towards the uniformity of the rate 
of profit and wage set the norms for ex¬ 
change values and distribution of the 
surplus Nevertheless, in the surplus-based 
approach to analysis of Smith, agriculture 
retained its particular significance as an im¬ 
portant provider of ‘subsistence’, ‘food’ 
being the mqor component of wage goods 
The remarkable feature of political economy 
was their analysis of social consumption in 
terms of ‘wage-goods’, ‘landlords’ consump¬ 
tion’, ‘capitalists’ consumption* so that con¬ 
sumption was linked directly with the pro¬ 
cesses of generation, appropriation and 
distribution of the surplus which were 
themselves analysed in terms of the ‘classes’ 
Wage goods occupied a special place in their 
analysis as they defined the conditions of 
reproduction of ‘labour’ and labour itself 
constituted a ‘material necessity' of produc¬ 
tion Adam Smith was to open hu "Wfeahh 
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of Nation*” with the significant statement 
“The annual labour of every nation is the 
fund which originally supplies it with all the 
necessaries and conveniences of life which 
it annually consumes, and which consists 
always either in the immediate produce of 
that labour, or in what is purchased with that 
produce from other nations” (in “Introduc 
non and Plan of the Work", p lvu) 

Adam Smith considered a historically 
natural gradation of commodities wherein 
the ‘subsistence (or, food’) was considered 
‘in the nature of things’ as ‘prior to conve 
mency and luxury’ The progression of com 
modules was not only a historical evolution 
of the needs of the society but he clearly 
perceived, in this evolution, the central, 
facilitating role of agricultural surpluses for 
accumulation “The number of workmen in 
creases with the increasing quantity of food 
or with the growing improvement and 
cultivation of the lands” In contrast, 
however, to the Physiocrats who similarly 
saw the potentiality of inducing employment 
growth through food surpluses Adam Smith 
recognised the ability of industry also to 
contribute productively to surplus' itid 
given his observation that a greater degree 
of division of labour and technical change 
was possible in the industry such contribu 
nous to surplus would be accelertled ‘As 
the iiatuic ot thtir business admits ot the 
utmost division of labour, the quantity of 
materials which they ( orkmen) can work 
up increases in a much greatu propottion 
than their numbers Hence arists a demand 
foi everv sort of materi its which human in 
vention on employ cithci usefully or oi 
namentallv’ It was thus that the world ol 
commodities grew in number, in quality and 
variety widening the domain ol effectual 
demand, reflecting the increasing producti 
vity of labour This relation between agri 
culture and industry was viewtd by Smith 
in terms of the symbiotic relation between 
‘country’ and 'town when the country sup 
plies towns with the necessary subsistence 
and the materials of manufactures The town 
rtpays this supply by sending back a part 
of the manufactured produce lor the in 
habitants of the country Smith attnbuted 
a priority to 'subsistence" in this case ‘It 
is the surplus produce of the country only, 
or what is over and above the maintenance 
of the cultivators that constitutes the sub 
sistcnce of the town which tlureforc in 
creases only with the increase of surplus pro 
duce" Agricultural surpluses thus were seen 
as a necessary, prior condition for industrial 
expansion 

Further, the availability of 'food' also 
determined sustenable levels of population 
and hence the potential workforce “Coun 
tries are populous, not in proportion to their 
number of people whom their produce can 
clothe and lodge but in proportion to that 
of those whom it can feed" 

In terms of the price and distributive rela 
tions, coo, the role of agriculture was seen 


as significant A much-debated question in 
classical political economy since Adam 
Smith was the influence of ‘cornpnce’ on the 
prices of other commodities and the in 
fluence a rising corn price could have on the 
rale of wages and ol profits Smith held that 
a rise in the price of corn would be follow 
cd by a rise in all other prices in the absence 
of a rigorous theory ot relative prices Smith 
held that a corn nrice rist, via its influence 
on money wage (given the ‘real wage') would 
tend to move all prices upwards Such a con 
juncture was implicitly supported by Smith s 
analysis ot the ‘component ol price' wherein 
natural price was seen as an adding up of 
the costs ol material inputs, wages, profits 
and rents as payments for (about, capital and 
land used up in production Smith discuss 
ed also the separate determinants ol wages, 
profits and rents ind treated them as if each 
was determined independently of the other 
Such an ‘adding up view' of prices was to 
mislead Smith in not seeing the ‘inner con 
nection among the distributive shares—an 
issue at the centre ol Ricardo's analysis ot 
distribution (sec bdow) 

Smith also ttndvd to aigut that lood was 
the original source ot rent ‘Human food 
seuns to be the only produce of land which 
always ind necessarily affords some rtnl to 
the landlord Food is not only the original 
souicc of rent but every other part of the 
produce of land which afterwards affords 
unts derives that part ol its value from the 
impiovcint nts ol thevpower ol labour in pro 
duung food by mtans of the improvement 
and cultivation m land" Smith did not have 
a consistent explanation of rent and would 
secern to suggest here as if rents were addi 
tional surplus on land (see note 4) 
Moreover the fact that in the production of 
food rents could be seen as part of surplus 
product in lht material loun appears to have 
induced attributing to it a dcteimimng 
tole 4 

While the inttrlmkagcs between 
agriculture and industry were seen to grow 
in mutual interdependence and capitalist 
relations to advance rapidly in industry, 
Smith as well as lurgot (the ‘last’ ol tht 
Physiocrats) were much concerned with the 
distinctive and dunging institutional torms 
in agricultural property relations l.and be 
ing a non reproducible asset and property 
rights having a long social and juridical 
history, rents were seen as arising trom 
monopoly rights is well as bargaining— 
although necessarily unequal—between land 
owners and tenents while the force of com 
petition also gave rise to differential rents 
The various systems of tenancy and farming 
were discussed with regard to their effect on 
exploitation, appropriation and distribution 
of surplus and their effect on productivity of 
land While competition was interpreted as 
implying free mobility of capital and of 
labour, the mode of extraction of surplus m 
agriculture was recognised to be different 
from that m industry Smith also recognised 


that the division of labour—which is a source 
of gains m productivity—has more limited 
application in agriculture than in industry 
and therefore the industrial productivity ad¬ 
vances more rapidly On the other hand, with 
limited land, extended cultivation was 
threatened with diminishing returns as bet¬ 
ter soils were exhausted or as cultivation in¬ 
tensified The tendency was therefore for com 
prices to rise and being a prime subsistence 
good, us price had important effects on wages 
and distubution 

Ricardos paramount interest was m the 
question of distribution, particularly the ex 
plan.ition ot the rate ot protit In the “Essay 
on Profits” (I81S), he maintained that the 
general rate of profit was determined by the 
tarmer's rale of profit In agriculture Ricar¬ 
do maintained that extended cultivation, 
while increasing ants, would tend to dimmish 
the rate of profit, given the wage The rational 
foundation of the farmer’s profit principle 
advanced by Ricardo, appears (see Sraffa, 
1951) 10 be as follows In a situation where 
wages consist of only corn and so corn is the 
entire capital (he rate of profit in agriculture 
would seem lo be determined as a material 
rate of produce and the general rate of pro 
tit undci competition would need to con 
lorm to this corn rate of profit While 
evidently the ‘model’ was very restricted and 
Ricardo immediately alter the publication of 
the “Lssay” was to attempt to generalise his 
theory ol determination of profit it served 
a major analytieal purpose, of bringing out 
clearly the structure of Ricardo’s suiplus 
based explanation of profit that profits 
depended upon wages atone and given the 
methods of production the rate of profit was 
inversely related to the wage (or share of 
wages in net product) 

The “Lssay on Profits" played an impor 
lant role in the Corn law controversy 
Ricardo’s argument was against restrictions 
on corn imports as any such restriction would 
imply compensatory increases in domestic 
production to meet social demand, nccessita 
ting moving on to inferior lands and const 
quently effecting higher value of corn (i t, 
labour embodied per unit of corn) In terms 
of the distributive consequences, such an ex 
tension of cultivation would favour the 
landlords and would be against the rest (Even 
if real wages are maintained, profits would 
dimmish and affect the future employment 
prospects of the workers) In “Principles” 
where Ricardo moved on to consider wage 
as consisting of commodities apart from 
corn, the ‘farmer's profit principle’ disap 
peared However, since ‘food’ constituted a 
major part of wage, the consequences of pro 
ductivity changes tn agnculture and long term 
changes in the price of corn did affect the 
process of accumulation, through possible ef 
fects on wages, and the state of agriculture 
continued to be significant for the determina¬ 
tion of the general rate of profit 

Ricardo drew the consequences of com 
petmve capitalism much more rigorously than 




ANJ7 



Annual Number May 1987 


ECONOMIC AND POLITICAL WEEKLY 


Smith He challenged Smith’s proposition 
that all prices move sympathetically with the 
corn price and tried to rigorously derive the 
relative price movemenis on the premise of 
a uniform rate of profit and wages He 
understood nonetheless the importance of 
food (i e, significance of changes in its price 
as well as the productivity changes m that sec¬ 
tor), it being a major component of natural 
wage 

Ricardo made an important distinction 
between ‘market wage 1 and ‘natural’ wage, the 
former referring to the actual wage governed 
by tht temporary supply and demand con¬ 
ditions while the natural wage was dependent 
upon custom habits, etc, i e, upon the notion 
of what constituted a conventional wage (not 
to be taken as fixed or invariant ), and defin¬ 
ed as “that price which is necessary to enable 
the labourers, one with another, to subsist &nd 
perpetuate their race without increase or 
dimimtion” (Principles, p 98) He analysed 
the effects of accumulation on wages under 
various conditions The customary real wage 
or the ’natural wage* was not related func¬ 
tionally to labour productivity and would be 
taken as ‘given’ bv ‘custom’, habit or conven¬ 
tion The wages (or to be precise, ‘the value 
of wages’), which given the methods of pro 
duction, constrain tljc rate of profit may or 
may not rise with accumulation, depending 
upon the consequences accumulation has on 
‘the difficulty of producing the quantity dt 
capital’ (The latter was proxied by ‘food and 
necessities’) Thus natural wage will rise if the 
‘difficulty of production' (measured in terms 
of labour embodied) of ‘food and necessities’ 
increases The importance of ‘agriculture’ lay 
thus in determining the “value of wages", 
which in turn constrained the rate of profits, 
given the methods of production The price 
of food therefore was a crucial variable in¬ 
fluencing the pace and the process of 
accumulation 

Historically the agricultural surpluses were 
seen at first as the only source of investible 
resources (as in the Physiocrats) and remained 
an important part of the society's surplus, 
playing a crucial generic role in Smith’s 
analysis With the share of industrial 
surpluses increasing (along with the expan¬ 
sion of volume and composition of industrial 
net product), the quantitative dominance of 
agricultural surpluses (as well as of rents and 
the power of the rentier class) receded 
However as a crucial provider of wage goods, 
’agriculture' retained its sigrnfleant role m in¬ 
fluencing the shape and pace of the process 
of accumulation 

Ricardo, although theorising m terms of 
a competitive capitalist economy tended in¬ 
itially to highlight the conflict between 
landlords and the rest—the histone conjunc¬ 
ture of the Com Law controversy brought this 
conflict into sharp focus It was however the 
wage-profit relation (and, particularly the ex¬ 
pansion of profit as a ‘leavening of wages') 
that was the continuing thread running 
through his theoretical investigations On the 


eve of this premature death, the mounting 
labour unrest compelled attention of analysis 
on the capital-labour relation The major 
reconstruction of political economy occurred 
in the hands of Marx who focused attention 
on the capitalist system with generalised com 
modity production wherein surplus took the 
form of surplus value and was realised as pro¬ 
fits in arculaiion The capital-labour relation 
occupied the centre of the state, the forces 
of capitalist development and of industrialisa¬ 
tion had vitality enough to subsume 
agriculture within its sway and agriculture 
was progressively rendered ‘a branch of in¬ 
dustry' Profits dominate and mould the ac¬ 
cumulation process and pure rents, quantum- 
wise recede; reflecting an eventual subordina¬ 
tion of the landed aristocracy and rentiers 
Marx, however, continued with the basic 
structure of value and distribution wages, in 
Marx, too were determined historically by a 
complex of factors, mainly influencing the 
capitalist’s strategies of control over the 
labour process such as the historically evolved 
notion of subsistence, the bargaining strength 
of the workers, the nature of the available 
technology, the state of the reserve army of 
labour and the capitalist perceptions of pro¬ 
spects of accumulation 1 he source of pro 
fit was traced by Marx to surplus value and 
the strategy of the capitalist was seen as 
directed to extract the maximum surplus value 
through manipulating the difference between 
labour productivity and the ‘necessary wage* 
The general rate of profit was therefore 
dependent on the value of wages or the con- 
diuons of reproduction of labour, and hence, 
the conditions of production or, availability 
of wage goods played an important part in 
shaping the progress of profits and accumula¬ 
tion Hence the production conditions and 
relations in agriculture appeared importantly 
relevant for the process of accumulation 
Thus, it was that Marx regarded that techno¬ 
logical progress in wage goods production or 
such other factors, cheapening the value of 
wages (or ‘necessary labour*) allow large ex¬ 
ploitation of surplus. Bortkiewicz (1907) using 
the Marxian scheme was to establish that the 
rate of profit is determined in the wage-goods 
sector alone (see also Oaregnani (1970)) 

As did Smith and Ricardo, Marx too 
treated mobility of capital and labour as the 
prime characteristics of competition That 
agriculture may, however, have very diverse 
land relations with feudal vestiges which per¬ 
sist, although drastically reformed and 
reshaped by the force of capitalist competi¬ 
tion, was recognised also by Marx Land be¬ 
ing a non-reproducible and hence a scarce 
asset (scarce in the absolute sense, for the 
society) gives nse to monopoly ownership and 
hence to ground rents, apart from the ‘dif¬ 
ferential rents’ that could arise even under the 
full sway of competition Thus the transfor¬ 
mation of agrarian conditions—the transition 
from feudalism to capitalism—becomes in 
Marx, an important part of the analysis of 
capitalist accumulation 


It was the experience of England, the first 
country.to advance on the path that influenc¬ 
ed Marx’s analysis He saw the formation of 
wage-labour in the historical process oi 
primitive accumulation whereby the producer, 
divorced from the means of production and 
labour, rendered free in a double sense (‘freed 
of feudal bondages and freed of means of 
sustenance and production), becomes a seller 
of labour power, a ‘commodity’ like others 
The starting point of the development was 
the change in the form pf feudal servitude, 
a transition from feudal to capitalist exploita¬ 
tion “The expropriation of the agricultural 
producer, of the peasant from the soil is the 
basis of the whole process” He nevertheless 
acknowledged that “the history of this ex 
propnation, m different countries, assumes 
different aspects, and runs through its various 
phases in different orders of succession and 
at different periods” 

Marx himself focused upon the ‘classic 
case' of England (“Capital”, Vol I, p 716) 
His discussions of this transition are by now 
well known He believed the capitalist rela¬ 
tions would ultimately engulf agriculture as 
well as industry with concentration of pro¬ 
perty m land, proletarianisation of peasants, 
large productivity gains of capitalist 
agriculture, displacement of working capital 
and labour previously engaged in small 
holdings and artisan manufactures The pro¬ 
cess, on the one hand afforded supply of 
wage labour to industry, while capitalist 
agriculture grew m its symbiotic relation 
with industry, creating demand mutually for 
each others’ products and hence the home 
market The transition marked the resolute 
advance of capitalist forces and although the 
primitive accumulation, the expropriation 
and explusion of the agricultural population 
was marked at times by ‘reckless terrorism”, 
it “conquered the field for capitalistic 
agriculture, made the soil part and parcel of 
capital, and created for the town industries 
the necessary supply of a ‘free’ and outlaw 
ed proletariat” (p 733) 

The theme of the transition from 
feudalism to capitalism—the differences in 
patterns, pace and character of this transi¬ 
tion, or even the ‘possibility, ‘desirability’ or 
the ‘inevitability—have been issues that have 
been revived and debated in the context of 
the developing economies of today What 
needs noting is that the historical character 
of the process of capitalist development of 
an economy does generate specificities in the 
production and exchange relations of the 
economy Marx himself analysed more ful¬ 
ly and comprehensively the (competitive) 
capitalist mode where labour-power had 
already become a commodity and the ex¬ 
changes eonformed to the competitive 
capitalist rules (of equivalent exchanges) In 
dealing with the process of capitalist 
development Marx underlined the important 
structural^ changes in agriculture that were 
symbiotically related to the advance of in¬ 
dustry The path of capitalist development 
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and industrialisation as well as its pace and 
structure have been influenced by and in 
fluencing the institutional changes in 
agriculture and thus the theme of this tran¬ 
sition has been revived with some force in 
the recent debates on developing economies 
In contrast to the historical and the ac¬ 
cumulation centred perspective that inform¬ 
ed the analysis of agriculture-industry rela¬ 
tions in political economy, a change over to 
the neoclassical paradigm engendered a dif 
fcrent focus and perspective The economy 
was now analysed in terms of decisions of 
individual agents (producers and consumers) 
with given endowment of resources and in 
pursuit of the objective of maximisation of 
returns to their resources, given the feasible 
options of allocating these (i e, producers 
maximise profits, given the technological 
possibilities and consumers maximise 
satisfaction, given their preferences) The 
economic problem is seen essentially as one 
ot efficient allocation of the given resources 
Under the assumption of competition, each 
individual is presumed to have uniform free 
access to markets and given the relative 
prices parametrically, each seeks to achieve 
the optimum combination of quantities out 
of feasible ones, substituting the relatively 
cheaper for the dearer commodities While 
individuals respond to relative pnct vana 
tions through adjusting quantities demanded 
and supplied, the relative prices themselves 
are expected to move m a way to lead to the 
clearance of markets so as to wipe out ex 
cess demands or supplies that may be even 
tuated by aggregating individual demand 
and supplies for a commodity Under ccr 
tain conditions imposed on the feasible sets 
of technology, preferences and additional 
assumptions like ruling out of ‘externalities', 
the substitution principle is presumed to be 
sufficiently active and to be appropriate m 
magnitude and m direction, to generate price 
a J quantity responses so as to clear markets 
in equilibrium Thus, in equilibrium, the en 
tire set of relative prices, including com 
modity and factor prices, all quantities (level 
and composition of demand, of output and 
factor utilisation) are determined 
simultaneously through the same scheme of 
determination based on the equilibrating 
forces of supply and demand 
In such a model, the relative prices play 
the central role of determining quantities of 
demand, output and distribution The 
relative prices are also summary indicators 
of relative resource scarcity since the prices, 
given the resources, act as signals for 
allocating the resources to optimise the ob¬ 
jectives of the individual agents 
In such a world, a symmetry is implicitly 
postulated among all ‘factors’ who have a 
co-ordinated status in production The 
peculiarity of land which was noted by the 
classicali, as a non-reproducible factor and 
hence 'scarce* in the absolute sense, leading 
to the distinctiveness of rents as a revenue 
share out of the surplus product disap¬ 


peared In fact, the case of the intensive 
margin (additional ‘dose of capital and 
labour' applied to a fixed quantity of land) 
is, in theory, generalised to a case of vary 
mg factor-proportions through factor-subs¬ 
titution so that the principle of diminishing 
marginal returns on land as explaining rents 
is now extended to all other factors and a 
relation postulated in all cases between the 
factor-intensity and its return (e g, the m 
verse relation between capital intensity and 
the rate of profit) This indeed is taken as 
the basis for generating a well behaved 
demand function for the factor, whether 
capital, land or labour In the classical 
theory, on the other hand, not only wages 
profits and rents were explained on different 
grounds but they were also differently pos 
tioned with respect to the process or surplus 
generation and appropriation Consequent¬ 
ly, for example a tax on wages and a tax on 
rents had qualitatively different conse 
quences on the system, the former affected 
the rate ot profit while the latter not 

With the explanation of demand now in 
terms of individuals’ optimal choice of the 
consumption basket, given his budget con 
stramt and piettrcnces and at parametrically 
given prices, the dichotomy (or, the 
qualitative distinctions) in the world of com 
modifies, such as ‘wage goods’ and ‘luxury 
goods', loses its analytical significance The 
commodities may be differentiated accor¬ 
ding to (heir price and/or income elasticities 
(It is to be noted again that it is the relation 
between consumption and income—e g, 
Engels expenditure curves or, the relation as 
in the Keynesian aggregate consumption 
function—that has found a more useful ap¬ 
plication ) The peculiarity of the classical 
division of commodities into ‘wage goods’, 
‘capitalist consumption’, ‘rentier’s consump 
lion’ was that these categories are integrally 
linked to the process of accumulation and 
therefore play an important analytical role 
in the dynamics of accumulation 

A symmetry among all ‘agents’, their pro 
cess of decision making and basis of choice 
is postulated under the assumption that 
markets are competitive with free and equal 
access for all 

In a conception of a fully competitive 
capitalist economy that so establishes a sym 
metry among all factors, among products 
and agents, the distinction between 
agriculture and industry recedes m theory 
The agricultural farm as a micro-unit of pro¬ 
duction is, for all purposes, considered on 
par with an industrial firm, as one among 
the producing agents, just as consumption 
of labourers is treated as any other in 
dividual consumer’s choice of commodities, 
subject to his budgetary constraint and the 
given preferences The typical problems thus 
analysed relate to the efficiency of resource 
allocation by individual producers, or to the 
choice of methods of production by indi¬ 
vidual producers, given the input and out¬ 
put prices, or to the analysis of price- 


formation in commodity and factor markets 
in terms of supply and demand, aggregated 
from responses of individual producers and 
consumers 

lb sum up Given the conceptualisation 
in political economy of the economy as a 
circular process, and their focus on discover¬ 
ing conditions of its reproduction, their con¬ 
cepts and categories as well as the structure 
of their theory were devised to aid the 
analysis of generation, appropriation, 
distribution and utilisation of surplus They 
were thus geared to the problems of resource 
creation and resource mobilisation as much 
as to resource allocation Illustrative of there 
are the categories of ‘class’, ‘productive con¬ 
sumption’, ‘absolute value', ‘productive and 
unproductive labour’, ‘wage goods and lux¬ 
ury goods' as well as territorial divisions like 
‘town’ and ‘country’ or sectoral divisions 
such as ‘productive and sterile* or ‘basic and 
non-basic’ (see Sraffa, 1961) 1 heir concern 
was with discovering the ‘laws of motion’, 
or ‘tendencies and counter tendencies’ that 
shape the dynamics of this process, 
generating conflicts and contradictions as 
well as forces sustaining and stimulating 
growth In particular, they recognised the 
varying nature ot the agriculture-industry 
relation and the specific character of con¬ 
ditions of production (e g, the consequence 
of ‘non-reproducibility’ of land) and of pro¬ 
duction relations (the diversity of produc¬ 
tion and exchange systems) in agriculture 
The status of ‘agriculture’ even m a fully 
developed competitive regime, remained 
distinctive because of the institutional varia¬ 
tions which were themselves influenced by 
and shaping, m turn, the process of in¬ 
dustrialisation Agrarian conditions were im¬ 
portant as they affected the supply (the 
availability as well as the terms on which 
supplied) of one of the mam constituents of 
‘wage goods' That apart, they also influenc¬ 
ed the supply of ‘wage labour' to industry 
and were important in the formation of 
home market, wherein agriculture was 
related symbolically with industry 
In contrast the neoclassical paradigm, 
conceptualising the economic process as a 
one way avenue (starting with given 
resource^ and moving on to the maximum 
satisfaction’ of individuals) essentially 
focuses upon the resource allocationa! issues 
For the relative prices to play their market¬ 
clearing role, while acting as efficient 
allocators, it is theoretically necessary to 
restrict the feasible sets of technology and 
preferences and place appropriate restric¬ 
tions on the choice-domain of individuals 
and their interaction (‘no externalities’ 
assumption, for example) The structure of 
the theory thus renders the resource alloca¬ 
tion task ‘static’ and 'micro-based' so that 
the ideal conditions for its operationahty 
remain the domain of the competitive in¬ 
dividual, optimising within the restricted 
field of ‘change* and ‘choice’ Typically the 
individual producer’s problems such as the 
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choice of the optimum methods of produc 
tion could be usefully treated within this 
fiamework 

However, the typical problems of agri 
culture-industry relation, as seen above, arise 
in the context ol the process of accumula¬ 
tion, the relation itself evolves with the pace 
of capitalist development It is not surpris 
ing, therefore, that in the analysis of 
developing economies where the concern is 
predommently with resource mobilisation 
and creation apart from resource allocation, 
the political economy viewpoint has been 
revived with somt forct In the course of ap 
plying the strict supply and demand based 
logic ot market operations, in their case, any 
number of ‘conundrums’, ‘paradoxes’ and 
‘imperfections’ have surfaced m explaining 
the supply and demand responses, ‘the 
choice of techniques’ and ‘factor-utilisation’ 
at the micro level as well as at the level ot 
the economy Moreover, direct observation 
has brought to light the different kinds of 
exchange involvements of different classes 
of producers and the diverse exchange 
systems that gti loimed on the ‘market’ so 
that the ‘market’ itself can no more be 
characterised as a universal and uniform and 
static category leave alone as a ‘competitive’ 
one (sec Bh eradwaj 1985a) One of the mam 
tasks ol research in their case is construe 
ting on the basis of sound and catetpl 
observation a framework that can take in 
to account the institutional variations in 
production and exchange relations that in 
flucnce and arc influenced by the process of 
accumulation 


Note *» 

[Paper presented at Session 16 Agriculture, in 
dustry and Economic Development in a 
Historical Perspective at the Fighth World 
Congress of International Economic Associa 
non New Delhi December 1 S, 1986 ) 

1 See Petty (1691) Cantillon (175S), Quesney 
(1761) Turgot (1766) An exhaustive review 
ol the works of Physiocracy is to be found 
in Meek (1962) An excellent assessment of 
the Physiocratic contributions to analysis is 
m Marx (1862 61) 

2 See for the notion of a core’ Garegnam 
(1984) 1 his separation of domains of deter 
mination of relative prices and quantities 
does not rule out the influence of prices on 
quantities (Bharadwaj, 1984b) 

3 At limes Smith appeared to echo the 
Physiocratic view conceding that agriculture 
produces an additional surplus m the form 
of rents While reorganising, for example, 
that all the 'four different ways of employ 
ing capital' (procuring raw produce, 
manufacturing, transport and trade) are ‘all 
necessary, he argues ‘‘Capital employed in 
agriculture not only puts into motion a 
greater quantity of productive labour than 
any equal capital employed in manufactures 
but in proportion to the quantity of produc 
live labour which it employs, it adds a much 
greater value to the annual produce of the 


land and labour of the country" (p 343) 

4 This has some resemblance with Ricardo's 
early theory of profits where he maintain 
ed, as evidenced from his correspondence, 
that the farmer’s rate of profit determines the 
general rate of profit (See Sraffa’s mtroduc 
tion to Ricardo’s “The Essay on Profits", 
‘‘Collected Writings’ Vol IV) 
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Inflation Eases in Developing 
Countries, Picks Up in Industrial Area 


INTI AT ION eased substantially in the 
developing countries in 1986, paced by steep 
declines for the Western Hemisphere and 
African countries, with negative inflation 
experienced by a significant number of 
countries, according to data in the June issue 
of International Financial Statistics (IFS) 
Consumer prices rose by an average of 33 8 
per cent in 1986, the lowest annual rate since 
1982, and well below the 30 3 per cent rate 
of 1985 While inflation moderated in both 
otl exporting and non-oil developing coun 
tries in 1986, the latter group showed the 
sharper fall Inflation in non-oil developing 
countries averaged 42 9 per cent, compared 
with 64 8 per cent in 1983, while the rate was 

3 2 per cent lor the oil exporters, as against 

4 0 per cent m 1985 

The moderation of inflation in the 
Western Hemisphere was marked in 1986 
and followed seven years of rapid gains The 
region's average inflation rate was nearly 
halved last year, to 83 8 per cent, compared 
with 163 5 per cent m 1985 Inflation 
retreated across a wide spectrum, but the 
overall decline was fueled by dramatic reduc¬ 
tions for Argentina (901 per cent, compared 
with 672 1 per cent in 1985), Brazil (145 2 
per cent, against 266 9 per cent in 1985), and 
Peru (77 9 per cent, againstt 163 4 per cent) 
Sizable declines, although from far lower 
bases, were also recorded for Chile, Colom¬ 
bia, and Ecuador, Panama registered 
negative inflation of 01 per cent (its first 
since 1958) Among the few countries with 
higher inflation last year was Mexico, whose 
rate rose to 86 2 per cent from 57 7 per cent 
in 1985 


The sharp fall in African inflation in 
1986—lo 9 6 per cent, compared with 16 9 
per cent in 1985—reflected shifts to negative 
inflation in at least three countries (Nigeria, 
Burkina Faso, and Ethiopia), an increased 
pace of negative inflation in another (Niger), 
and considerable casing in several others 
Sharply higher inflation, in contrast, was 
registered by Zaire, The Gambia, and 
Ghana 

In Asia, average inflation remained stable 
in 1986 The rate averaged 6 5 per cent, 
against 6 7 per cent, in 1984, with about half 
the reporting countries registering increases 
and half declines Most notable were the 
sharp drop in Philippine inflation (to 0 8 per 
cent, compared with 23 1 per cent in 1985) 
and the shift to negative inflation in 
Singapore (-14 per cent, against 0 5 per 
cent in 1985) (Inflation data for 1986 were 
incomplete for the developing countries ot 
Europe and the Middle East*) 

Average inflation in the industrial coun¬ 
tries turned upward in the first quarter of 
1987, after dropping to 2 3 percent m 
1986—its lowest annual rate since 1961 In 
dustrial country inflation averaged 2 3 per 
cent in the first quarter, as against 1 8 per 
cent in the preceding quarter Among the 
countries spurring the increase were the 
United States (whose rate rose to 2 2 per 
cent), Fr|nce (to 3 4 per cent), Norway 
(to 10 0 per cent), and Denmark (to 4 9 per 
cent) Four countries reported negative in¬ 
flation in the first quarter—Japan (-0 9 per 
cent), the Federal Republic of Germany 
(-05 per cent), Luxembourg (-06 per 
cent), and the Netherlands (-1 2 per cent) 
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State and Market in Economic Processes 

Some Basic Issues 


C T Kurien 

Whether the economic policies of the state in a capitalist society are corned out through direct involvement 
in the realm of ownership or through market operations and support for market forces is only a strategic issue 
The 'swing’ between these two can only be marginal at any rate However, the social and economic factors that 
give rise to such swings and their differential consequences on different interest groups in society need careful 
analysis 

While the state in a capitalist society will cater principally to the interests of the capitalists to accumulate, it 
is merely on instrument of their class domination It has a relative autonomy arising from the phenomenon of 
‘class-in-strugg/e’ as well as from the fact that it reflects not only the economic interests, but also the interests 
of the realm that is beyond or between the state and the economy Hence non-capitalist, non-accumulating in¬ 
terest groups in society, especially in a soc lety with a democratic polity, have the possibility of influencing state 
policies although this is conditioned bv the strength of the coalitions thev can bring about to achieve the objec¬ 
tives they are committed to 

Social sciences have tended to treat the shifting interrelationships of class interests, the state and the market 
in the isolation which has made for analytical rigidities Economic processes and social processes in generaI can 


be understood only to the extent to 

over time 

I 

THERE is a general feeling that for better 
or worse economic policy in our countrv is 
coming to be based more on the principles 
of the market than on the interventions ot 
the state The interpretations put on it may 
differ—indeed do differ, some hailing it as 
a necessary shift toward liberalisation and 
the triumph ol economic principles over 
political ideologies, others viewing it as a 
retrograde step and a betrayal of socialism— 
but there is little disagreement on the tact 
of the shift itself There are many who think 
of the shift as a world wide phenomenon 
taking plaec both in conservative USA and 
UK and communist USSR and China Ido 
not propose to enter directly into any ol 
these specific instances, and consequently 
will not be commenting upon our new 
economic policy' eithci But of course, mv 
reflections have been stimulated and prosok 
ed by the claims and counter claims about 
the economic policy initiatives and changes 
of the past year My limited objective is to 
think through some basic issues releatmg to 
the state and the market in economic pro 
cesses and to suggest that unless some of 
these basic issues are sorted out we shall not 
be able to enter into a meaningful discus 
sion of what is going on around us 

II 

Any thinking citizen knows that both the 
state and market are involved in economic 
activities, at least the ones he is directly con 
cemed with Everytimc you make a purchase 
you pay a price and a tax, thus giving unto 
the market and the state their dues, however 
grudgingly it is done At the same time, at 
least those of us who are trained as econo 
mists have something of an intellectual pro¬ 
blem in the matter because the basis of the 


which these shifting interrelationships 

economic ihioiy that most ol us have been 
triincd in is that of an economic system that 
works and works best when it is left to the 
forces ol the market without any external 
interference On the other hand discussions 
about the siatt arc premised on a variety ol 
other issues- ol sovereignty, power ind 
representation tor instance- providing little 
direct role lor the markci as such and onlv 
indirectly lor the broader economic lorcts 
There is, therefore a genuine problem ol 
communication especially of professional 
discourse although when they are not wear 
mg their professional hats economists train 
cd in the theory ol the marktt economy 
know that economic processes in anv real life 
situation cannot be properly understood 
without taking into account the role ol the 
state Political scientists too when they arc 
not in an academic Irame ot mind recognise 
that economic forces have a powerful bear 
ing on the state Over the years I have come 
to realise that the kind of professional train 
mg that we have received, and in our turn 
impart is to a large extent responsible tor 
this stale of affairs I have realised also as 
1 have publicly admitted in my “Poverty, 
Planning and Social Transformation” that 
confronted by issues relating to real life that 
require analysis the sanest pioccdurc to 
adopt is to accept the advice of one of our 
contemporary theoreticians “Proudly 
accept the principle of practical oppor 
tumsm" he says, with an appropriate dose 
of “delicacy and sensitiveness of touch” that 
Marshall spoke about, and arrive at a work¬ 
able body of descriptive propositions for a 
given reality 1 1 am sure that I am resorting 
to “practical opportunism”, but make no 
claims about “delicacy and sensitiveness of 
touch”' But I think the issue is in fact deeper 
than either of these and is the search for the 
crucial assumptions and principles under¬ 
lying the theoretical edifices, i e, a critical 


are captured to any given time and 

examination of the building blocks of theory 
which is a pre theoretic task That is what 
I propose to take up 

Claims oi Market Economy and 

AN ASSt SSMENT 

As a trained economist let me begin with 
the economists’ wisdom and folly Ttoo of 
the leading contemporary economists say in 
a book that critically examines and esta¬ 
blishes the claims of a major wing of 
economic theory “There is now along and 
fairly imposing line of economists from 
Adam Smith to the present who have sought 
to show that a decentralised economy 
motivated by self interest and guided by 
price signals would be compatible with a 
cohtrent disposition of economic resources 
that could be regarded m a well-defined 
sense, as superior to a large class of possible 
dispositions Moreover, the price signals 
would operate in a way to establish this 
degree of coherence” They go on to explain 
the significance of the claim “It is impor¬ 
tant to understand how surprising this claim 
must be to anyone not exposed to this tradi¬ 
tion The immediate ‘commensensc’ answer 
to the question ‘What will an economy 
motivated by individual greed and controlled 
by a very large number of different agents 
look like’’ is probably There will be chaos 
1 hat quite a different answer has long been 
claimed true and has indeed permeated the 
economic thinking of a large number of 
people who are in no way economists is itself 
sufficient ground for investigating it 
seriously” 2 

A systematic evaluation and critique of 
this cla>m cannot be attempted here Neither 
is it neces try for the type of problem we 
wish to examine I shall concentrate on two 
issues an assessment of self-interest and 
greed—or profit motive in professional 
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language—as the basic planks on which the 
theory of the self-propelling market eco 
nomy is said to be built, and second an 
examination of the larger social conditions 
necessary for the functioning of markets 
with the emphasis on the latter 
In two influential papers 3 Amartya Sen 
tries to bring out “the unreality—and 
over ambitiousness—of the neat, harmonious 
picture of social good coming from coherent 
and independent choices of individuals—a 
picture that has so deeply influenced 
economics” stating that "that account 
misses the real world by many miles" 4 
Apart from showing that self interest does 
not explain all economic decisions. Sen deals 
with two cases where a person’s choice may 
not be related only to considerations of his 
own welfare or to a maximisation of his own 
welfare These he designates “sympathy” 
and ‘ commitmeqt”' Sympathy is a case 
where a person’s well-being is psychological¬ 
ly dependent on someone CISC's welfare 
“C ommitment" is a case where a person 
chooses something knowing that it will yield 
him a lower level of personal welfare than 
an alternative that is also available to him 
Of these sympathy is readily classed under 
the general category of “externalities”, and 
cannot be easily accommodated in the 
theory of the market economy without 
upsetting some of its standard results But 
of more direct significance in the discussion 
of the role of the state in economic processes 
is “commitment” which drives a wedge bet¬ 
ween personal choice and personal welfare 
which are considered to coincide in the 
theory of the market economy Boycotting 
of some goods which one could normally 
buy tor certain broader considerations, say 
patriotism, is a case of what Sen calls com¬ 
mitment Many national objectives to which 
one freely responds, as for instance the deci 
sion to purchase hand-made paper or 
handloom material at a price higher than 
alternative available, involve commitment 
and clearly lie outside the standard theory 
of market although they involve market- 
related activities Sen shows also that the 
question of commitment is important in 
other areas of economic significance such 
as work motivation and team spirit pointing 
out that “to run an organisation entirely on 
incentives to personal gain is pretty much 
a hopeless task”, a view that is likely to be 
generally accepted and which indicates how 
important commitment can be to actual 
economic performance even in an economy 
that may be run primarily on the principles 
of the market 

In turn commitment is related to matters 
of group behaviour, although group beha¬ 
viour is not the essence of commitment, 
which again departs somewhat from the 
standard behavioural patterns postulated by 
market theory This is related to people 
choosing an alternative which they would 
not have done m isolation when they know 
others are also doing it * The best known 


example is the case of pavings when a per¬ 
son may be persuaded to postpone present 
consumption if (and only if) many others 
are also doing the same. This instance of an 
‘isolauon paradox’ shows that there can be 
differences between what individuals may do 
in a free market situauon and what they may 
do of their own free will m the context of 
what may be broadly termed political 
decisions 

The most important area where private 
choices of mdiyiduals as postulated by 
market theory do not work and where the 
state comes in directly is the realm of public 
goods 7 Public goods are characterised by 
indivisibilities in production or jointness of 
supply, which become available to a com¬ 
munity but where no individual member will 
be able to appropriate these for himself by 
excluding others which is one of the major 
planks of the market economy Public 
lighting, defence, etc, are usually given as ex¬ 
amples of public goods The problem here 
is that the pnee mechanism based on the ex 
elusion principle fails to be an appropriate 
signalling device to indicate the true signi 
flcance each person attaches to these goods 
The point is that it is m everybody’s interest 
to understate the benefit he expects, especial¬ 
ly if he is certain that through other people’s 
desires and efforts he too will become a 
beneficiary This ‘free rider’ problem may 
lead to the rejection of a public project 
which would have been justified if true 
benefits were known and the difficulties in 
pricing if it is taken up Attempts have been 
made to develop a theory of public choice 
to deal with such instances of inherently 
non market decision making m which the 
actions of a collective entity or public 
authority become unavoidable 

In this context, it is interesting to take note 
of one particular line of development of 
Arrow’s General Possibility Theorem (some¬ 
times also referred to as the Impossibility 
Theorem, however strange it may be) which, 
broadly stated, maintains that under certain 
well-specified conditions any non-dictatonal 
social choice mechanism will generally make 
itself vulnerable to the problem of strategic 
manipulation of individual preferences, that 
is, some person will always find it to his 
advantage to wilfully misrepresent his true 
preferences The designing of collective 
choice mechanisms that have the properties 
of ‘strategy-proofness’ and ‘cheat-proofness’ 
is an exercise that is not only fraught with 
technical complexity, but one that has pro¬ 
found implications for what the state may 
have to do when {he market provides in¬ 
sufficient incentives for the dissemination of 
truthful information by centralised agents 1 
While these go against the standard 
economic theory that purports that egoistic 
individuals will find it to their advantage to 
enter into trade, a moment's reflection will 
show why that may not always be the case. 
The underlying issue is that in a social situa¬ 
tion there are both possibilities of con¬ 


gruence and conflict, but the analysis of the 
market mechanism on its own confines 
attention only to the former to the total 
exclusion of the latter As Sen puts it “The 
market mechanism with each person pursu¬ 
ing his self-interest is geared to making sure 
that the congruent interests are exploited, 
but it does not offer a mechanism for 
harmonious or fair resolution of the pro¬ 
blem of conflict that is inseparably embed¬ 
ded in the congruent exercise. The ‘presumed 
harmony’ stand for, at best, ^ half-truth The 
market division of benefits tend to reflect, 
roughly speaking, the economic ‘power 
balance’ of different individuals and 
groups ” 9 * 

Social Conditions Necessary for 
Market Economy 

We shall have to come back to the pro¬ 
blem of ‘economic power balance of dif 
ferent individuals and groups’ that Sen refers 
to, but before that let me turn to the social 
conditions necessary for the functioning of 
markets For expository purposes 1 am going 
to rely on a parable originally proposed by 
R A Radford and made popular by Joan 
Robinson 10 The parable is that of a 
prisoner-of war camp The men are kepi 
alive more or less by official rations and they 
receive parcels from the Red Cross once a 
month The contents of the parcels are not 
tailored to the tastes of the individual reci¬ 
pients, so that it is possible for each one to 
gam by swapping what he wants less for 
what he wants more There is general peace 
and ‘welfare* within the camp, peace main 
tamed by the camp official and improvement 
in welfare brought about through free ex¬ 
change. The prisoner-of-war camp analogy 
of the free enterprise system may not be par 
Ocularly palatable to those who wish to harp 
on the freedom that a market economy is 
said to guarantee for its participants, but the 
analogy brings out some crucial aspects 
about the social conditions and implications 
of the market economy First, it cannot be 
the market operations that ensure the 
freedom of the participants to exercise their 
choice they are as free as their ‘initial 
endowments’ (in other words their resource 
power) confer economic rights on them In 
the pnioner-of-war-camp, of course, not 
only does everyone know what each partici¬ 
pant’s initial endowments are, but also that 
tire resource power resulting from the initial 
endowments consisting of the daily rations 
in the camp and the gift packets is fairly 
equal even while they may not be aware of 
the actual contents of each person's packets 
Competitive market theory is also based on 
the assumption that the distribution of 
initial endowments is such that every par¬ 
ticipant is able to survive without market 
operations that no participant will be able 
to exercise control over the market processes 
as such although this crucial assumption 


AN-22 



is not usually given the prominance it 
deserves 11 

There is a further aspect implicit in the 
analogy that Joan Robinson uses It may be 
possible to establish that trade may be to the 
advantage of all the participants even if no 
major restrictions are placed on the distribu¬ 
tion of resources ‘initially’ But if produc 
lion also is brought into analysis, it follows 
from the logic of the system that the goods 
actually produced and which become 
available for exchange are determined by the 
exercise of the economic power that arises 
from the initial situation If the more 
favourably endowed want guns (as they 
usually tend to) the system will tilt towards 
the production of guns, even if, objectively 
speaking, butter may be more desirable for 
everyone. The subjective freedom of choice 
that the market economy purports to offer 
is indeed heavily circumscribed by the 
objective conditions that lie behind tl\e 
distribution of economic power 12 And, if 
one starts with an unequal distribution of 
resources, the operation of the system, par 
ttcularly the production processes un 
hindered by any external force can only lead 
to an accentuation of that incaualuy and, 
therefore, a greater limitation on the freedom 
to choose of those who had less mil tails 
Some ot these aspects will not be broughi 
to light when the market and exchange pro 
ecssts are delinked from the productive acu 
vitics which are necessary to sustain ex 
change as an activity M 

We must note too that in the prisoner ol 
war camp analogy the camp officer is not 
only the defender of the peace ip a political 
sense He has a role to play in the economic 
processes in tht camp lliough he is not a 
paitiupant in the exchanging of the contents 
ol the gift packets he has to perform the 
role of the auctioneer who supervises the 
exchange operation endowed wiih the power 
10 cancel any contracts arrived ai it they are 
not compatible with equilibrium lor all par 
ticipants in the camp however attractive they 
may be from the point of view ol those who 
become parties to those contracts Studies 
relating to the ‘core’ of the economy have 
established that “under appropriate hypo¬ 
theses there is no strong incentive for sub¬ 
groups to coalesce and to achieve more than 
they could in the competitive equilibrium”, 14 
but that can only be in the final result of 
the interactive process In the absence of the 
auctioneer who has ihe power to invalidate 
any contract there is nothing to prevent a 
participant who finds a particular exchange 
rate to his advantage trying to enforce it on 
the market if he can do so 14 

The authority backing exchange opera 
tions must also ensure that there is a medium 
of exchange that is generally accepted Here 
again there is a difference between the logic 
of the market economy and the performance 
possibilities of an economy functioning 
along market lines. In the logic from the 
time of Walras, prices (relative prices, that 
is) can be expressed in terms of any one 
of the commodities designated as the 
numeraire 16 But in an economy with large 


number of participants and large number of 
commodities exchange can actually take 
place only if there is a numeraire that is 
widely accepted as a medium of exchange 
and a unit of account, and can also become 
a store of value It is a mere illusion (perhaps 
a ‘no-money illusion’) to imagine that 
beyond the simplest of cases economic acti¬ 
vity can take place without money And even 
if that money is based on a metal with an 
exchange value of its own, and not merely 
fiduciary money, it has to be backed by an 
authority because it is such backing that 
makes it generally acceptable One of the 
major problems of the theory of the market 
economy is that it is carried out basically 
in real terms with money imposed from 
above to convert relative prices into absolute 
prices As is well known the introduction of 
money into the system raises issues of the 
real balance effect and the distinction bet 
ween ‘outside’ money and ‘inside’ money 
which I do not propose to enter into here 17 
But we must recall Max Weber's comments 
on money and money prices “Money prices 
are the product of conflicts of interest and 
ol compromises they thus result from 
power constellations Money is not a mere 
‘ voucher for unspecified utilities” which 
could be altered at will without any funda 
mental effect on the character of the price 
system as a struggle of man against man 
'Money' is, rather, primarily a weapon of 
this struggle, and prices are expressions of 
the struggle, they are the instruments of 
calculation onlv as estimated quantifications 
of relative chances in this struggle of 
interests 18 

iNVIStBlh AND VlSIBLh HANDS 

These discussions unearth some of the 
planks ot the market economy that usually 
lie hidden beneath the facade of self interest, 
profit motive and freedom of choice which 
arc frequently claimed to be the conditions 
necessary foi the functioning of markets to 
achieve a disposition of resources which is 
at once most satisfactory for participating 
agents and most efficient from a social point 
of view If these are the visible requirements 
for market performance, Adam Smith's 
famous ‘Invisible Hand', must consist of the 
initial endowment of resource* to every 
participant in the system, a distribution of 
those resources such that there is a balancing 
ol economic power, an authority to back 
money as well as to protect property rights 
and contracts None of these is provided or 
guaranteed by the market as a social institu¬ 
tion Hence the claim that the market can 
be a self propelling mechanism is both 
untenable and misleading because the hands 
that propel it has now become very visible 1 
Since the expression 'the market economy' 
is simply the technical expression for what 
is referred to in day to-day language as the 
capitalist economy, we may note the com¬ 
ment of a writer about the social conditions 
and controls under which it operates as an 
actual social and economic system “The 
capitalist economy comprises the organisa¬ 


tion of production, accumulation, and ex¬ 
change by private individual*, operating 
singly or in corporate groups and acting 
freely on the basts of commercial contract 
and motivated by their pecuniary benefit As 
such, market capitalism has been condi¬ 
tioned, confined, and supplemented by 
social controls of a variety of kinds These 
controls [are] operated by the state or em¬ 
bodied in social conventions or in¬ 
stincts ” l * These must include, according 
to the writer, informal social controls m the 
form of socialised norms of behaviour, in¬ 
cluding what will be bought and sold in the 
market, and what will not be, controls 
needed to make the market process efficient 
in its own terms such as central control over 
the money supply, fiscal and administrative 
regulations of a variety of kinds, and 
distributional correctives which soften the 
burdensome impact of capitalist market 
forces on those individuals or groups with 
least economic power 

From an examination ol the claims and 
conditions of the market economy itself we 
have arnved at the conclusion that the 
market can function only if it is supported 
bv an authority external to itself To be fair 
to Adam Smith who is said to be the original 
proponent of the self regulating market 
mechanism, we must recall that he had set 
the market within a well defined territory 
bounded bv the major functions he had 
assigned to the sovereign It is the latter-day 
scientists’ among economists who were 
eager to carve out an independent science 
of economics who started producing models 
of an 'economy' separated trom the rest of 
society and integrated bv the principle of the 
market alone 3(1 The folly of this procedure 
is beginning to be realised Keynes not only 
legitimised the involvement of the state— 
not merely maigina! tinkerings substantial 
underwritings and interventions as well— 
but brought in tht stale as the major agent 
in economic activity And although there are 
attempts now to extricate the economy from 
the state in theory at least, even in a coun¬ 
try hkt the United States of America it is 
no longer possible to envisage the economy 
without conceding a legitimate and leading 
■ ole for the state in economic processes 
Ironically enough, a further avenue through 
which the follv of the argument of the 
market functioning solely on the basis of 
individual interests and preferences is being 
realised is the so called social cost benefit 
analysis where the application of the market 
pricing principle to a variety of social situa 
tions has been giving rise to some embar¬ 
rassment 21 After all, if the state is a social 
reality, even the learned fools in the King’s 
court will become aware of it sometime, 
though initially out of embarrassment they 
may prefer to close their eyes and minds to 
what they actually see' 

III 

At this stage I would like to turn our atten 
non to the other side of the problem I posed 
initially and try to see how the market and 
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POVERTY ALLEVIATION 
THROUGH NEW 
20 POINT PROGRAMME 

GUJARAT'S ACHIEVEMENTS DURING 1985*6 


• Special Programme for Rural Poor 

First state in the country to establish 
a sepafete office of Rural Labour 
Commissioner to enforce the 
Minimum Wages Act 
Agricultural daily wages rate has 
been increased from Rs 9 to Rs 12 
Yearly wages have been revised from 
Rs 3200 to Rs 4000 
There is no problem of bonded 
labour 

• Concern for the Consumers 

The State has 10 761 fair price shops 
The Civil Supplies Corporation runs 
20 mobile shops in tribal and other 
remote areas 

It runs departmental stores at 
Gandhinagar Ahmedabad and 
Himatnagar 

1 80 crore persons covered under 
'Food for All Programme 

e Forestry 

Waste land is developed undei 
forestry 2430 hectares of desert 
border area will be afforested durinq 
/th five year plan 

• Alleviation of Rural Poverty 

8 86 lakh families have ber n provided 
with income generating assets under 
IRD programme 

Under this programme State has 
provided support to generate inoome 
to 8 86 lakh families 

Employment estimating upto 631 21 
lakh mandays is generated 

Scheduled castes and tribes are 
provided benefit of housing and 
sanitary facilities under INDIRA 
AWAS YOINA 

• Enforcement of Land Reforms 

2 37 235 acres of land were declared 
surplus under the various Land 
Ceiling Acts out of which 1 06 273 
acres were distributed to 
beneficiaries 


• Strategy for Rain-f ed Agriculture 

16 49 Hectare land is covered under 
this strategy 765 watersheds have 
been demarcated for water shed 
development 

438 small watersheds are developed 
21 B7 lakh hectare land is covered for 
high yeildmg variety 

• Equality for Women 

• Opportunities for Youth 

Free education to women at all levels 
1? 176 women headed families are 
covered under IRDP 
The State Sports Council is entrusted 
with the task of developing sports 
activities for youth 

• Better Use of Irrigation Water 
Field channels were constructed 
covering 6 19 lakh hectare area 4 78 
lakh hectares of land is covered under 
irrigation 

20 18 lakh hectare land is covered 
under minor irrigation 

• Energy for Rural Area 

17 053 villages are electrified This is 
along with 4 135 Harijan and 4 676 
tribal localities Guiarat Energy 
Development Agency is also 
established for research and 
development of alternatives of 
energy 

• Potable Water 

This problem is tackled on war 
■footing 10 389 villages were 
provided potable water 3 331 
problem villages in tribal area are 
taken care of by provision of safe 
drinking water 

• Protection of Environment 

A 55 Km effluent channel has been 
constructed from Vadodara to Gulf of 
Camba/ to meet the needs of large 
scale chemical and petro chemical 
industries around Vadodara 
The Gujarat Ecological Education and 
Research Foundation is set up 


• Justice to Scheduled Castes and 
Scheduled Tribes 

Social Justice Committees have 
been set up 1 96 lakh backward class 
students received Scholarships/ 
Stipends 

1 24 lakh students received 
educational incentives like boarding 
books grants uniforms etc 

• Improvement in performance 

Improvement in performance of state 
enterprises by increasing efficiency 
and resources 

• Well Developed Administration 

Gujarat government has a well 
developed administration responsive 
to people s aspirations 
The Administration is all out to 
achieve goals of restructured twenty 
point programme 

• Housing for People and 
Improvement of Slums 

3? 544 houses have been 
constructed for rural weaker section 
beneficiaries 3 77 lakh persons have 
received construction assistance 

• Bumper Harvest 

Target for Production of oilseeds 
durinq Seventh Five year plan is 28 40 
tonnes 

State has a first place in Dairy 
production with 18 dairy plants 5 milk 
production factories and 8 district 
dairy co-operative unions 

• Health for All 

3 7 lakh young ones are covered 
under (CDS 

• Educational Expansion 

During 1985 86 1 76 lakh more 
children were enrolled in Primary 
Schools 

About" 32 90 lakh adults were 
covered under adult education 
programme 

MahM 
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the economy have been viewed by those who 
professionally specialise in the affairs of the 
state I would like to touch upon two tradi 
tions First, the liberal tradition which con¬ 
ceptualises the state primarily in non¬ 
economic categories and yet has an m 
genious way of incorporating the market 
into the framework Secondly, 1 would refer 
to some of the Marxist traditions in then 
approach to the state* 

Liberal Theory of State 

The philosophical underpinnings of the 
market economy with the abstract individual 
as “the ultimate entity in society” 22 were 
derived from a broader liberal philosophy 
Market economics and a polity based on 
universal franchise were seen as the twin ex 
pressions of the liberal social philosophy It 
is worth spending some time on this aspect 
because with appropriate modifications it is 
also the philosophy underlying the concept 
of the mixed economy in our own time In 
a perceptive study of liberal democracy 
C B Macpherson says "The first for 
mulators of liberal democracy came to its 
advocacy through a chain of reasoning 
which started from the assumptions of a 
capitalist market society and the laws of 
classical political economy These gave them 
a model of man (as maximiser of utilities) 
and a model of society (as a collection of 
individuals with conflisung interests) The 
general theory was clear enough The only 
rationally defensible criterion of social good 
was the greatest happiness of the greatest 
number, happiness being defined as the 
amount of individual pleasure minus pain 
In calculating the aggregate net happiness 
of a whole society, each individual was to 
count as one What could be more egali 
tanan than that as a fundamental ethical 
principle’” 21 

In this observation we have one of the 
basic principles underlying the concepts ot 
the market economy and democratic polity 
brought together within a broader phtlo 
sophy of liberalism, namely, the free, 
independent individual as basic units of 
society and society as an aggregation of such 
individuals That under the market economy 
the consumer is sovereign and that it is the 
independent preferences of each consumer 
that determines all economic activity, parti 
cularly the quantum and pattern of produc 
tion, constitutes one of the major claims of 
that economic system about itself and 
against other possible foims ot social and 
economic organisations The liberal theory 
of the state also is built upon a similai 
recognition of the independent individual as 
the voter in whom sovereignty is vested and 
who freely chooses the kind of government 
he wants 14 Thus economy and state are 
both shown to arise from the free choice ex¬ 
pressed by independent individuals Against 
the background of a feudal society wherein 
both political and economic rights were 


restricted and defined, to each according to 
his status, the new forms of polity and 
economy were based on a general and im¬ 
personal distribution of rights Universal 
franchise which treats everyone as an equal 
citizen and a competitive market which 
decides the nature of economic activity im 
partially and on the basis of the preference 
of consumers thus became the twin pillars 
of the new social order Within this frame 
Bentham and Mill, the proponents of the 
utilitarian philosophy and liberal democracy, 
saw an additional benefit arising from a 
highly competitive market order, the high 
level of material productivity it offered 
Bentham’s utilitarianism let each individual 
decide what pleasures he would pursue, 
including many non-material ones, but the 
wordly philosopher was clear that the 
possession ot material goods was so basic 
to the attainment of all other satisfactions 
that it alone could be taken as the measure 
of them all “Each portion of wealth has a 
corresponding portion of happiness” he 
stated and “Money is the instrument of 
measuring the quality of pain or pleasure 
Those who are not satisfied with the 
accuracy of this instrument must find out 
some other that shall be more accurate, or 
bid adieu to politics and morals” 21 
The founding fathers were realistic, enough 
to recognise that society based on these prin¬ 
ciples could still lead to many forms of in 
equalities, particularly economic inequah 
ties They did not consider this to be a 
serious problem, however because they were 
sure that in the creation of wealth everyone 
could benefit, though some would come to 
have more than others They felt that “it wus 
a law of human nature that every individual 
would always be trying to exploit everyone 
else, so nothing could be done about society 
All that could be done was to prevent 
governments oppressing the governed, and 
for this a mechanical protective democratic 
franchise was sufficient” 26 They also 
recognised the need for laws “to provide sub 
sistence, to produce abundance, to favoui 
equality, to maintain security” But the 
priorities given were revealing It was 
assumed that the great mass of people will 
never rise above a bare subsistence level and 
that for them the fear of starvation rather 
than the hope of gain and improvement 
would be the incentive to work, the more fo. 
tunate would produce abundance, but for 
this they and their property must be given 
security, and as tor equality, what can the 
state do, except to assure equality before the 
law’ 

These themes would have been worth pur 
suing further But space does not permit me 
to do so And yet it must be pointed out that 
these are not merely the voices of the past 
They are surprisingly modern m their tone 
They constitute the political philosophy of 
many liberal third world countries, including 
ours The terminologies may have changed 
somewhat, though The argument today 


would run somewhat as follows “The most 
important objective in a poor country is 
economic growth, for without growth 
poverty cannot be removed Growth can take 
place only if incentives are provided to those 
who can bring about growth even if they 
constitute a minority of the population The 
best incentive for growth is what the maket 
can provide Hence all artificial barriers to 
the working of the market should be 
removed But the state should sec to it that 
market forces do not become ruthless and 
must do whatever it can to ensure tolerable 
levels of living for the majority who cannot, 
under the circumstances rise above the 
barest levels of survival 27 Sure, there will 
be economic inequalities But the state can¬ 
not remove all social problems, especially 
those that have their deep roots in the ex¬ 
isting social order” 

Marxist approaches to State 

1 he Marxist tradition on the state is, not 
surprisingly, a house divided For Marx and 
Engels have made very many pronounce 
ments about the state which, in many in¬ 
stances, appear to be contradictory 28 Thus, 
what has come to be known as the instru¬ 
mentalist theory of the state, which envisages 
the state as a tool in the hands of the domi¬ 
nant class traces its origin back to the state¬ 
ment in the "Communist Manifesto” 19 that 
the state is a committee for managing the 
common affairs of the bourgeoisie while an 
opposite view which considers the state as 
neutral agent mediating between warring 
classes is derived from a passage in the 
“Origin ot the Family” 10 1 do not believe 
that a proper understanding of the nature 
and functions ot the state can be obtained 
by locating texts from the masters But for 
many purposes, especially for tracing the 
relationship between the state and the 
economic realm, I have found it helpful to 
think of the state as the “epitome of society” 
as Marx once expressed it 11 The meaning 
of that expression can be spelt out using a 
passage from “ I he German Ideology” 

There Marx and Engels show that both 
exchange and authority are related to divi¬ 
sion of labour beginning first within the 
family They go on to say “The division of 
labour also implies the contradiction bet¬ 
ween the interest of the separate individual 
or the individual family and the common 
interest of all individuals who have inter¬ 
course with one another Out of this con¬ 
tradiction between the particular and com¬ 
mon interests, the common interest assumes 
an independent form as the slate, which is 
divorced from the real individual and col¬ 
lective interests, and at the same time as an 
illusory community always based, however, 
on the real ties existing in every family con 
glomeration and tribal conglomeration- 
such as flesh and blood, langqage; division 
of labour on a large scale, and other 
interests— and especially on the classes. 
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already implied in the division of labour, 
which m every such mass of men separate 
out, and one of which dominates all the 
others” 12 I consider this a very seminal 
passage w hich in essence captures the com 
plexity that the state is Let us pick up the 
insights that this passage is packed with 
First it recognises two kinds of factors which 
constitute the social fabric and social rela 
tionships material forces that underlie the 
division of labour and the class division of 
society and secondly interests related to 
matters of flesh and blood Society, in other 
words is not merely a sum of the individuals 
who constitute it, but an ensemble of rela¬ 
tionships of individuals brought into group 
relationships ot various kinds The state as 
the epitome ot society will reflect this 
unordcred set ot relationships It will be an 
expression both of common interests in 
society as well as us class contradictions In 
one sense it represents the collective interests 
of that community, but to the extent that any 
class society is dominated by one of the 
classes the state is also an expression of that 
domination 

An Ft tMFN tai Representation or 
Capitalist Society 

How can we understand these statements 
as something more than assertive proposi 
tions 9 Through an elemental representation 
of a capitalist society I shall try to bring out 
what it means to say that the state is both 
an expression of the dominant class' interest 
as well as of the common interests ot society 
A capitalist society in its elemental sense 
consists of a class whose philosophy is, 
as Marx stated bluntly “Accumulate, 
Accumulate’, and another class whose mam 
concern is survival 11 The question to con¬ 
sider then is whether the state can be seen 
as supporting the class interest of the 
dominating class to accumulate and attemp 
ting to defend the interest of the rest to sur 
vise lx:t us note that the accumulators can¬ 
not have any direct interest in the survival 
of the rest and that their operations are 
antagonistic to the interests of the rest 
Hence the dominant note in this situation 
is one of conflict of interests But there is 
also a certain mutuality of interest here 
insofar ds there can be no accumulation 
without the survivors, and hence it is m the 
interests of the accumulators not to kill the 
goose that lays their golden egg This at¬ 
titude of theirs is favourable to the goose 
also because it wants to survive Herein lies 
the clue to the coincidence of class interest 
of two classes whose interests are basically 
antagonistic in nature In this situation can 
the state serve the interests of accumulatois 
while at the same time also showing some 
interest in ‘society at large 1 ? 

The question can be reformulated Granted 
that the capitalist accumulators are the 
dominant class in this hypothetical society, 
would they need a state to enable them to 
achieve their objective 9 They are the owneis 
of property and hence can be considered to 
be powerful enough to protect their rights 


against those who have none: Let us assume 
also that there is no problem of external ag¬ 
gression Now the question can be sharply 
posed Is there a role for the state to satisfy 
the quest of the accumulators to ac 
cumulate 9, The answer is not only that there 
is, but that role is distinctly immanent Let 
me try to explicate this 14 

( apitalist accumulation takes place in the 
context of a system of generalised com 
modity exchange including comnioditised 
labour power on which capitalist accumula¬ 
tion crucially depends But this dommodity 
has certain unique characteristics For one 
thing, unlike all other commodities which 
are produced within the capitalist system, 
obeying the capitalist principle of profit 
maximisation, labour power is not The con 
ditions of production and reproduction of 
labour power are not totally uninfluenced 
by capitalist processes, but lie distinctly out¬ 
side the capitalist production operations 
Secondly, when capitalists purchase labour 
power it is only (or specified periods, while 
the labourer who provides the labour power 
must survive even when his labour is not 
being purchased and utilised by capitalists 
Thirdly, while individual capitalists would 
want to purchase labour power at the lowest 
possible price, as a class the capitalists will 
not want to destroy that commodity because 
it is the source of their accumulation The 
state by itself may not, and may not be able 
to provide the conditions for the production 
and reproduction of labour, but the capita¬ 
lists have to rely on the state to see that it 
is done. 

The state is necessary not only to ensure 
that the source of accumulation is main 
tamed, but also to ensure the means of 
accumulation which is money 1 have indi 
cated already that capitalist accumulation 
takes place in a system of generalised com¬ 
modity exchange The theory of the market 
economy may consider exchange as a pro 
cess through which sovereign consumers 
reveal their preference through choice or as 
a procedure to equate the marginal rate of 
substitution between goods But the capita 
lists’ interest in commodities is neither for 
the sake of commodities nor for the sake of 
consumers They produce to sell and to con¬ 
vert all commodities into profits that can be 
homogenised through money Their airil is 
solely to come to have more and more 
economic power through accumulation for 
which a generalised command over markets 
and through markets over resources is 
necessary and this will not be possible 
without money, the universal equivalent ” 
So, whatever may be the economists’ views 
on money, to the capitalist accumulatois it 
is not a veil, but a powerful weapon, the tool 
of their trade—literally—and the means to 
reach their goal In a modern economy 
money does not become money without the 
authorisation and backing of the state 
Ihking the role of the state in relation to 
labour and money we may then say that both 
for the source (labour) and means (money) 
of accumulation the capitalists need the 
state: As Brunhoff puts it, the role of the 


state is “to meet needs of capital which 
capital itself cannot meet directly” M 
Having, thus, established that the domi¬ 
nant accumulating class m the elemental 
model of a capitalist society needs the state 
for its purposes we can now consider how 
the state m such a society serves that specific 
class interest and yet also the general interest 
in view of the interest that the accumula¬ 
ting class has in the market and money, or 
the sphere of circulation that they represent, 
we may start there. In an interesting passage 
John Urry shows that the sphere of capitalist 
circulation can be viewed as what Marx 
described sarcastically as the realm of 
‘Freedom, Equality, Property and Bentham' 
which I would like to reproduce "There is 
freedom because buyers and sellers are freely 
able to buy and selK-no one forces them to 
enter a particular market at a specific time, 
to sell or to purchase a certain commodity 
Buyers and sellers contract as free persons 
Relationships are equal because there is the 
exchange of equivalence which results from 
the equalising processes of the market The 
purchasers and sellers of commodities are 
equal parties each of whom.has a common 
status as an exchanger There is an all sided 
equality ot subjects 1 he realm is one ot pro 
perty because each person only sells what 
he or she possesses—what people have as 
property to dispose of in one market or 
another And relationships arc like those 
described by Bentham in that people act in 
terms of self interest The only force which 
brings people together is the private interest 
each of them has in exchange, in obtaining 
what the other person possesses” 17 So 
market and money appear to be of general 
interest 

But it is not only a matter of appearance 
Market and money can in fact help the sur 
vivor class also because m one sense they 
reflect advances in the material and social 
forces of production which can be ol benefit 
to the survivor class too In particular, those 
thrown out of their ownership of the means 
of production can now survive by hiring 
themselves out or by becoming traders, 
because as has already been noted, exchange 
involving money and the social division of 
labour which it represents has a built in 
tendency to expand This means also that 
neither money nor the institution of market 
per se is evil from the point of view of the 
survivor class as a whole in a capitalist 
society Whether every section of the sur¬ 
vivor class (or of the class of accumulators 
for that matter) will benefit by the actual 
market processes in a capitalist system is a 
different question 

Strange as it may appear accumulation 
also can be beneficial for 'society as a whole* 
including to the survivors Although indi 
vtdual capitalists may be able to accumulate 
through a vayety of ways, accumulation in 
a macro sense can take place only if produc¬ 
tion is also increasing over time And 
increase in production over time (‘growth’ 
in the more familiar phraseology) can, and 
frequently does, improve the material con¬ 
ditions of living of the survivors also—their 
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lives may become “incrementally less in¬ 
tolerable" as a writer puts it ,s It is for this 
reason that the state in a capitalist society 
becomes a great champion of 'growth' and 
capitalists (and many economists) lend their 
full support to this benign objective—the 
cake has to grow 1 

When it comes to what the state does, or 
gets done for the welfare and well-being of 
labourers, the benefits to the survivor class 
is quite direct, as they are meant to be The 
actual policy measures here will depend very 
much on the specifics of the situation, but 
have included, among others, minimum 
wage legislation, employmem guaiantce 
schemes, unemployment doles social securns 
measures, not to speak ol a wide range ol 
integrated development programmes that 
have become fashionable of late 

This is the mutuality of interest (frequently 
distorted through glorification as 'the har 
monv principle’) that I referred to earlier but 
the interest of the goose to survive and ol 
the other party to get the golden eggs And 
it is this mutual coincidence of warns th it 
makes the stale a ‘representative ol the pco 
pie' and a beneficiary of all Thtre is only 
one catch—what Jean Mcynaud calls the 
bias ol the system which almost auto 
matically ensures that “all the measuics 
taken by the state to develop and improvt 
the national economy always end up l>\ 
bung ol the greatest benefit to those who 
control the levers of command of ihc 
production-distribution sector The bias of 
the system makes it also possible to undet 
stand that the measurts taken to remedy the 
derelictions, shortcomings and the abuses ol 
capitalism result ultimately, where sue 
cessful, in the consolidation of the 
regime” 1 ' 1 In oiher words, class domination 
over the state is based on “the dull compul 
sion of uncomprehcnded economic rcla 
lions"' 10 and not necessarily Ihrough ihc 
overt manipulation of any agency of the state, 
although that too need not be altogethu 
ruled out 41 42 

I\ 

SlATF AND MAKIeLI BASIC ISSUfcS 

The theory ol the market economy as 
»een in Section II, is based on the assump 
lion of the congruence ol interests of the 
participating agents But as Sen puts it “The 
'invisible hand’ in the form of the market 
mechanism is geared to the congruence 
exercise, leaving the conflict problem un 
addressed and essentially left to the equili 
brium of relative powers and muscles ” In 
fact, the congruence of interest does not 
arise from the self-interest of individuals and 
from the fact that all participants are greedy, 
but through a balancing of power via ap 
propnate assumptions regarding the distri 
bution of initial endowments There is, 
therefore, no proof so far that other the self 
interest of the participants or the market 


m which it finds expression brings about 
harmony harmony shows up as the end pro¬ 
duct only because harmony is postulated in 
the beginning through suitable assumptions 
Remove those assumptions that ensure har¬ 
mony at the outset and the market as a 
mechanism can be shown to be operating ac¬ 
cording to the law of the jungle, i e, accor 
ding to the power of the ‘dollar vote’ as 
Samuelson scientifically and democratically 
refers to it' There is also the problem that 
even with fairly even distribution of initial 
endowments self interest can turn out to be 
collectively self defeating because of the 
interdependence that elude the market 
On the other hand, our excursion into the 
realm of the state (Section ill) has shown 
that even in ihe clearest case of polarisation 
of class interests, the state can promote 
general welfare' while it cannot but serve the 
interest of the dominating class, becailsc that 
domination actually exists in society of which 
tht state is, in one sense, a reflection 43 
The basic issue then is that beneath the 
surface of the congruence of interests that 
the market theory features and which the 
market under specified conditions, may 
bring about there is conflict of interests 
And, even in the midst of the most intense 
conflict of interests some congruence of 
interests can be discovered Conflict of 
interests and the congruence of interests of 
the agents in society, especially in their 
economic relationships are manifested 
ihrough the state and the market as social 
institutions A realistic study of society and 
ot the tconomy must reckon with both 
conflict of interests and congruence of 
interests—for they are both realities of 
societal interrelationships and intercourses— 
without absolutisms either This is the task 
It has an immediate analytical implication 
loo Neither the market (or the economy in 
a bioadcr sense) nor the state can be under 
stood without reference to the other The 
stale and the economy arc not co extensive 
ihcv overlap and interact It is also necessary 
to think of the state both as being influenc¬ 
ed bv and influencing the agents and (heir 
specific interests ho is the market It is not 
merely a reflection ot the interests of the 
agents l! shapes them and influences them 
Thes in turn influence it The terrain of 
theory—both the theory of the market (or 
the economy) and the theory of the state- 
can only be these shifting interrelationships 
I leave it to braver souls to enter into it' 
But as a minimum I have the responsibi 
lity to indicate the equipment that will be 
required to undertake the new expeditions 
Let me briefly attend to that task which, 
methodologically, is a pre theoretic exercise. 

First and foremost it is necessary to give 
up the myth ol the isolated, independent in 
dividual with eternally invariant characteri¬ 
stics as the basic unit in the study of socie¬ 
ty and society as a mere aggregation of such 
units which are the continuing hangovers of 
the liberal social philosophy This is a vast 


theme tn itself, and I do not propose to 
elaborate all its aspects 44 Suffice it to say 
that neither the market not the state can be 
properly understood by proceeding along 
those lints Exchange, for instance, does not 
primarily result from the innate propensities 
of isolated individuals “to truck and bafjer" 
as Adam Smith postulated it, but arises from 
the division of labour which is essentially 
a social phenomenon On this point the 
observation of Marx and Engels is more 
perceptive, that exchange and authority are 
both related to the social phenomenon of 
division ol labour arising from objective 
material conditions and manifesting itself in- 
mallv within the fanulv 

AJ*pr«a< it to MARkt r 

In the study ol the mat kit, tor instance, 
it means that the emphasis must shift from 
the subjective aspects ot self interest and 
greed of the agents to the objective condi 
lions of ‘initial endowments' which effective 
l> determine thi nature of market relation¬ 
ships To state it differently market studies 
must bt premised on the ownership ques 
lion 41 It is generally recognised that ex 
change is based on the exclusion principle 
and every act of exchange actuates the prm 
uple ‘mint ergo not thine, thine, ergo not 
mine 4, ‘ What is reciprocated is the cxclu 
sion ol ownership and property right, in ef¬ 
fect, is the right to exclude, more than the 
right to enjoy 47 

TVvo comments are necessary on this 
point The first ts that ‘initial endowments’ 
can be specified only in the context of pro¬ 
perty rights which, tn turn, is a time and 
space specific issue. This means, for instance, 
that what is a 'resource' is not merely a mat¬ 
ter of physical identification, but primarily 
one of social recognition So is ownership 
It is not a single identifiable right, but a bun¬ 
dle of claims Onlv a more detailed analysis 
of these will enable one to distinguish bet¬ 
ween markets for stocks and flows, short¬ 
term and long term transactions, the extent 
of risks and uncertainties, all of which are 
necessary to come to have a better apprecia¬ 
tion of market activities and economic 
power One of the greatest disservices done 
by the over-simplified theory of markets is 
that the morphology of markets is thought 
of only either in terms of numbers or of pro¬ 
duct differentiation But if the possibilities 
and opportunities of market transactions are 
defined by ownership rights 4 ' involving dif¬ 
ferent kinds of claims, a morphology of 
markets too must be along these lines and 
market involvement will become a ‘policy 
variable 1 to the agents depending upon their 
initial endowments and their objectives 

Secondly, although the market is a chan¬ 
nel of information also apart from a 
mechanism for effecting exchange, its role 
as an information broadcasting system will 
also be conditioned by the initial endow¬ 
ments of the participating agents 49 Here 
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again, market theory, by and large, tends to 
deal only with the simplest of cases where 
all participants, out of necessity (meaning 
in terms of the kind of assumptions made 
regarding initial endowments) accept prices 
as parametric and behave as price takers A 
number of tall claims made about the func 
tions of the market and of the achievements 
of the market economy, in particular the 
relationship between the market economy 
and the ‘efficiency’ represented by Pareto op¬ 
timum, arise from this crucial role assigned 
to the market to supply unbiased mfosma 
tion at lowest possible cost to all par 
ticipants But initial conditions need not be 
(and the chances are that they will not be) 
of the kind that the theorist finds convenient 
and acceptable And the pattern of initial 
conditions may give some of the participants 
enough of an initial advantage to be able to 
influence effectively the information func 
tion of the market One cannot overlook the 
fact that an information system can easily 
be used as a control system alsoIn this 
sense the market is an information and con 
tiol mechanism of the system 

In turn it means that the conceptualisa 
tion of an economy’ as a well integrated 
system through prices is too simplistic M In 
fact while the expansion of market leads to 
certain kinds ot market interconnections 
given the initial endowments it also gives rise 
to segmentations as well as non market 
imerlinkages based on eionomit tonsidera 
tions themselves No functioning economy 
can have the kind of unification and Integra 
non that theory attributes to she market 
system I he actual situation is a criss¬ 
crossing ol essentially segmented markets 
with option lor agents to decide whether or 
not to enter them and it so to what extent 
The tiue picture of economics linked 
through, but not integrated by, markets is 
the global economy which presupposes par 
ticipants with different kinds of initial en 
dowments entering into limited (certainly 
not all out) market involvements on the basis 
ot non convertible currencies and in terms 
of their own interests If domestic’markets 
even with the same economy arc claimed 
to be different, the claim needs to be 
demonstrated 

That leads me to the last point I wish to 
touch upon regarding the study of markets 
Does motivation play a pai t in understan 
ding market operations 7 The answer is ‘yes’, 
but that needs to be scrutinised further First 
let us note that if self interest represents 
greed, then, it implies accumulation If so 
it is much better to think of the market as 
a social mechanism to achieve that objec 
five, rather than as an agency that enables 
the maximisation of consumer satisfaction 
The market, let us note, has little to do with 
consumption directly It is the instrument of 
the traders and of the producers who pro 
duce to trade. While it is primarily the ally 
and tool of accumulators,’ 3 it provides op¬ 
portunities to survivors also Accumulation 
and survival strategies may have much in 
common when they manifest themselves 
through market operations, but they can dif¬ 


fer also Actual market activities are the 
results of accumulation and survival stra¬ 
tegies and an understanding of both these 
is needed for a study of markets 

approach to Classes 

While the theory of the market economy 
has tended to gloss over the significance of 
initial endowments, the theories of classes 
and class interests have tended to rely almost 
exclusively on ‘initial endowments', or pro 
perty relations in the terminology of these 
theories It goes back to the classical tradi 
tion of identifying classes on the basis of the 
owhership of land, capital stock and labour 
or of earnings made from these Its logical 
perfection is seen in Marx’s representation 
of a capitalist system as consisting of two 
antithetical classes, capitalists who own all 
the means of production and workers who 
own nothing V While it is impossible to 
overlook the crucial link between ownership 
and class divisions any theory of classes 
which relates class interests statically to in 
itial endowments is certainly too naive It is 
such representations that portray society 
solely in terms of class conflicts 

Let us first consider the meaning of the 
expression ‘initial endowments' It will be 
misleading to give too literal a meaning to 
the word ‘initial’ il that implies ‘given’ once 
and tor all Such an interpretation of initial 
endowments is not particularly different 
from self interest as the initial ‘given’ The 
term ‘initial endowment is rather an analy 
deal expression implying what obtains when 
the analysis begins and in that sense enter 
mg into the analysis as a ‘given’ But to the 
extent that initial endowments refer to 
ownership (of resources or property) they do 
not remain invariant over time The extent 
of endowments of an agent and the character 
of ownership can both change as a result of 
the processes being analysed, whether it is 
exchange or accumulation, more particularly 
accumulation Also class interests are based 
not onlv on what a particular agent or a 
(class ot agents) has but also on what other 
agents have These two undergo modifica 
tion over ome Thus classes and class 
interests are ‘relational—related both to time 
and the temporal processes on the one hand 
and the composition of the system as a 
whole on the other Class interests must be 
thought of essentially as comparative advan 
lage, and not some absolute entity posited 
m isolation from sptuftc conjunctures "A 
situation action, or event can be said to be 
in an agent’s interest if it secures a greater 
net increase (or smaller net decrease) in the 
realisation ot that agent s conditions of 
existence than do any feasible alternatives 
in a given conjuncture” says Bob Jessop He 
continues “This implies that an agent’s 
interests must be assumed in relation to the 
structural constraints and conjunctural 
opportunities obtaining in a given 
period” ,5 Consequently the same objective 
conditions can be given different subjective 
interpretations by different agents Economic 
and political strategies are based on the sub 


jective appraisals of objective conditions 

To appreciate the full significance of this 
point it is necessary to note that except in 
pure logic there is no sharp polarisation of 
class interests Oust as except in pure logic 
there is no perfect harmony of interests, even 
when all interests are taken to be ‘self- 
interest’) because except in logic classes are 
not sharply polarised Every functioning 
society has a wide range of classes and class 
interests and a realistic approach to classes 
must accept it as a tact The grouping of 
these into n number ot classes is essentially 
an analytical device with never a one to-one 
correspondence with reality The implication 
is not that classes and class interests are only 
analytical constructs but that class analvsis 
is essentially an abstract procedure, with no 
a priori justification for the level of absiruc 
lion except in the context ol the specifics ol 
a problem 

Now, classes and class interests arise from 
the objective reality of initial endowments 
as also the modifications that the initial en¬ 
dowment configurations undergo through 
the operations ol the market and of the state: 
Hence a clearei understanding of the market 
processes is necessary for a proper apprecia¬ 
tion of class interests a knowledge of the 
specifics of class interests is required for an 
eviluation ot market processes There is no 
circulanty ol icasomng here It is a spelling 
out of the implications of what has been 
described as i relational' approach The 
impact of class interest on market operations 
has not received sufficient attention partly 
because ol the strength and influence of 
market models which cannot accommodate 
arty other than individual interests and partly 
because class analysis tends to be done 
primarily in terms ol politics and power after 
taking oft Irom a static 'initial endowment' 
position C lass interests manifest themselves 
tullv only through the manner in which 
initial endowments are put to use, which 
necessitates an understanding of how market 
opportunities are perceived and interpreted 
and by examining the extent and nature 
ol involvement in market transactions— 
maikcts in this context comprising com¬ 
modity markets money, finance and credit 
markets and, of course, the market for 
labour power I or this purpose more detailed 
identification ol classes and class interests 
in operational terms is necessary 

1 here is a further aspect that needs to be 
noted Where a multiplicity of classes is (or 
has to be) recognised, the analysis of class 
struggle must also be supplemented by what 
John Urry appropriately describes as 
‘classes in struggle' Classes in struggle 
implies conflicts and congruences, collusions 
and compromises Again, in a situation of 
class interests (multiple as against polarised) 
there is no a priori way of indicating whether 
the dominant mood in any specific situation 
is one of conflict or congruence Analysis 
of concrete social situations and p[oblems 
would become much simpler, of course, if 
such a priori indications wfcre possible, but 
then, unfortunately, the concrete would 
cease to be concrete* Theory can be an aid 
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to the analysis of the concrete, but theory 
must be used, not administered 

Approach to S tail 

Let me start with two negative proposi 
tions in turning to the approach to the state 
The first is that the state should not be 
thought of as an agency external to markets 
The state is not merely the public sector It 
is not merely government This needs to be 
explicitly stated because economists par 
ticularlv arc guilty of such illicit identifica 
tions as for instance when they refer to the 
share of the state in GNP, and find it con 
vement to think ol the state as an indepen 
dent external agency coexisting with a 
market economy based tntircly on individual 
decisions The reference to the 'intervention 
ol the state shows clearlv that the state is 
considered to be an external entity So do 
the frequent references to ‘the swing of the 
pendulum between the state and market 
forces’ and the judicious mix between 
activities of the state and of the market’ 1 
have already indicated the reasons why the 
state cannot be a totally external entity ,7 
Secondly, the state should not be thought 
of as a single entity It is essentially an 
ensemble of institutions, consisting of the 
government, the legislative bodies, the 
monetary authority, the judiciary and legel 
bodies, the bureaucracy and the variety of 
enforcement agencies, etc ,s Hence it must 
not be thought of as an “unproblematic cm 
pineal givtn", as Bob Jessop puts it The very 
unity of the state from the plurality of its 
institutions is a constituted unity, constituted 
in relation to and by virtue of its specific 
composition and functions at any given time 
Consequently it should not be surprising 
if comprehending the state is more difficult 
than either the market or even classes For, 
it is in the essence of the state to be a legion, 
sometimes warring within itself Hence one 
can only make some suggestions as to how 
to get to grips with this elusive entity 
In the context of the present discussion 
we may begin by saying that in any modern 
capitalist society the state is an agent with 
ownership of some ‘initial endowments’ 
which it uses as the basis of its market opera 
tions The state is very much a market par 
ticipant, and not merely a camp warder or 
auctioneer in the tatonnement process of 
biddings The state buys and sells, it hires 
and fires, u lends and borrows—and in all 
these ways it is very much a part of the woof 
and warp of the market processes In many 
capitalist countries the state is the largest 
single market agent both in terms of the 
extent of its endowments and the volume 
of its transactions And of course the state 
has market powers and responsibilities which 
no other agent participating in the market 
has or can have In many countries, in 
eluding ours, the state is also coming to ef 
feet a trade off between some of us exclusive 
economic functions such as taxation and 


market operation, finding it simpler to 
achieve given objectives through the ‘normal’ 
and allegedly ‘neutral’ operations than 
through the exercise of its sovereign power 
This being the case it is surprising to note 
that the most learned among economists 
continue to insist that a theory of markets 
can be (and can only) built up on the premise 
of individual self-interest and the ‘rational’ 
maximisation principle What is the self- 
interest of this largest single market agent, 
and what is this agent maximising 1 One 
learned answer has been that a rational max- 
imiser is maximising whatever he wants to 
maximise—whether it is ‘wealth, religious 
piety, the annihilation of crooners or his 
waistline’ Surely, that can’t be ‘pure 
economics’ whatever else it may be 1 
Secondly, the state represents power A 
definition of power is also not easy, but the 
purpose ol power is easily recognised to be 
to produce effects While the power of the 
state is form-related, it is derived from its 
social base, that is from the variety of 
interests in society, reflecting mostly (though 
not exclusively) tffe ‘initial endowments' of 
the interest groups In this sense the power 
of the state is not a fixed quantity, but 
something that is generated through all 
operating forces in any given situation It 
means that certain configurations of social 
forces can, through the instrumentalities of 
the state, generate more power and achieve 
more effects than others The state itself pro¬ 
vides opportunities, through its operations, 
for the formation of different configura 
tions, but, of course, different social con 
figurations are not produced by wishing for 
them, but are circumscribed, especially by 
the material conditions 
As state power is derived from its social 
base, there can be no doubt that state power 
is also a reflection of class power If a cer 
tain class interest tends to dominate society, 
the same class interest will tend to be the 
dominant force behind the state also But the 
state is not a mere instrument of that class 
power, but has a relative autonomy of its 
own 40 This is partly because, as has been 
noted already, even in the purest of cases of 
dominant class situation the state serves 
more than the direct interest of that class 
It is also because m actual situation there 
is no such polarisation of interests and hence 
various possibilities of class coalitions and 
congruences are possible And, of course, 
those who have direct control over the ap 
paratuses of the state wilt strive to use the 
instruments of state for their own class 
interests and in that process bring about 
changes in the configurations of interests 
In other words, if classes influence the state, 
the state can through a wide variety of op 
tions open to it, not least of it being its 
ability to influence ‘initial endowments’ and 
markets, influence classes also We have 
some pioneering studies that bring out the 
nature of the interrelationship between 
classes, markets and the state, but more work 


needs to be done here* 1 
I have given some indications of the 
intriguing and treacherous territory of shif¬ 
ting interrelationships which should form 
the stuff of social analysis The full com 
plexity of these relationships has not yet 
been captured, and so in conclusion let me 
add one more dimension to that complexity' 
After dealing with the relative independence 
of and unavoidable interaction between the 
state and the market I have shown that class 
interest (of conflict and congruence) is the 
connecting link between the two But classes 
are related not only to the state and the 
economy In thedtscussion so far there were 
occasions to refer to a realm that lies out 
side of or between the economy and the state 
(the realm of flesh and blood relationships 
as it appeared in one place and the realm 
that lies outside of capitalist production rela¬ 
tionship in another) Social analysis must 
take this realm also into account Aspects 
ol this realm have been noted in the literature 
as the realm of culture, of ideology, of uvi| 
society 62 In a sense, this realm which defies 
easy definition or description is the most dit 
ficult area for social analysis But it is <t 
realm that makes inroads into the realm of 
the state and of the economy in manv sub 
tie ways Class consciousness and class 
interests arc also related to that realm 
Through its influence on the state il makes 
the state something more than a reflection 
of class interests interpreted solely in terms 
of economic factors, and thus becomes one 
of the forces that provides the state its 
relative autonomy The state as the epitome 
of society will reflect and rely on this realm 
too That is why the particular form ol the 
state itself becomes an important factor in 
undetstanding the nature of the state m any 
concrete situation That is why also the 
state can be influenced not only through 
economic muscle power, but through a 
variety of social forces and processes as well 
which must be explored, discovered, mobi 
lised and strategically used by those who 
care Men do not and cannot create history 
as they please, but without being alive to the 
powers and circumstances, they won’t have 
a ghost of a chance to shape history Those 
who are lethargic and indifferent will be 
overrun—not by history in the abstract, but 
by those who are ever vigilant to protect 
their interests and to exploit any and all 
opportunities 


A Summing up 

1 shall now sum up and pool together 
some of the implications of the analysis 
(I) The state and the market are two main 
social institutions in any modern society 
and they both have profound influences 
on economic processes Their roles in 
economic processes cannot be sharply 
differentiated The stale is neither a mere 
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external agency benevolently enabling 
the market to function according to its 
own laws, nor an altogether unwelcome 
intruder The market and the state inter 
act mutually and influence each other 

(2) The state and the market are different 
kinds of manifestations of the actual 
interests that exist in society and of 
power that emanates from society 
Representations of social and class 
interests either as entirely harmonious 
or as sharply polarised can be useful 
analytical devices, but neither of them 
is a faithful portrayal of any real social 
situation In real situations there are 
conflicts of interests as well as the con 
gruence of interests, specific to any con 
figuration of circumstances 

(1) In a capitalist socictv with liberal prm 
ciples of democracy social power is not 
uniformly spread as its market theory 
and political theory purport The effec 
live base of power in a capitalist society 
is the ownership of resources which is 
essentially private and the interests of 
nwncis of resources to accumulate more 
lesouices I he market is the means of 
such accumulation and the state us prm 
up ll guarantor 

(4) The state in a capitalist society plays its 
economic role by owning resources and 
controlling the use of resources and thus 
entering inio market operations in a 
variety of ways I he state has a special 
role in the money and credit markets and 
a special responsibility towards the 
labour market which no other economic 
agent has 

<*>) Whuhtr the economic policies of the 
state in a capitalist society arc carried 
out through direct involvement in the 
italm ol ownership or through market 
opeiations and support from marker 
forces is only a strategic issue The 
‘swing’ between these two can only be 
marginal at any rate The social and 
economic factors that give rise to such 
swings and their differential consc 
quences on different interest groups in 
society, however, need careful analysis 

(6) While the state in a capitalist society will 
cater principally to thfe interests of the 
capitalists to accumulate, it is not merely 
an instrument of their class domination 
It has a relative autonomy arising from 
the phenomenon of ‘classes-in-struggle’ 
as well as from the fact that it reflects 
not only the economic interests, but also 
the interests of the realm that is beyond 
or between the state and the economy 
Hence non-capitalist, non-accumulating 
interest groups in society, especially in 
a society with a democratic polity, have 
the possibility to influence state policies 
although it is heavily circumscribed, and 
conditioned on the strength of the coali 
tions they can bring about to achieve the 
objectives they are committed to 


(7) The realm of social theory is the rela¬ 
tively unexplored and undoubtedly 
treacherous terrain of the shifting inter¬ 
relationships of class interests, the state 
and the market Social sciences have 
tended to treat them in isolation which 
has contributed to analytical regidities 
Econom.c processes arid social processes 
in general can be understood only to 
the extent lo which the shifting inter¬ 
relationships are captured at any given 
time and over time 

I cannot claim to have established these 
beyond doubt or discussion What 1 have 
done is to marshall and order the circum 
stantial evidence to initiate a discussion and 
the quest for further evidence 1 admit that 
ii is far less than what is necessary, but I have 
tiled to confine myself to what is possible 
withm my limited abilities 

Notes 

[Hus paper comprises the Tirsl Waheedudm 
Khan Memorial lecture delivered Ivy the author 
at the t entre for the Economic and Social 
Studies, Hyderabad in March 1986 and is being 
published with the permission of the Director 
ot the Centre The author is most grateful to 
his colleagues S Subramanian and Sarajit 
Majumdai for the many ways in which they 
hasc helped me to prepare this piece ) 

1 N Georgescu Roegcn ‘Analytical 
Economics (Cambridge, Harvard Univer 
sity Press 1966) pp 110 and 112 I have also 
been encourage? by the observation of 
ti I S Shackle who says “We have to strive 
for an insighi which luses informally and 
it you like non logically a number of 
strands which in (heir formal aspects 
mutually repel each other “A Scheme of 
T conomic 1 heory ’ (Cambridge, Cambridge 
University Press 1968), p I 

2 Kenneth J Airow and f H Hahn ‘ General 
C ompetitive Analysis ’ (Amsterdam, North 
Holland Publishing Company, 1971), 
pp vi vu It is important to note that the 
authors ao not say that the answer is ture, 
but only that it has been ‘claimed true'’ and 
has permeated economic thinking Thai it 
has permeated economic thinking is, of 
course, very evident Indeed for many 
economists competitive analysis « economic 
theory On us impact on the rest of the 
world however the evidence is not very con 
elusive Amartya Sen reports the findings 
of two surveys analysing the views of pro 
fessional economists and men of affairs in 
the UK and the US about the claim that 
private motivation achieves public good 
through the intermediary of the market 
mechanism ‘It is interesting to note' says 
Sen “that a very much higher percentage 
of professional economists than members 
of Parliament (in the United Kingdom) ac 
ccpted the claim that ‘in a free enterprise 
economy the presumed harmony between 
individual and public interest’ is brought 
about by ‘competitive markets and pursuit 
of self interest by individuals ‘ It is 
perhaps more interesting to observe that 


while 79 per cent of professional economists 
accepted this claim, ihe proportion of even 
Conservative MPs, not to mention the 
others, agreeing with that view was 20 per 
cent less than that figure with a sizeable ma¬ 
jority emphasising the role of kareful plan 
mng and co-ordination’ and ‘the exercise of 
social responsibility by private business¬ 
men’ ” Amartya Sen, ‘The Profit Motive’, 
Ch 3 in “Resources, Values and Develop 
ment” (Delhi, Oxford University Press, 
1984) 

3 Amartya Sen, ’The Profit Motive’ as cited 
above and Rational Pools Ch VI in Prank 
Hahn and Martin Hollis (ed) “Philosophy 
and Economic Theory ’ (Oxford, Oxford 
University Press, 1979) Another writing 
dealing with related issues is Fred Hirsch, 

Social i units io Growth (l ondon, 
Rouilcdge and Kegan Paul, 1977) 

4 Sen, The Profit Motive, p 108 op cit 

5 Sen ‘Rational Pools 

6 This is also discussed in anoiher of Amartya 
Sen s papers, ‘On Optimising the Rate of 
Saving’ Ch 4 in “Resources, Values and 
Development' as cited in 2 above 

7 One ol ihe classic papers on this subject is 
Paul A Samuelson ‘The Pure Theory of 
Public Expenditure Review of bionomics 
and Statistics, No 1954 Other well known 
pieces include R A Musgrave ‘ The Theory 
of Public Finance" (New York, McGrow 
Hill 1959) Dennis C Mueller’s book 
“Public Choice” (Cambridge, Cambridge 
University Press, 1979) has a detailed 
bibliography and survey ol literature 

8 A good treatment of these issues and a 
bibliography is in Amartya Sen, ‘Strategies 
and Revelation Informal Constraints in 
Public Decisions in Jean lacques Laffont 
(ed) ‘Aggregation and Revelation ot 
Preferences (Amsterdam North Holland 
Publishing Company 1979) Ch I The 
Introduction by Lalfont also is useful 1 owe 
this reference to my collegue S Subramanian 
who has been woiking in this area 1 must 
confess that while I intuitively grasp the 
essence of these issues the technicalities are 
beyond my comprehension 

9 Amartya Sen, ‘The Profit Motive’ p96, op 
cit For a brief but very incisive criticism 
of the claim that the profit motive via the 
market brings about social harmony l 
strongly recommend the concluding section 
of this paper, pp 108 110 in "Resources, 
Values and Development” 

10 John Robinson, ‘Economic Heresies", 
(London, The Macmillan Press, 1971), pp 
4 5 The example comes from R A Radford, 

The Economic Organisation of a POW 
Camp' Ecanomna November 1945 

11 |n the modern discussion the significance 
of this point was brought out first by 
K J Arrow and G Debreu in their 'Existence 
of Equilibrium for a Competitive Economy 
in Econometnca, July 1954 T C Koopmans 
commenting on the initial endowment con 
ditions postulated in the paper says that “it 
would be found best suited for describing 
a society ot self sufficient farmers who do 
a little trading on the side” "Three Essays 
on the State of Economic Science" (New 
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York, McGraw Hill Book Company, 1957), 
p 62 The issue under discussion is what 
Koopmans refers to as “survival problem ’ 
But it also has a bearing on the extent to 
which any individual participant can come 
to have control over the markets In this 
context tr will be useful to recall that 
Rousseau in “The Social < ontrau ’ (1762) 
had slated lhat ‘ the social state is advan 
tageous to men only when all have some 
thing and none too much* 

It is important to note that in the Arrow 
Debreu exposition the initial conditions 
postulated is a neiesiary condition for the 
existence of the equilibrium of a competitive 
economy What if this necessary condition 
does not obtain 9 In my Theoretical Ap 
proach to the Indian Economy ’ (Bombay 
Asia Publishing House, 1970) I relaxed the 
special Arrow Debreu assumption regarding 
the initial endowments of participants and 
showed that some of the ‘welfare conclu 
sions drawn from the competitive model 
and the pricing system do not hold m the 
new model that will emerge Arrow and 
Koopmans both conceded the validity ol mv 
claims hut confessed that they did not 
know how to solve the riddle except through 
suitable ‘institutional’ assumption' I have 
not worked further on the problem, and do 
not think that anyone else has pursued the 
muter either Recent readings in the theory 
ot justice have shown me that philosophers 
are probably more alive to the issues than 
economists for a veiy lorcelul presentation 
see Hal R Varian, Distributive Justice, 
Wellart fconomics and the Theory cf 
laimtss Ch IX in 'Philosophy and 
Economic Theoi y as cited in note 3 above, 
and Amartya Sen and Bernard Williams 
(ed) ' Utilitarianism and Beyond (Cam 
bridge, C ambridge University Press 1982) 

12 On this point Max Weber s observations are 
very pertinent “In a planned economy all 
economic action so far as planning is really 
carried through, is oriented heteronomously 
and in a strictly budgetary manner to rules 
which enjoin certain modes of action and 
forbid others, and which establish a system 
of rewards and punishments It is possi 
ble for the same thing to be true of a marki t 
economy though in a formally voluntary 
way This is true whenever the unequal 
distribution of wealth, and particularly of 
capital goods forces non owning group to 
comply with the authority of others in order 
to obtain any return at all for the utilities 
they can offer on (he market—either with 
the authority of a wealthy householder or 
with the decisions oriented to capital 
accounting of the owners of capital or of 
their agents In a purely capitalistic 
organisation of production, this is the fate 
of the entire working class' “Economy and 
Society”, Vol 1 (Bcrkely University of 
California Press, 1978), pp 109 110 

Fbr a discussion of the role of the market 
in generating poverty see C T Kunen, 
"Poverty, Planning and Social Tbansforma 
tion" (New Delhi, Allied Publishers, 1978), 
Ch Ill in particular 

13 In this connection it is important to recall 


Marx’s sharp words which are more appro 
pnate today than when he first wrote them 
‘ It is, however, quite in keeping with the 
bourgeois horizon, everyone being en 
grossed in the transanion of shady business 
not to see in the character of the'mode of 
production the basis of the mode of ex 
change corresponding to it, but vice versa", 
"Capital” (Moscow, Progress Publishers, 
1971), Vol II p 120 

14 Arrow and Hahn op cit p 186 

15 1 rom the time of the Mises Lange debate 
of the late thirties (See Oskar Lange and 
1 red M Taylor On the Economic Theoiy 
of Socialism ’ (1937) (New Delhi Tata 
McGraw Hill, 1976) it is known that a com 
purer can ‘solve most of the problems that 
a market does and a subsequent version ot 
the theme has been that what a computer 
can do, the market actually does and at less 
cost (On this see Kenneth J Arrow and 
Leonid Hurwicz ‘Decentralisation and 
Computation in Resource Allocation’ 
Reprint No 20 Stanford Institute for 
Mathematical Studies m (he Social Sciences 
1960) In a subsequent comparison between 
the relative merits and defects of the coin 
puter and the market under the ideal con 
ditions’ of a socialist society one of the 
points that Lange makes is that a ‘ dis 
advantage of the market as a servo 
mechanism is that its iterations cause 
income effects Any change in prices causes 
gains and losses to various groups of peo 
pic ’ Oskar Lange ‘The Computer and tf e 
Market’ in C H Feinstein (ed) ‘Socialism 
Capitalism and Economic Growth’ (C am 
bridge Cambridge University Press 1967) 

16 In the POW Camp example, points out Joan 
Robinson, cigarettes may become the 
numeraire and perhaps even a medium of 
exchange But it still does not become a 
store of value to perform one ot the cruel il 
functions that money should play accor 
ding to Keynes ot serving as the ‘ link bet 
ween the present and the future’ 

17 1 am referring to the debates initiated bv 
Don Patinkin’s “Money Interest and 
Prices" (Evanston, Row, Peterson and Co, 
1956) on the one hand and John G Gurley 
and Edward Shaw, “Money in a Theory of 
Hnances ’ (Washington DC The Brookings 
Institution, 1960) on the other 

18 Max Weber op cit, p 108 

19 Fred Hirsch, op cit pp 120 121 

20 See J A Schumpeter, ‘History of Economic 
Analysis’ (New York, Oxford University 
Press 1954) esp Ch 6, Sec 3 

21 See United Nations Industrial Development 
Organisation, “Guidelines for Project 
Evaluation’ (New York, United Nations 
1972) particularly Ch 2 

22 The expression is Milton Friedman's 

23 C B Macpherson, “The Life and Times of 
Liberal Democracy” (Oxford Oxford 
University Press, 1971), pp 24 25 

24 A good treatment 1 have come across of 
abstract individualism in the theory of the 
State and of the economy is David Wells, 
“Marxism and the Modern State” (New 
Delhi, Selectbook Service Syndicate, 1983), 
Ch 3 and 6 in particular For the pervasive 


impact of methodological individualism in 
neo classical economics see also Lawrence 
A Boland, “The Foundations of Economic 
Method” (London, George Allen and 
Unwin, 1982) 

25 The treatment in this and the next 
paragraph is based largely on Macpherson, 
op cit, Ch Ill 

26 Quoted by Macpherson op cit, p 44 

27 It is worth noting in this contact that all that 
we propose to achieve is to ensure that 
everyone has by 2000 AD a ‘standard. of 
living defined as approximately 2 400 
calorics of food per day, and little else! it 
is officially admitted that even according to 
this norm accepted in the early sixties close 
to 40 per cent of the population is below 
it in the mid eighties So much for the 
welfare ol air that we are striving to 
achieve' 

28 for a short but critical appraisal of the 
writings of Marx and Engels on the state 
see Bob Jessop ‘ The Capitalist State 1 
(Oxford Martin Robertson, 1982), Ch 1 
The book also has an extensive biblio 
graphy For different traditions within the 
Maixist school I have found the following 
writings particularly helpful 

Louis Althusser ‘For Marx ’ (London, 
Allen Lane 1965) Louis Althusser and 
Etienne Balibar ‘Reading Capital' 
(London, New Left Books 1970) Ben Fine 
and Lawrence Harris “Re reading Capital ’ 
(Ixandon The Macmillan Press 1979) 
Barry Hindess and Paul Q Hirst “Pre 
Capitalist Modes of Production ’ (l-ondon 
Routledge and Kegan Paul, 1975), Ralph 
Miliband ' The Stare in Capitalist Society" 
(London Weidenfcld and Nicolson, 1969) 
Nicos Poulantzas, ‘Political Power and 
Social Classes (London, Verso, 1978) 
David Wells, “Marxism and the Modern 
State’ (New Delhi, Selectbook Service Syn 
dicate 1983) No one can pretend to be 
‘neutral’ in these matters but I have tried 
to comprehend the Marxist perspectives on 
the state as fully as I can and to take up an 
independent position on it I may, of course, 
revise my views if later studies make it 
necessary 

29 The familiar and frequently quoted passage 
from the "Communist Manifesto” describes 
the executive of the modern state as but a 

committer for managing the common af 
lairs of the bourgeois and forms the 
basis of the instrumentalist view of the state 
and reduces it to an epiphenomenon of the 
economic base 

30 “Periods occur in which the warring classes 
balance each other so nearly that the state 
power as ostensible mediator, acquires 
for the moment a certain degree of mdepen 
dence of both” Engels, “The Origin of the 
Family Rfivate Property and the State” 
(1884) 

31 In a letter to Vasitywich Annenkov m 
December 1846, reproduced in Marx 
Engels, “Pre-Capitalist Socio Economic 
Formations” (Moscow, Progress Publishers, 
1979) 
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32 Marx and Engels, “The German Ideology" 

(Moscow, Progress Publishers, 1976), p 52 

33 l would like to indicate that the class dtvi 
sion I am making here is not exactly the 
same asm the conventional literature on the 
subject For my purpose the important issue 
is to divide society into two classes (and only 
two classes) in such a way that the class 
interests tan be shown to be sharply 
polarised What is, therefore required is a 
logical partitioning based on a chosen 
characteristics (criterion) A such that the 
two subsets are 'A and ‘non A’ Hence using 
the criterion ‘accumulation' the two classes 
in my elemental lepresentation must be ‘ac 
cumulators and ‘non accumulators I am 
presenting the litter as survivors because I 
issume that the set consists of survivors 
This, I feel, is required to link the logical 
and empirical aspects of the problem 
without doing major injustice to either All 
empirical identifications of classes are, at 
best approximations to a logical tlassifica 
non Lvcn Marx ts no exception in this 
regard In the “Communist Manifesto’ the 
capitalist or bourgeois society is said to con 
cist of two classes bourgeoisie’ and pro 
letariat whose interests are considered to 
be diametrically opposed This is a purely 
empirical identification without even a 
specification of the (logical) criterion of 
classification Of course ihe ‘Manifesto 
was not written as a piece of abstract 
analysis and one does not expect to find 
logical perfection in a t ianifesto which is 
propagandist in the proper sense of Ihe 
word In hjs analytical treatment of the 
same bourgeois society in “Capital ’ Marx 
divides it (or is it the bourgeois economy t) 
into two, ‘capitalists and ‘workers on the 
single criterion that the former own (all) 
means ol production and the latter does not 
own (any) It is important to note that the 
bourgeois class does not coincide with the 
capitalist class and proletariat and workers 
are not identical either And of course, 
in 'The Eighteenth Brumaire’ Marx s 
class division is of a verv different kind 
altogether There is nothing wrong with any 
ol these procedures The problem begins 
when exclusive right to define the class 
phenomenon is given to Marx and when 
those who claim to be followers of Marx 
fight among themselves to establish whose 
exclusive interpretation of Marx is valid 

1 am taking some liberties with the 'class 
analysis' for reasons which I hope will 
become evident m the treatment 

34 Those authors I have found particularly 
helpful on this question are Suzanne 
de Brunhoff, “The State Capital and 
Economic Policy” (London, Pluto Press, 
1978) and Bob Jessop and David Wells 
whose works are referred to tn 28 above 

35 On money Marx says ‘It reads all prices 
backwards, and thus to say, depicts itself 
in the bodies of all other commodities, 
which offer to it the material for the realise 
tion of its own use value Since every 
commodity on becoming money, disappears 
as commodity, it ts impossible to tell money 


itself, how it got into the hands of the 
possessor, or what article has been changed 
into it” “Capital”, Vol I, p 112 With that 
kind of metamorphosis the market ceases 
to be a place where commodities chase com 
modi ties, or even where money chases com¬ 
modities, but becomes one where money 
chases money through commodities 

36 Brunhoff, op cii p 96 Marx himself deals 
with this theme in his discussions of fat 
tory legislations in "Capital”, Vol 1 

37 John Urry, "Anatomy of Capitalist Socie 
ties The Economy, Civil Society and the 
State* (London, the Macmillan Press, 1981) 
D 33 

38 William M Reday “The Rise of Market 
Culture The Textile Trade and French 
Society” 1750-1900 (Cambridge, Cambridge 
University Press, 1984) p 19 

39 Quoted by Ralph Miliband, op at, pp 72 73 

40 The expression is Marx s, ‘Capital” Vol I 
p 689 His reference is to the manner of ex 
plonation in a capitalist society but it is 
equally applicable lo an aspect of class 
domimtion over the state 

41 A simple, bul cleat case of overt mampula 
non of the sure by interested classes is 
brought oui bv a colle igue of mine who has 
had opportunities lo observe these things 
from wnhin In his comments on the Union 
Budge! ol 198s he points out that although 
there was an attempt to reduce the pro 
gresvisity m income lax rales the piopor 
Donate relief at Rs 30 000 of income was 
less than in the Rs so 000 to Rs 1 SO 000 
bnekel adding ihu lop level burcauuals 
and priv lie seuoi in m igers belong I irgelv 
to the latter hnckcl' Set S Ciuhan Ihe 
Union Budget lot I98S 86‘ Bulletin 
Madras Di v elopini ni Seminar Series May 
June I9KS 

42 1 have no intuition lo enter into a detailed 
antlysis ot (lit Indian situation in this 
presentation although u may be Heated as 
a pielude to a detailed study ol the political 
economy ol India s development experience 
ol the post independence period However 
to indicate that the analysis that 1 have at 
tempted though at the most elemental level, 
can be shown to he relevant to the Indian 
situation 1 make a brief comment here on 
ihe Indian expenenct 

I must, first of all make it clear that I 
hold the position that what has been going 
on in our country is a capitalist transfor 
mation and (hai in essence Ihe Indian 
economy is a variant of the capitalist 
system This needs to be stated at the outset 
because notwithstanding what we have 
talked about for decades and what we have 
incorporated into the constitution a decade 
ago I do not subscribe to the view that ours 
is a socialist system I believe also that there 
are fundamental differences between 
capitalist and socialist systems although tn 
both of them the state and the market play 
some role. 

One of the remarkable achievements of 
the Indian economy since independence has 


been the increase m the level of savings hum 
lest than 6 per cent of ONP in the early fif¬ 
ties to over 23 per cent in the mid-eighties 
It is comforting to refer to it ai the achieve¬ 
ment of the national economy because the 
expression appears to be neutnL but the ter¬ 
minology can hide the fact that it repraenti 
essentially private accumulation with the 
share of the government m 'national’ sav¬ 
ings remaining in the mid-eighucs approx¬ 
imately what it was in the mid-fifties The 
present level of national savings in India is 
equal to, if not higher than, many profess¬ 
ed capitalist nations Incentives for the 
augmentation of private savings have 
become more attractive in recent years in 
spite of this already high level of savings 
So whatever else may have been the failures 
of the Indian state, it has not failed the 
private accumulators in India They are 
private, in the sense that they are owners of 
private properly, even when some of them 
are in the public sector It is the accumula 
non based on and strengthening private pro 
peny that makes India a capitalist country, 
notwithstanding some ‘bastard forms of 
socialisation' (the expression is Mevnaud’s) 
and bogus claims to be a socialist republic. 1 
Another leature worth noting is that the 
private accumulators constitute a very small 
minority in the India economy Close to 40 
per ient of the population stijl remains 
below the poverty line drawn in the early 
sixties and most of those above it are in no 
position to accumulate So the Indian 
economy consists of a vast majority of 
survivors and a small minority of ac 
cumulators The economic power of the ac 
cumulators within ihe Indian economy 
must be enormous 

Secondly the surging private accumula 
tion has been accompanied by and achieved 
through a process ot monetisation and 
inarkctisation—in both of which the state 
has played a direct or supportive role Even 
in agiiculture the share of the total produce 
that is sold has increased enormously, and 
agriculture today relies on much more pur¬ 
chased inputs than ever before with the pro¬ 
portion of these tending to grow Trans¬ 
actions in land have increased and the 
volume of credit has expanded considerably 
In the case of labour, the proportion of 
those relying on hired wages has gone up 
perceptibly and payments in kind have been 
largely replaced by payments m cash except 
in specilicd operations like harvesting in 
which workers may still get a share of the 
produce The states role in the marketisa 
tion process has been quite active On the 
one hand there has been a steady opening 
up of the economy in a physical sense 
through increasing and improved transport 
facilities On the other there have been 
many ways in which direct initiatives have 
been taken for the expansion ot markets 
such as procurements public distributions 
subsidies hire purchase schemes, expansion 
of banking and financial intermediaries, 
and even the nationalisation of banks 

Ii is imporiam to note as mentioned in 
the text that tfic spread of markets may have 
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benefited boih dccumuhtors and survivors 
li is equal!) import int to tuogmsc that it 
would hive confined a dillcrerinal adnn 
tagcon the Kcumuldlots tot tht market is 
an alls ol tht ccononm.tlK more powttlul 
Viewed from tilt or Ik i tnd estn some ol 
the most three! measures int ml to support 
the ■dirvisois would have in uic tin pioetss 
ol aeetinuil ition tasiei Thus itiiinmuin 
wages legislations tvtn w he n inipli mulled 
striousl Inst been 1 siq por'ivt nuusiiie 
to develop J well otj. imsid rn trkti lot lured 
labour 

1 hiri is ilso i simple vv iv of einpmt il 
h tsl ihlislutiv whose irileiests lit uppei 
most ill the eOlisidei It ions ol | he si m T lie 
state has not pm in'eed food eitiplovmtni 
she lie f or settled lion to ins out in this i nun 
tiv Inn ms one who his i orpins i ol 
lent 1 Hu let ills binding uni,inlet th il ill il 
snip’ is will he doubled in sis \e irs ot less 
through leg nun lie limn lal muket open 
lions nude! tile ilnest suptmsion etl lh< 
si He 1 I li il should It ive out in no doubt as 
to whose illtercsis ue upptmiost liom the 
point ol siew ol the. stile 

41 I do not Mill lo gut die unpiession ih it 
abstrtel models sueh i eompelitivc tt|inh 
hrium analysis oi iliss lontlicls do nol 
strst anv purpose Here ms position is 
stmil tr to th it til K Ik < lowti liid so I sh ill 
let him speak 1 shall he the I esl one to sug, 
gesl lint absiratt theois is useless thil 
simpls is nol so No one tan den> Ih it 
general equihbilinn inihsis is pieselttls 
eonstitutul is i useful instrument foi think 
mg about abstract Ceonomit problems ind 
ihis would hardlv be so il u did not omit 
many realistic hills 1 he danger in using this 
instrument to think about prattleal pro 
blerrn is that having schooled ourselves so 
thoroughly in the virtues ol elegiru sunpli 
city we mas refuse to rceogmse tht eiueitl 
relcsantt of eomphe dions lllil do not lit 
our theoretical piecontepiiotis ’RW( lower 
Ihe Keynesian Counter Resolution A 
Theoretical Appntsa! in E H Hahn and 
1- Hredding (eel) I he rheory of 1 nit rest 

Ratts (london Maemill in) I hast 
ehangedthe sequenemg of the stnttnees In 
the original the first senlcitee tomes liter 
Ihe other two 

44 1 hast made a ctitic t! teview ot this theme 
elsewhere See C I Kurien Sou ill letors 
in Economic Developnu.nl Some Mtlhexlo 
logical Issues Soul/ \siu Sot wl St icntiu 
lulv December 1985 

45 While introducing students toceononms I 
used to tell them that economic issues 
revolve around three kts questions Who 
owns what' Who dots what’ Who gets 
what' 

46 David Wtlls op ut, p 58 

47 Ptoptriy is i set ol rights to control assets 
to tefuse use ol them to others lo hold them 
mtau or to use them up’ Charles E 
L indblom ‘ Politics and Markets The 
World s Political Economic Systems’ (New 
Delhi Ambita Publications, 1977) p 26 
See also Karl Rennei ‘The Institutions of 


Private Law and Thetr Social functions’ 
(London Rout ledge and Kegan Paul 1949) 

48 On the tendency of maiket theories in 
eluding the theory of interlinked markets 
to run away from the central problem of 
ownership and control see P Ba'akrishnan 
Ort the Significance ol Interlinked 1-actor 
Markus in Agrarian Economies Pit 
Indian Uonomic Journal, April June, 1984 

4y 1 must retcr to another very perceptive 
observation of Amartya Sen ‘Under the 
market mechanism, given the right initial 
distribution and right prices people mav 
hast ihe incentive to take the right decisions 
ibout production consumption etc But 
thev do not have a similar incentive to teveal 
mfoimatton about themselves that makes 
deusions tcgarding the initial distribution 
of rcsouices possible ’The Pint it Motive 
as cited in 2 

10 Teonomists usually tend to underestimate 
tht role ot information in economic and 
sou tl itlationships sunplv becuasf ill tiadi 
noml muket thcorv information is a 
given for a unique ot this simplistic ap 
pioach to intormaicn and its role in the 
theory of the market stt (aims Kornai 
1 Anti equilibrium’ (Amsterdam North 
Holland Publishing Company 1971) esp 
( hapters 5 and 17 Reference may also bt 
made to Partha Dasgupta, Utilitarianism 
Infoimation and Rights’ th 10 in \maitya 
Sen and Bernard Williams ‘Utilitarianism 
and Beyond” as cited 11 

It is surprising that even Karl Polanyi, a 
sharp critique ot market economies and the 
theory of markets believes that the inn 
grating principle’ of an exchange or market 
economy is prices See Karl Polanyi et al 
(ed), 'Trade and Markets in the Early Em 
pires ' (New York The Free Press 1957) 

52 Consider an economy consisting of agents 
with different kinds of 'initial endowments', 
different kinds of information systems dtf 
ferent kinds of production plans and dif 
ferent kinds of calculations on whether or 
not and to what extent to enter into trade 
with other agents The point I am making 
is that any realistic market situation is 
at least as complex as seen from this 
description But who are these agents and 
which is this economy? Within the 'global 
economy these ‘agents' will easily be iden 
tified as countries or nations and inter 
national trade can be thought of as the 
market activities of such agents My 
contention is that in effect national 
economies themselves consist of several 
‘sub-economies’ within it reflecting the con 
figuration of conditions mentioned in the 
first sentence Markets within a national 
economy too reflect the initial endowments 
of agents, their production and exchange 
decisions and their information and con 
trol systems 1 rom these arise the economic 
segmentations I mention earlier in the text 
and the criss-crossing resulting from them 
In this sense the economy' may have not 
only different segments, but different layers 
also The concept of the economy projected 
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by market theory as a one-dimentionaI en 
tity linked by prices that get established bei 
ween agents is a highly simplistic and 
plainly misleading representation This is 
the point that Clower makes in his com 
parison of the general equilibrium theory 
and Keynesian theoiy in the paper I have 
referred to in 41 My own position is that 
along with the between relationships there 
are also within relationships and an 
‘economy’ is an ensemble of these different 
kinds of relationships which cannot all be 
brought together into a common expression 
or unification, and which undergo modi 
fications over time 

If 1 am rlfcht on this point, it has a crucial 
/johey implication An‘economy does not 
have a procedure to arrive at a common 
valuation of all its (productive) activities vi t 
pi tecs either actual market prices or ac 
counting prices How is it possible then to 
have any national income accounting 7 I 
have no answers, but I do have this ques 
(ion I have a let ling too that Keynesian 
macro economics which values all goods 
and suvices m teems of prices (which 
prices') can (urn out to be « gross mis 
representation of the economic processes in 
i count) y Anil possibly, the attempt to svn 
Ihesisc the neo-classical rnicto theory which 
has no genuine role foi money and Keyne 
sian macro thcoiv which achieves ns ag 
gregmon ihrmigh money can onls be a 
composite error 1 

53 ( apilal is the global social agent of ihi 
market place , says Du id Wells and 1 aglet 
with that obsetsation 

54 \ relerence to the issues I h tse raised m 
Note IT abovi iruy be useful hi rt 

55 Bob lessop op cit p 256 

56 John Urry, op cit p 117 

57 It is important lo recognise both the tm 
manence and extcnoritv ot the st ue s role 
as Brunhotf observes The expression ts 
rather clumsy but tht point made is valid 

58 lessop Miliband and Wells develop this 
theme in their writings 

59 That is Nobel laureate George Stiglcr 

60 Stress on the relative autonomy’ ol the sure 
is one ot the main contributions of Nicos 
Poulunt/as 

61 K N Raj ‘The Politics and Economics of 
Intermediate Regimes’, Economic and 
Political Weekly July 7 1973 Ashok Mitra 
‘Terms of Trade and Class Relations An 
I ssay in Political Economy" (London, 
Frank Cass, 1977) Pranab Bardhan, "The 
Political Economy of Development in 
India (Delhi, Oxford University Press, 
1984) 

62 I can claim to have only casual acquaintance 
with these issue; I presume that the sigm 
ficance of these for the understanding of 
social phenomena dawns rather late m the 
thinking of those trained to concentrate on 
“naptenal conditions ’ which both the 
Anglo American tradition in economics and 
the Marxist tradition in political economy 
emphasise Antomo Gramsci’s writings, of 
course, are considered to be classics in 
this area For a select bibliography see 
John Urry, op cit, particularly Notes to 
Chapter 5 
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On the Inflationary Impact of Budget Deficit 

Mihir Rakshit 

There is no simple rule to assess the impact of deficit financing A good deal regarding the scale and c omposition 
of the Budget must be known before its inflationary potential can be analysed The paper examines the complexities 
of assessing the impact of deficit financing in the Indian c on text, and is intended to serve as a guide for such exercise 
In the latter part of the paper the author illustrates the principal conclusions of the foregoing discussion by 
examining the inflationary potential of the current 1987-88 central budget, keeping in mind the fact that the exercise 
would of necessity be incomplete in the absence of detailed data and of reliable estimates of coefficients entering 
into sectoral demand and supply relations He finds that from an aggregative analysis along neo-Keynesian lines 
the current budget cannot be said to have much of an inflationary potential However at the disaggregative level, 
a number of factors which are likely to raise prices in the short run and make the economy irflat ton-prone in 


the long run can be identified 

Ford ‘ if money go before, all ways do lie 
open” 

f alstaff ‘ Monejr is a good soldier sir' 

- Shakespeare 'The Merry Wives of 
Windsor 

VHAT is the ‘safe’ limit to dtficit financ 
ing * This ts perhaps the mofl frequent and 
peisistent question asked of an economist 
whenever he speaks on fiscal 01 monetary 
policy Now the question is not an unex 
pected one, especially when it comes from 
politicians or the lay public with their pen 
chant for economic analysis reduced to a 
iiile oi thumb But it the economist (to in 
lluenct people, if not to win friends) 
responds by producing i magic figure, he is 
io be frank giving a silly answer to a silly 
question a good deal regarding the scale and 
composition of the Budget (among other 
things) must be known before anything can 
be said of the eftecls ot deficit financing 
l he present paper is an elaboration of this 
theme and is intended to serve as t guide in 
assessing, in the Indian context the intla 
tionaiy potential ol a budget 

I 

Mom tarist Approach Shadow and 
Suhstanc o 

The seareh for a simple rule in respect ol 
deficit financing has largely been conducted 
under the long shadow ot Professor Tried 
man and in the process of clearing the deck 
it is of some impoi tanee to appreciate the 
significance and limitations of the 
monetarist approach in a country like ours 
The policy rule under this approach is derived 
from the widely used relation between the 
rate of inflation and the rates of growth of 
output and money supply (ignoring changes 
in interest rates) 

(1) P=M-t 9 

where P, [ft and 9 denote respectively the 
(proportional) rates of change in the price 
level, money supply and output, while t 
stands for the income-elasticity of the de¬ 
mand for money Given the expected rate of 
growth of output and a reliable estimate for 
c, the rate of inflation is predicted in terms 
of the change in the supply of money Hence 
the inflationary impact of a Budget may, 


under this approach be examined soltly in 
terms of the additional monev supply 
generated through deficit financing Or 
alternatively given some target rate of 
growth of money supply (in order to attain 
price stability or contain inflation within 
“reasonable' limits) it appears tairlv sim 
pie to find out iht ‘optimum” amount oi 
deficit financing Irom the lelauon between 
the Budget detu.it and the vhangc in the 
aggregate supply ol money 

DtriC II TlNANl IN(, AND MtlNl Y SUPI’IY 

As anybody wi'h a nodding acquaintance 
with the operation of the commercial bulk 
mg system knows, the total money supply 
VI, (consisting ot currency with the public 
and bank deposits) depends on the supply 
of reserve (oi high power) money people s 
willingness to hold cash uv u us bank 
deposits md the c tsh rescue ratio set by the 
Reserve Bank 

(2) M, - A o) R 
<o r) 

where R icscrvc money a latioolcur 
icncy to bank deposits people want to hold, 
and r cash icserve ratio It is tluough 
changes in reset vc money that budgetary 
deficits evert their influence on the aggregate 
supply ol money Indeed, as the relation (2) 
suggests, the increase in M, will in general 
be a multiple 1 of the overall budget deficit 
so long as the deficit generates an equivalent 
amount of reserve money 

In India the overall budget deficit stands 
for the excess of aggregate expenditure (in 
eluding transfers) of the union government 
over its total receipts under Revenue and 
Capital Accounts and hence for the net in 
crease in tbe supply of Treasury Bills 
However, as the Chakravarty Committee 
(RBI. 1985) has rightly pointed out, what 
is relevant in this connection is the net 
increase in the Reserve Bank credit to the 
government (which we shall call deficit 
financing following the Chakravarty Com 
mittee) and this is likely to be different from 
the deficit in the union government’s budget 
The reasons for the discrepancy are generally 
two fold (i) both the Reserve Bank and 
commercial banks deal in Treasury Bills as 


also in medium and long teim government 
securities so that the net change over the year 
in the amount of total government securities 
held by the Reserve Bank may be quite dif 
terent from additional Treasury Bills issued, 
and (h) deficit financing includes net credit 
(including ovcidrafts) extended by the 
Reserve Bank to the union and state govern 
ments taken together In 1985-86 and 
1986 87 the Budget deficits amounted 
respectively to Rs 4 917 crote and Rs 8,285 
croic, the corresponding figures for deficit 
financing were Rs 4 841 irore and Rs 7,250 
crore respectively Note that m the current 
budget both the Overall Deficit and the Net 
liureast in the RBI C redit to the government 
is estimated at Rs 5,688 crore (GOI, 1987, 
p I) But this precludes open market opera 
tions by the Reserve Bank and presumes that 
all additional medium and long term 
government securities issued during the year 
will be bought by commercial banks (and 
other (manual institutions) - i presumption 
that implies adjustments in the Statutory 
I iquiditv Ratio in consonance with the 
market borrowing proposed by the 
government 

1 et us however go along with the Ministry 
of 1 malice and issutne that henceforth the 
Budget deficit and the increment in Net 
Reserve Bulk C redit to the government will 
be the same Does deficit financing then cor 
ifctlv indicate the inueasc in reserve money 
due to budgetary operations ’ I he answer 
will be in the affirmative only in the absence 
of international transactions Thus it the 
government borrows from the Reserve Bank 
in ordei to repay some foreign loan, the 
amount ol high power money remains 
unaltered the fall m foreign exchange 
reserves being offset by rise in government 
securities on the asset side of the Reserve 
Bank s balance sheet Indeed, when the 
government takes loans from the domestic 
market in order to make payments abroad, 
the reserve money registers a decline, op¬ 
posite is the effect ol financing the domestic 
txpenses of the government through borrow¬ 
ing from external sources Hence, even apart 
Irom the budget deficit, the excess of net ex 
ternal borrowing by the government over its 
payments abroad raises the amount of 
reserve money in the economy The impact 
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of the Budget on R is then given by 2 
(3) A R = D + (B f - G f ) 

where A R = increase in reserve money ovir 
the year, D = deficit financing B f = (net) 
external borrowing, and G, = government 
expenses abroad (Also RBI cretit to private 
sector) 

The story of the monetary impact of the 
Budget does not end with (3) As is clear 
from relation (2), the increase in the ag¬ 
gregate supply of monty due to budgetary 
operations will be a multiple of A R, the 
value of the (money) multiplier being larger, 
the smaller the cash reserve ratio and the less 
the preference of the public to hold currency 
m relation to bank deposits For both 
theoretical and policy purposes it is of some 
importance to take stock of a few factors 
that have a significant impact on the opera¬ 
tion of the money multiplier The most im¬ 
portant of these is the initial conditions in 
the credit markets Note that (2) is derived 
on the assumption that banks are fully loan¬ 
ed up and are unable to meet the require 
ments of all borrowers (at the given rates of 
interest) But if the banks have been 
operating with excess reserves, the supply of 
(bank) credit becomes demand determined 
and the money multiplier assumes a value 
of unity there will be no secondary expan 
sion of money supply following tht expan¬ 
sion of reserve monev 

Even when bank credit is supply deter¬ 
mined, there are difficulties in predicting the 
additional amount of money generated 
because ot budgetary yperations hirst, the 
demand for currency on the part of the 
public depends not only on relatively long¬ 
term factors like banking habit and other in 
stitutional arrangements, hut also on ag 
grcgate income and its composition The 
greater the share in total output of agriculture 
and the unorganised sector (where payments 
through cheques are minimal) and the larger 
the volume of black income and transac¬ 
tions, the higher will be the demand for cur 
rcncy and hence the smaller the impact of 
deficit financing on the aggregate supply of 
money (Generation of black money should 
then be regarded by the orthodox monetarists 
as disinflationary') In fact, given the supp¬ 
ly of reserve money and the rules under 
which commercial banks function M, itself 
is the outcome of an interaction between the 
commodity and the money markets we re¬ 
quire to know a good deal regarding the non 
monetary sector(s) in order to estimate the 
value of the money multiplier [Rakshit, 
1986s] 

Second, the impact of overall Budgetary 
deficits depends of course on the policies 
pursued by the Reserve Bank, the most im¬ 
portant of which (in the present context) are 
changes in the cash reserve ratio and imposi¬ 
tion of ceilings on bank credit Again, 
Reserve Bank’s policies in respect of the 
distribution of credit itself has an important 
impact on M, diversion of bank loans to 


sectors where cash transactions predominate 
tends to reduce the supply of money through 
a rise in the demand for currency By the 
sgme logic a larger allocation of plan ex¬ 
penditure m favour of Rural Employment 
Generation or similar programmes will be 
attended with a smaller money multiplier for 
a given level of deficit financing 

MoNtY Supply and Prices 

So far we have been concerned exclusively 
with the effect of Budgetary operations on 
the aggregate supply of money and come up 
with the conclusion that this effect cannot 
be estimated from the overall Budget deficit 
alone. Assuming, however, that we know the 
nse in consequent upon deficit finant 
ing, can we indicate its inflationary poten¬ 
tial 7 The answer, unfortunately is in the 
negative The elementary but fundamental 
point to note in this connection is that, 
changes in money supply (or anything else 
for that matter) can affect prices only 
through the demand and the supply sides of 
the commodity market but the monetarist 
solution to the problem enshrined in rela¬ 
tion (1) completely mystifies the process of 
price formation and hence conceals the 
severe limitations of this approach, especial¬ 
ly in the Indian context 3 

This does not mean that changes m money 
supply are of little consequence m our 
economy As we shall presently see, they are 
in fact extremely important in an infla¬ 
tionary process, but their effects cannot be 
analysed adequately in monetarist terms 
There are basically three reasons which make 
(1) a misleading manual for estimating the 
inflationary potential of deficit financing 
First, the growth rate of real output is taken 
to be independent of changes in money 
supply in general, and the size and composi¬ 
tion of the Budget in particular Second, 
both the credit and the commodity markets 
are assumed to be compeutive with (relevant) 
prices adjusting to clear the markets Third, 
no account is taken whatsoever of the non 
monetary factor affecting the demand con¬ 
ditions in the economy The nature and im¬ 
portance of these limitations may be ap¬ 
preciated better after we have completed the 
positive part of our analysis and chalked out 
an alternative approach along neo-Keynesian 
lines 

II 

Identifying Demand- and 

Supply-Side Effects of Budget 

The foregoing comments make it clear 
that the clue to the inflationary impact of 
budgetary operations is to be found by iden 
tifying their effects (direct or indirect) on the 
demand and the supply sides of the com¬ 
modity market, and it is to this task that we 
now turn Let us briefly recall the familiar 
results of Public Finance Mi this connection 


and indicate how they need to be modified 
for the Indian economy On the expenditure 
side of the Budget it is customary to 
distinguish between (i) government con¬ 
sumption and capital formation, (n) income 
transfers, e g, pension, subsidy or interest 
payments, and (m) repayment of loans or 
other transfers on capital account—the basis 
of the distinction being their differential im¬ 
pact on aggregate demand The impact (or 
the multiplier) is the largest for government 
expenditure on final goods, somewhat less 
(because of positive marginal propensity to 
save) for income transfers, and nil for 
transfers on capital account Again, govern 
ment expenditure abroad under even (i) 
and (it) is taken to have no expansionary 
effect whatsoever on the demand side of the 
commodity market 

In respect of the modes of financing 
government expenditure the conclusion is 
that taxation is the least and deficit financ¬ 
ing the most inflationary, while borrowing 
comes in between the two as sources of non- 
inflationary finance Thus the conventional 
(Keynesian) analysis clearly suggests that the 
demand expansionary potential of a Budget 
is not indicated by deficit financing even 
with no deficit the inflationary potential of 
a Budget will be greater, (a) the larger the 
absolute size of the Budget, (b) the higher 
the levels of government consumption and 
investment in relation to transfer payments, 
and (c) the less the importance of tax 
collections relatively to borrowing Again 
deficit financing and the associated change 
in money supply are considered important 
only to the extent people try to use part of 
the additional money to buy bonds or 
physical assets and cause thereby a reduc¬ 
tion in interest rates or a rise in prices of 
capital goods For the Indian economy some 
of these results do carry over, but there are 
several respects m which many of them have 
to be revised drastically, and it is imperative 
for policy makers and development econo¬ 
mists to appreciate the significance of these 
revisions 

Fresh Look at deficit Financing, 
Borrowing and Taxation 

The elementary point to note in connec¬ 
tion with different modes of financing 
government expenditure is that, their infla¬ 
tionary or deflationary impact is felt only 
as the rest of the economy reacts to these 
measures In India, given the interest rates 
fixed by the monetary authorities, people 
hold their financial savings mostly in the 
form of cash, bank deposits and other forms 
of “safe" financial assets with little possibili¬ 
ty of capital gains and losses the nature of 
portfolio choice is thus quite at variance with 
the traditional theory, both Keynesian and 
monetarist (Rakshit, 1986a) Under these 
conditions the impact of deficit financing 
per se operations through an expansion of 
bank credit that enables the borrowers to 
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register their demand in the commodity 
market Indeed, the inflationary conse¬ 
quence of an increase in money supply in 
our economy can be traced almost entirely 
to the associated rise in the supply of bank 
credit and hence in expenditure (In our 
quotation from Shakespeare money means 
expenditure Falstaff was expressing the 
Keynesian rather than the monetarist view!) 
The Budget deficit as such will thus be 
devoid of any expansionary effect to the ex¬ 
tent bank credit is demand determined or 
the rise in money supply (representing ad¬ 
ditional loans granted by the Reserve Bank 
and commercial banks to the public and the 
private sectors) reduces the scale of gross 
credit extended outside the banking sector 
An implication of the above line of 
reasoning is that, orthodox results regarding 
the effects of government borrowing require 
substantial revision in the Indian context 
Note that when commercial banks operate 
with excess cash reserves, there is no 
crowding-ouf effect of government borrow 
ing from banks or the public such borrow 
ings stand on exactly the same footing as 
deficit financing! If, however, banks are fully 
loaned up, it becomes important to distin¬ 
guish between loans taken from the public 
or those from commercial banks The reason 
is that, when the government issues high 
yielding financial assets (like National 
Saving Certificates or Ra Iway bonds) that 
find their way into the portfolio of 
households, there is generation of additional 
credit outside the banking sector with no 
corresponding diminution in commercial 
bank credit (as the money withdrawn by the 
people to buy NSC, etc, flows back into the 
banking system) (Rakshit, 1986a) Hence 
borrowing from households does not 
generally have any crowding-out effect in our 
economy Sale of government securities to 
banks (with perhaps a rise in the statutory 
liquidity ratio) constitutes on the other hand 
a more effective instrument for controlling 
inflation m the short run than taxation itself, 
since in a credit-constrained situation the 
former (unlike the latter) causes an 
equivalent decrease in expenditure (through 
a reduction m bank credit to other sectors) 
In assessing the implications of taxes v.c 
draw on some of the principles set forth in 
earlier studies (Rakshit^ 1986,1986b) First, 
for given levels of plan expenditure, there is 
no deflationary effect of corporate taxes 
paid by public sector enterprises Second, 
resource* released In real terms are larger for 
personal income tax than for indirect taxes 
(or for additional funds obtained through 
hikes in administered prices 4 ) Third, in 
direct taxes as an instrument of resource 
mobilisation will be less effective; the greater 
the reliance on duties on capital goods or 
on Intermediate inputs that are used primarily 
in investment goods industries Given the 
insignificance of the personal income tax as 
a source of revenue and the overwhelming 
importance of duties on capital goods and 


intermediate inputs, it is not very difficult 
to see that taxes have not been an effective 
non-inflationary means of financing 
development expenditure in our country 

The foregoing results do not imply that 
the corporation tax and duties on capital 
goods have the same effect in respect of the 
inflationary potential of a Budget lb the 
extent the government assumes the respon¬ 
sibility of meeting the investment targets of 
public sector enterprises, it does not’matter 
whether these units surrender part of their 
profits to the union government or not 
There may however be indirect disinfla¬ 
tionary effects of such tax collections which 
may be worth noting in this context When 
government enterprises are left with a 
smaller part of their surplus, they have to 
rely more heavily on bank credit for finan 
cmg their working capital requirements so 
that there will in general be a squeeze on 
private investment the short run effects of 
such taxes are thus similar to those of bor 
rowing from commercial banks In the case 
of corporate tax collections from non 
government enterprises, the fall in capital 
accumulation m the private sector will be 
supplemented by a decline in consumption 
(with a reduction in the amount of dividend 
declared) 

the initial impact of duties on capital 
goods is on their prices, as they are ad 
ministered and iixed on a cost-plus basis 
Hence such taxes are invariably inflationary 
and can reduce demand in real term only if 
funds earmarked for investment are not ad 
justed to neutralise the hike in prices, i <*, 
only if there is a fall in capita! accumulation 
in the public or the pnvate sector Note finally 
that even when indirect taxes effect a cut in 
consumption, the tall in demand is forced 
through a rise in prices (relatively to nominal 
incomes)—a process fraught with adverse 
distributional consequences We thus come 
full circle and end up with the conclusion 
that, from the viewpoint of both equity and 
control of inflation, a properly administered 
personal income tax ranks higher than other 
instruments of resource mobilisation In 
deed, the conclusion appears reinforced 
when the supply side effects of these in 
struments are taken into account 

St/PPLY-SiDfc fcFFECn. 

Following the analysis of Harrod and 
Domar development economists distinguish 
between the short and the long run effects 
of investment projects on the supply side of 
the commodity market A similar distinction 
is called for in respect of the various 
budgetary measures for raising resources lb 
the extent taxes or borrowing curb expen¬ 
diture on consumption or investment, they 
are no doubt anti-inflationary in the short 
run, but a fall in investment reduces the 
growth of productive capacity m the 
economy and hence makes it more inflation 
-prone in the medium and the long run 


Since both market borrowing and taxes in 
India are nqt very effective in curbing con¬ 
sumption, these measures do not seem to 
contribute significantly towards the objec¬ 
tive of growth with price stability Second, 
taxes on intermediate inputs account for the 
major part of revenue of both the union and 
state government, and such taxes, as is well 
knwon, tend to promote inefficiency 3 in the 
productive system through a misaliocation 
ot resources and hence generate a negative 
supply-side effect Finally, in respect of the 
crowding-out or crowding-in effect operating 
through credit, it is important to distinguish 
between different categories of borrowers 
(Rakshit, 1986a) When additional bank 
credit is extended to finance investment in 
working capital, the effect may in fact be 
disinflationary The reason is that, if credit 
constraint is in force, the (short-term) 
supply-side impact of the expansion of bank 
credit dominates the effect operating on ag¬ 
gregate demand By the same logic market 
borrowing, bv crowding-out production 
loan, may m fact serve to stoke the fire of 
inflation 

III 

Inflationary Potential of 
Government Expenditure 

There are basically two sets of factors 
which require us to modify considerably the 
conventional results in respect of the infla¬ 
tionary constqutm.es of various items on the 
expenditure side of tht budget First, as sug¬ 
gested by our earlier analysis, we need to take 
explicit account of the short- and the long- 
run supply side effects of different types of 
outflow from the government coffers Se¬ 
cond, it is by now well recognised that in 
countries like India demand constraints in 
some sectors operate side by side with supply 
constraints in others, and that white adjust¬ 
ments in agriculture are mostly in respect of 
prices, industries and services m the organised 
sector are characterised by output ad¬ 
justments or rationing [Kalecki (1954), 
Tfcylor (1983) and Rakshit (1982)] Hence it 
is the sector-wise impact of government ex¬ 
penditure (and no so much the relative im 
portance of transfers m the total) that 
emerges as the crucial determinant of the in 
flationary pressure some transfers turn out 
to be more inflationary than expenditure on 
certain types of goods and services 

Before we take up the major items of 
government expenditure for close scrutiny, 
a few general propositions regarding their 
impact on the supply side may be set forth 
as a corollary to the above From the view¬ 
point of the supply-side effect the distinc¬ 
tion between “development” and “non- 
development" expenditure, rather than that 
in respect of public consumption and invest 
ment, may appear more relevant However, 
there are serious difficulties in adopting this 
two-way classification for our purpose First 
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ndt all “development" expenditure stands on 
th. same footing in respect of their elfect 
on the productive capacity of the economy 
Second, the gestation lags ot different 
categories of development expenditure dif 
ter widely minor irrigation projects star t 
yielding output m a few months, while the 
commissioning of a new steel plant takes 
years Third even if all piojects are quick 
yielding and have the same etteci on pro 
ductive capacity, their anti inflationary 
impact depends to a large extern ori the see 
tors in which additional capacity is being 
cieated The impact will be minimal il in 
vestment (in the broad sense) is designed to 
raise output in stetors whcie the demand 
constraint is in force and not in those that 
are plagued by supply bottlenecks 
So far as the demand generation ispect 
of government expenditure is concerned it 
is basically the co existence ot supply and 
demand constraints that requues us to 
modify many a conventional result Con 
sider lor example the most liktlv con 
sequences ot some public mvcslnicnl in 
machinery and equipment (say putchasc of 
wagons by the Indian railways) Inlnduall 
industries producing capit.il goods and basic 
metals belong almost c\ciusi\cly to tilt 
public sector there is substantial excess 
capacity (in terms of both man ind 
machine) in the industries and wages toini 
part of fined cos/s in government enterprises 
Under these conditions a step up in invest 
ment tn capital equipments geneiatcs an 
almost equivalent increase in the surpluses 
ot public Rector undertakings (which m i> be 
regarded as forming a \ei tic ally imegi tied 
production unit with little puiehrse ot in 
lermediate inputs Irom other sectors) Tins 
is a classic case where sectoral investment 
(malices itself and then is no spill over ot 
demand to other stclois the multiplier is ex 
actly one with no addition to demand loi 
consumption goods' 6 Note that the same 
cannot be said of investment in construction 
though the ttquircd cement steel, buck ot 
other materials are supplied by public sec 
tor units operating below their capacity 
levels The reason is that such investment 
generates directly a substantial wage income 
leading to a rise in the demand for food and 
other consumption goods the output ol 
which may be supply constrained 
What about government expenditure on 
imports’ The question has assumed impor 
tanee in the context of the steep rise in 
defence expenditure (to Rs 12,5)2 crore) this 
year a substantial part of wh>ch will be on 
imported items It is often Rrgued, a la the 
simple Keynesian framewoik, that such ex 
penditure is non-mflationary, as it does not 
raise the level of demand in the domestic 
market However, given the foreign exchange 
constraint under which Our overall import 
policy ts framed, larger imports by the 
government crowds out other imports and 
thus causes a diversion of demand to their 
domestic substitutes Hence, even govern 


mem expenditure abroad has generally an 
inflationary impact though its precise 
magnitude will depend on the extent and 
paltern ol import icsiiictions imposed bv the 
authorities 

Transi lrs and Subsidii x 

In terms of their quantitative importance 
cm the expenditure side ot the union govern 
ment s budget, interest payments and sub 
sidtes come next to defence In the current 
year these three items taken together add 
uplo i staggering Rs 28,767 crore- a figure 
significantly higher than the total central 
pi in outlay ol Rs 24 622 ciore Now di tenre 
is considered saeios met ind intertst pay 
ments past playing with in the short run In 
fact by taking tecouise to the issue of high 
yielding bonds lo finance invcsinn.nl m 
government tniiipnsev, the inmistrv of 
finance his budgeted lor a substantial rise 
in the intcicst burden ol the public sector 
from the fcigth Plan onwards 1 lenet every 
bodv seems lo agree that salvation lies m 
redueing subsidies especially those on food 
and fertiliser let us however keep an open 
mind and examint in forms of (he principles 
dire ids set forth the implications of tin sug 
tested medsuit s rtgaiding intcicst md 
subsidies 

In respeet ol interest payments i disitnt 
non between the amount paid on do,nestie 
and that on foreign borrowings is cleailv 
suggested by the earlier results Without gel 
ting entangled vsith various issues relating 
lo leians from external semrets lei us piss 
on with the observation that, with a binding 
Jorvign exchange lonsirainl, the demand ex 
p ttisionarv effect of inn rtst paid abroad will 
be ltrgei than that disbursed to domestic 
crcditois the multiplier operates on the 
whole payment in ihc first east but only on 
t fraction (due to positive marginal propen 
sity fei save) in the second instance A turthei 
distinction between two types of internal 
boi rowing—from households tnd Irom 
j ublic sector financial institutions—is also 
essential, since interest payments to only 
households give rise lo consumption 
demand Borrowing fiom commercial banks 
and other public sector institutions at 
iclamelv low interest rates mav thus appear 
twice blest ’ it reduces the aggregate 
interest payments of the government and 
prevents these disbursements from augmen 
ting the disposable income of the household 
sector As we have emphasised elsewhere 
(Rakshit, 1986b), what is important in this 
connection is the amount of interest received 
by households fiom the government and 
financial institutions taken together It thus 
appears reasonable to suggest that, since 
most of the recent measures for promoting 
saving increase interest payments to 
households, thev in fact add to the infla 
tionary potential of the Budget 7 
Finally for the subsidies the effects of 
which by themselves merit a full length 


study In order to round up our analysis we 
require, however, to indicate some of these 
effects, especially since subsidies constitute 
ihc third major soutet of government expen¬ 
diture We piopose to consider only the ‘ma- 
ior subsidies' \u, those on food, tertiliser 
and export promotion which in the current 
Budget account for Rs 4 780 crore against 
Rs 82') ciore earmarked for “other sub¬ 
sidies" The el feus of export subsidies 
depend obviously on whether they are m fact 
requited (or or eflietive in, promoting ex¬ 
ports lei us proceed on the assumption that 
these measures do play their intended role. 
Note that with full adjustments tn imports 
to oui foreign exchange earnings, a boost in 
exports will pot generally have any Infla 
tiontiy consequence under conventional 
aualvsis Howtvci the expansionary poten- 
ti il of a h tl meed increase in the volume of 
bade vanes both in magnitude and sign, 
with the pattern of iradc export subsidies 
will be disinflationary only when they are 
given on goods taung the effective demand 
pioblun rnJ the proceeds fiom exports^re 
dtployed in mdu to buv timshed articles or 
intcnnediaic mpuls the pioduction ol which 
is supply constrained in the domestic 
economy 

Apart ftom their income distributional 
implic rtious subsidies on iood and fer 
tilisi is li let both diieel and indirect effects 
which do not admit ol simple ldcntilieatton 
(Das 1987) The tvowetl purposc'ol these 
me tsures is to boost food production and 
ensure a minimum supply ot essential goods 
to the people especially to the relatively 
poorer sections We concentrate however 
only on the infliuonaiy potential of these 
subsidies undci the mosl plausible condl 
dons pievtiling in our economy Hie impact 
ol subsidising food and fertiliser is felt in 
both the imikeis foi agricultural and non 
agiieulimal goods and is dependent on the 
constraint opt idling oil the industrial scc- 
toi However since agueultural prices hold 
the kty to the inflationary process in our 
countiy there can be little doubt that such 
subsidy, it successful in raising production, 
contributes significantly towards maintain¬ 
ing stability in the general price level The 
conclusion holds eve n when the major part 
of the rental income generated through sub 
stdv taises the demand lor non agricultural 
goods The reasons are that (a) production 
ot most industrial goods are generally 
demand constrained (b) the prices of these 
goods are rtlaustly insensitive to demand 
conditions and fixed on a cost-plus basts, 
and (e) stability ot food prices helps to hold 
down the cost of living index and hence 
cheek the rise in money wages and prices of 
non-agncultura! goods 
1 here are a lew caveats to the foregoing 
argument that should however be recorded 
at this stage First, production and supply 
are not equivalent food and fertiliser sub 
sidy will fail to have any disinflationary 
effect, and may in fact push up open market 
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prices of foodgruns, if the additional output 
is used for stockpiling and not distributed 
among the consumers' Second, an adverse 
supply-side effect on the non-agricultural 
sector may reduce the overall rate of capital 
accumulation and hence act as a long run 
constraint on the growth of productive 
capacity in agriculture itself Such an effect 
arises primarily because (a) food subsidy 
adds directly, to the surplus enjoyed by 
fanners, (b) the tax revenue out of additional 
income is minimal and marginal propensity 
to consume out of rent income (in the broad 
sense) is generally higher than that out of 
corporate profits, and (c) the rise in the con 
sumption of non agricultural goods tends to 
reduce investment when industrial produc¬ 
tion is constrained from the supply side 
Third, though in most discussions the two 
kinds of subsidies are clubbed together, they 
differ significantly in respect of their con¬ 
sequences for inflation Contrary to the or 
thodox economic principles, fertiliser sub¬ 
sidies will tend to have a larger (agricultural) 
production-effect than a subsidy on food in 
our economy (provided fertiliser is not in 
short supply*) The reason is that while the 
latter is an effective measure only for 
farmers having a marketable surplus, the 
former has a positive impact also on those 
producing for self consumption Note also 
that, when farmers are credit-constrained, 
an increase in the procurement price is of 
little avail, but cheaper fertiliser helps pro¬ 
ducers to raise their scale of operation 
Finally, fertiliser subsidy per se is always 
anti inflationary but an increase in the 
procurement price may push up the open 
market prices of foodgrains unless the FCI 
takes measures to increase sufficiently the 
amount released for consumption 

IV 

Practising the Precepts 

Instead of summarising the principal 
results of the paper, we shall try to use them 
in a rough and ready fashion to indicate the 
inflationary potential of the current Budget 
The exercise, we hasten to add, is basically 
for purposes of illustration and would o f 
necessity be incomplete in the absence of 
detailed data and of reliable estimates of 
coefficients entering into sectoral demand 
and supply relations What is needed of 
course is a disaggregative macro-econometric 
model with specification along the lines 
chalked out above For the present we remain 
content with an estimate of mainly the first 
round impact of (he 1987-88 (central) Budget 
at the aggregative level 
Let us start with the demand side first 
Since the natural choice of the base year for 
estimating the inflationary potential would 
be 1986 87, we need to concentrate on the 
increase in expenditure due to the current 
Budget over that attributable to the last 
year’s Budget Clearly, the relevant com¬ 
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parison is between the Figures for the 
1987-88 Budget with the revised (and not the 
Budget) Figures for 1986-87 On the expen¬ 
diture side of the union Budget the central 
plan outlay plus assistance for plans of states 
and union territories may be taken to flow 
wholly to the demand side of the commodity 
market The sum under this head amounts 
to Rs 33,376 crore in the current year and 
represents an addition of Rs 1,611 crore (or 
S per cent) to the last year's revised estimate 
of Rs 31,765 crore for the two items taken 
together 

In respect of the non-plan expenditure, we 
have to make some adjustments following 
our arguments in section III However, while 
treating expenditure on defence, services of 
different category, 10 non-plan capital outlay 
and all grants and loans including those ex 
tended to foreign governments, no leakage 
in the impact on aggregate demand need be 
assumed for the “first” round 11 The rise in 
expenditure under the heads jus* noted adds 
upto Rs 744 crore We ignore subsidies 
altogether since (a) all subsidies (aken 
together is slated to rise by only 26 crore, 
and (b) there has been no major change in 
the rales of subsidy in force Note that the 
rise in interest payments (unlike subsidies 
and tax collections) is mostly unrelated to 
the current level of economic activity and 
hence may be regarded as autonomous In 
i he absence ot any reliable estimate regar 
ding the effect of interest payments on 
household incomes (directly or indirectly), 
on surpluses of financial institutions or on 
incomes flowing abroad Rs 880 crore 
representing 80 per cent of additional m 
terest payments, are taken to generate extra 
demand for goods and services on this 
count Hence the first round impact of ad 
ditional non plan expenditure is estimated 
at Rs 1,624 crore which constitutes a rise of 
a little over 5 per cent of the total 12 (Rs 
29,907 crore) for 1986 87 In respect of the 
increase in budgetary expenditure, the 
multiplier will thus operate on roughly 
Rs 3,235 crore—a relatively moderate in¬ 
crease over the 1986-87 total of Rs 61,672 
crore 

So far as the demand-side effects of taxes 
are concerned, variations in tax revenue at 
the old rates may be ignored such changes 
do not represent any shift m the autonomous 
components of taxes or in the value of the 
multiplierThe demand-side impact of 
only the new tax proposals is thus required 
to be estimated and for this purpose we have 
to Find out how the proposals change the 
value of the multiplier Such a task is, alas, 
beyond our scope we remain content with 
treating the change in revenue on account 
of new tax proposals as policy determined 
As before, our estimates are based on the 
assumption that the household marginal 
propensity to consume out of disposable in¬ 
come is 80 per cent Since 50 per cent of ad¬ 
ditional corporation tax is expected to be 


paid by public sector enterprises, and about 
half of private corporate proFits is distri¬ 
buted as dividends, the cut m demand from 
the extra revenue of Rs 85 crore from the cor¬ 
poration tax is estimated to be no more than 
17 crore (The figure needs to be revised to 
Rs 38 crore if the fall m retained earnings 
causes an equivalent reduction in private 
corporate investment) Revisions in customs, 
union excise duties, etc, are expected to fetch 
Rs 429 crore and since their effects operate 
mostly through a rise in prices, we assume 
the resulting impact on real disposable in¬ 
come to be 80 per cent and come up with 
an estimate of Rs 275 crore for the associated 
decline in consumption expenditure (with an 
mpe of 8) 

While discussing the items of expenditure 
wc have assumed loans extended by the 
union government to have lull impact on ag¬ 
gregate demand By the same logic recoveries 
of loans should be taken to reduce demand 
by an equivalent amount the fall in demand 
on this count will then be Rs 419 crore In 
the case of interest, however there is to be 
some asymmetry in their treatment for the 
receipt and the expenditure sides, since 
interest receipts are mostly from domestic 
sources and their impact is smaller than that 
of payments abroad Hence the tall in de¬ 
mand on this count is taken to be 60 per cent 
(rather than 80 per cent) of the additional 
interest receipt (of Rs 757 crore) and hence 
amounts to Rs 454 crore 

I he level of domestic demand due to 
government expenditure will be less to the 
extent it is financed by external assistance. 14 
Hence the first round impact of government 
expenditure is expected (o be reduced by 
Rs 764 crore on account of additional 
foreign aid We ignore othet items of non¬ 
tax receipts for reasons to be spelt out 
shortly T he base over which the multiplier 
operates is thus reduced by about Rs 1,930 
crore due to tax and non tax receipts of the 
union government during 1987-88 

In estimating the impact of deficit finan¬ 
cing two points need to be emphasised First, 
its direct effect on demand has already been 
estimated fiom the items on the expenditure 
side of the Budget What is required m ad¬ 
dition is to assess the effect on pnvate sector 
investment through changes m the amount 
of credit granted to this sector Second, and 
more important, since our purpose is to Find 
out the rise in current year's investment de¬ 
mand over what obtained in the previous 
year, the relevant figure in this connection 
is the change in additional credit to private 
sector arising out of variations m the scale 
of deficit financing 13 We assume comma- 
cial bank^ to be fully loaned up and no 
changes in the cash reserve ratio or the 
statutory liquidity ratio Note that changes 
in M 3 due to deficit financing is the sum of 
net increase in RBI credit to the government 
and the additional credit given by commer¬ 
cial banks The value of the money multi- 
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plier (vi i, 2 9) ana the ratio of commercial 
bank deposits to reserve money (viz, 2 3) are 
taken to be the same as m 1984 (see RBI, 
1985) Under these conditions for each 100 
rupee deficit financing, the additional 
amount of bank credit, exclusive of extra 
holding of government securities as per the 
statutory liquidity ratio (37 5 per cent), is 
estimated at around Rs 107 Hence the fall 
m investment on account of the proposed 
scaling down of deficit financing by Rs 1,562 
crore is likely to be of the order of Rs 1,670 
crore 16 (Note that the crowding out effect 
of government borrowing from commercial 
banks is reflected in their holding of addi 
tional government securities to maintain the 
SLR in the face of a rise in total bank 
deposits Since there is practically no 
diminution in private investment because of 
government borrowing from households, 
Jurther adjustments are not required in 
respect of capital receipts under the Budget) 
The negative first round impact of deficit 
financing and taxes in the current Budget 
thus adds up to Rs 3 600 crore For addi 
tional government expenditure the immediate 
impact on demand has been estimated tw be 
of the order ot Rs 3,235 crore Hence the 
overall impact of the Budget is found to be 
deflationary in the sense that the net firu 
round impact due to budgetary operations 
consists in a decline in final demand to the 
tune of Rs 365 crore F‘-n if some of our 
assumptions rcgardihg the quantitative 
magnitudes of the marginal propensity to 
spend, the money multiplier and other coe‘ 
fluents are not correct it is highly unlikely 
lhai Ihe true estimate will suggest auv signifi 
cant rise in the overall demand side impact 
of the Budget between 1986 87 and 1987 88 
Our results regarding the aggregative 
disinflationary impact of the 1987 88 Budget 
is strengthened when supply side considera 

Tabu I irm Round Inh siionars 
(Disisii I aiionsrv) Isii Ac I oi 1987 88 Hi IK i I 

licins (Rs Crore) 

1 I'lan Oull iv (plus 

assistsnee to stales) ( + ) I 611 

Non I'laii Outlay 

2 Defence services ol 
other categories 
and non plan capital 



outlay 

( +) 744 


3 

Subsidies 

nil 


4 

Interest payments 

( +) 880 



Total of (2) to (4) 


( +) 1 624 


Tblal of (1) to (4) 


( + ) 3 235 

5 

Corporation tax 

( ) 17 


6 

Customs union 




excise dunes etc 

( -) 275 


7 

Recovery of loans 

(- ) 419 


8 

Interest receipts 

( ) 455 


9 

External assistance 

( ) 764 



Total of (5) io (9) 


( ) 1 930 

10 

Deficit financing 


( ) 1 670 


Tbtal of (5) io (10) 


( ) 3600 


Net impact of ihe budget 

( ) 365 


tions are brought in In 1986-8/ a large 
number of industries were operating with ex¬ 
cess capacity Further, capital accumulation 
has raised the (overall) productive capacity 
(by, say, 5 per cent as per the Seventh Plan 
target) Hence full capacity utilisation in the 
current year would, by a conservative esti¬ 
mate, involve an increase in production by 
at least 15 per cent over the last year’s 
output The implication of our analysis is 
that, if the other components of autonomous 
expenditure 17 change m roughly the same 
proportions as- the (first round) impact of 
budgetary operations, the degree of capacity 
utilisation in the economy will tend to go 
down 

Such a conclusion needs to be modified 
in a number of respects when we take into 
account the inter sector differences regarding 
binding constraims and formation of prices 
Note first that even though the Budget does 
not have any significant effect on demand, 
upward revision of customs and union ex 
cisc duties will tend to raise puces of goods 
and services in the organised sector So 
would hikes in prices by public sector under 
takings I he impact of these measures on 
the overall price level cannot be estimated 
without an input output table at a sufficient 
ly disaggregated level If we go by the Budget 
estimates, the effect of changes in indirect 
taxes is likely to be insignificant since the 
resulting additional tax collections are ex¬ 
pected to be only Rs 369 crore Additional 
surplus ol public sector enterprises is on the 
other hand taken to be Rs 866 crore If the 
whole of this additional profit is due to an 
upward revision of prices, the effect is in 
flaiionary in respect of prices, but defla 
nonary in respect ot real demand 

Second, the major factor in the infla 
nonary proetss is of course the demand and 
supply conditions in ihe agricultural sector 
Our analysis ol the demand side does not, 
unfoitunately enable us to estimate the ad 
dtnonal demand for food generated by the 
Budget Some idea may be had by looking 
at ihe composition of the central plan outlay 
It appears that almost the entire increase in 
outlay (of Rs 997 crore) is due to larger 
allocations under social services and rural 
development (the shares of the two being 
Rs 855 crore and 110 crore respectively) 
Again there is a slow down, if not an acutal 
fall, in plan expenditure on energy, industry 
and mineral, and transport The composition 
of demand is thus likely to shift in favour 
of agriculture The disturbing aspect on the 
supply side is the absence of any upward 
trend in food production in recent years 
Hence even a moderate rise in demand (due 
mainly to the pressure of population in the 
present instance) may cause a substantial nse 
in agricultural prices unless the FCI plans 
for further decumulation of stocks The im 
portance of this factor is underlined by the 
fact that last year the demand for food was 
larger than its total production—a state of 


affairs that the FCI can balance m the short, 
but not in the intermediate run It is in this 
context that stagnation in plan expenditure 
on irrigation and flood control along with 
the proposed scaling down of subsidies on 
food and fertiliser appears extremely short 
sighted and fraught with serious inflationary 
consequences 

To sum up, from an aggregative analysis 
along neo-Keynesian lines, the 1987-88 
Budget cannot be said to have much of an 
inflationary potential Indeed, given 
substantial unutilised capacity on the one 
hand and large scale unemployment on the 
other, there was scope for a much higher 
level of plan outlay than what has been pro¬ 
vided in the Budget At the disaggregative 
level, however, one can identify a number of 
factors that are likely to raise prices in the 
short run and make the economy inflation- 
prone m the long run The first is the stagna¬ 
tion in agricultural production and a slow¬ 
down m investment in this sector Second, 
the budgetary policy, involving increased in¬ 
terest payments to households and substan¬ 
tial upward revision of salaries and other 
benefits in the public sector, is likely to have 
a significant inflationary impact, especially 
since the degree of capacity utilisation is 
much higher in the consumer than m the 
capital goods industries Again, there was 
substantial scope, as wc have seen, for raising 
investment m selected fields without adding 
significantly to the demand for goods in 
short supply With a restructuring of expen¬ 
diture it would thus have been possible to 
effect a sizeable increase in plan outlay 
without raising the inflationary pressure in 
the economy 

Note* 

[The author is indebted to Nabendu Sen for 
helpful comments ] 

1 Note that (1 + a)/(a + r)> 1, since both a 
and r are proper fractions 

2 It may be noted that, since imports are 
limited largely by the availability of foreign 
exchange not much quantitative 
significance need perhaps be attached to 
(B, - G ( ) while predicting the final impact 
of the Budget on R Given the requirement 
of maintaining “adequate” foreign exchange 
reserves, a change in (B f - Gj) will be 
generally balanced by an opposite change 
in ihe alloca"'”' of foreign exchange to 
other users Even so (3) is important in 
focusing on the type of policies required by 
the Budget on the Balance of Payments 
from 

3 We have examined these issues in more 
detail elsewhere (Rakshit, 1986a) 

4 Implications of hikes in administered prices 
have also been discussed by Sundaram and 
Tendulkar (1986), Dasgupta (1987) and 
Sikdar (1987) 

5 The MODVAT is intended to avoid such 
adverse effects of duties on intermediate 
inputs 

6 This is the sort of situauon that Nurkse had 
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had in view when he drew attention to the 
non inflationary investment (though he 
called it saving) potential of disguised 
unemployment More important for the In 
dian economy as of today is the disguised 
unemployment in the capital goods sector 
both in empirical terms and in terms of 
substitution possibilities between consump 
lion and investment goods 

7 These measures have effected only a 
substitution among different types ol finan 
cial assets in the poitfolio of the household 
sector 

8 Dehoarding of foodgrains 10 the tune of 6 s 
million tonnes was perhaps the most impor 
tant reason for the relatively moderate rate 
of inflation during l‘)86 87 despite the 
record level of deficit financing (both in ah 
solute terms and as a proportion of GDP) 
and a 22 per cent rise in union government s 
expenditure ovu the previous year’s tigure 

9 When there is an excess demand for fer 
tiliser a subsidy on (heir use has no effect 
on food production 

10 Strictly speaking pension should be laated 
separately We mav however ignore saving 
out ol pensions and hente club them with 
expenditure on goods and services as 
representing dempnd due to government 
expenditure 

11 The purpose is really to estimate the 
magnitude on which the multiplier will 
operate first round does not represent any 
chronological sequence Recall also that 
payments abroad are treated on the same 
footing as expenditure on domestic goods 
because of the foreign exchange constraint 

12 Obtained by using the same rule lot the 
revised estimates of 1986 87 

13 This does not mean that the old tax rates 
are unimportant in the generation ot addi 
ttonal demand in the current period With 
an (income ) elastic tax system the value of 
the multiplier (operating on autonomous 
expenditure) is likely to be smaller at higher 
levels of GNP But this factor will general 
ly be of a minor order when indirect taxes 
predominate 

14 What is important for our analysis is not 
the additional government expenditure 
abroad but the change m the amount of 
foreign aid 

15 The reason is that if deficit financing is 
maintained at the same level over the two 
years, investment generated through credit 
remains the same Hence there is no increase 
in demand between the two periods Unlike 
the monetarist approach, the focus here is 
on variations in additional money (or rather 
credit) generated in each period (Rakshit, 
1986b) 

16 Contrary to the popular notion, this year's 
deficit financing has thus a reflationary 
rather than an inflationary effect! 

17 e g, private investment financed from own 
sources or from credit other than what is 
extended by commercial banks in response 
to deficit financing 
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Real Cost of Nuclear Power 


THE US Department of Energy (DOE) 
reports rely on a procedure known as 
engineering estimation to predict future 
nuclear and coal plant costs Engineering 
estimation has failed spectacularly at nuclear 
plants Since the early 1970s, inflation 
adjusted capital costs of new plants have 
risen an average of 14 per cent each year, 
consuming annually what was intended to 
be a contingency allowance for a project’s 
whole lifetime. The root cause has been new 
and more stringently applied safety re 
quirements that have expanded the scope of 
projects during construction, together with 
failure to manage construction to accom 
modate the increased stringency Using 
their elaborate computer model, the DOE 
estimated in 1977 that reactors completed in 
1986 would cost a mere S 11 billion per 
thousand megawatts of capacity—half of 
what 1985 1987 plants were actually costing 

The DOE reports also overstated coal 
capital costs, contributing further to inac¬ 
curate perceptions of nuclear power’s com¬ 
petitiveness For most of thfc 1970s the DOE 
and other nuclear proponents assumed that 
costs of sulphur dioxide scrubbers and other 
pollution controls needed at the new coal 
plants would match growing nuclear safety 
requirements, keeping future coal plant costs 
dose to those of new reactors In fact, 
nuclear safety rules proved far costlier than 
coal emissions controls, and the average 
ratio of completed nuclear to coal capital 
costs grew from 105 in 1971 to 1 5 in 1978, 
even with scrubbers 

DOE’s most egregious misestimate of the 
relative nuclear/coal capital cost came in 
1980, when it doubled its 1978 nuclear and 
coal cost forecasts This was appropriate for 
nuclear plants which faced regulatory Im¬ 


pacts from the 1979 Three Mile Island (TM1) 
accident, along with record inflation and in 
terest rates Yet coal plants faced no new 
regulatory constraints that weren’t reflected 
in the DOE’s 1978 forecasts Despite em 
pineal evidence to the contrary, nuclear pro¬ 
moters continued to insist that the regulatory 
burden and capital cost escalation were 
equally severe for coal and nuclear power 

The 1980 report, with a future ratio of 
nuclear to coal capital costs no greater than 
the 1 5 to 1 ratio for plants completed in 
1978, was especially cntical Utilities and the 
DOE used u to reassure wavering utility 
regulators and investors, that besieged reac¬ 
tor construction ventures were still worth 
completing These assurances have since pro¬ 
ven hollow for investors whose capital is at 
risk in several dozen expensive reactor pro¬ 
jects, and for regulators who are now walk¬ 
ing the edge between utility insolvency and 
sharp rate increases 

The DOE’s 1982 estimates implied a 
nuclear/coal capital costs ratio of 1 6 to 1 7 
which also lagged far behind changing costs 
Yet these estimates remain the basts of the 
DOE’s conclusion that nuclear plants 
ordered in the 1980s and finished m the 
1990s will be competitive with coal In fact, 
reactors being completed in the 1980s are 
averaging at least twice the capital costs of 
new coal plants and will probably average 
between 70 and 80 pe{ cent higher lifetime 
generating costs Nevertheless, the DOE’s 
optimistic conclusion is widely cited, par¬ 
ticularly m international evaluations of 
nuclear power, as an autfipntahve portrait 
of relative nuclear/coal costs in the United 
States 

—Multinational Monitor 



1850-1875: The Great Divide in Industrial 

Development 

Surendra J Patel 

In order to appreciate the full sweep of industrial development since the innovation of the steam engine, it 
is important to seek answers to some of the following Questions, when did the world’s first industrial country 
emerge 7 How did the industrial system spread to other countries in the subsequent period 7 How large were the 
differences in the real per capita incomes between the piorieer industrial countries dnd what are now called the 
Third World countries 7 At what rate and over how long a period did the economic distance between these two 
areas grow 7 These questions are pertinent to assessing the prospects for several of the Third World countries catching 
up with the industrial pioneers This essay attempts to examine these questions 


I 

DaUng Industrial Revolution and 

Emergence of Industrial Centre 

THE industrial revolution released the pro 
ductive fortes which had been building up 
in the long past development of humanity 
It marked the arrival of the spring time of 
mankind It is usually dated to begin in the 
last quarter of the eighteenth century Rut 
in its early phase it was almost exclusively 
limited to Britain Path-breaking innovations 
had been made in the use of coal, and lift 
mg it up from ever deepening mines The 
entire process of production of textiles was 
revolutionised And James Watt had perfec¬ 
ted the steam engine which even if it did not 
satisfy the quest for perpetual motion, 
opened up the possibility o< harnessing non 
animate power to the production process 
Man was'begtnning to feel the exhilarating 
experience of a new freedom—freedom from 
dependence on the muscles of men and 
animals for producing and moving goods 
The invention of the steam engine was 
indeed a watershed No greater tribute can 
be paid to Watts’ contribution than using 
it to date the calendar of mankind—to mark 
the beginning of the industrial revolution 

It is one thing to create an outstanding 
invention, or even a series of them There 
is, however, always a period of time which 
separates the arrival of such inventions from 
their being transformed into innovations, 
and their being embodied into the produc 
tive processes on a massive scale It is only 
then that they begin to influence in a decisive 
way the types, quantities and costs of goods 
made available, the mode of organisation of 
output, the system of their transport and 
marketing, the distribution of population 
between agricultural and traditional 
activities on the one hand and industry and 
related activities on the other, the structural 
patterns of output, transport, trade, expen¬ 
diture, finance and distribution of income, 
and finally the visible improvement in the 
levels of well-being of different strata of the 
population When these changes come it 
could be said that an agricultural or a pie 
industrial society has been transformed into 
an industrial, modernised, developed one 


The industrial centre could then be said to 
have arrived 

it is thus useful to draw a distinction 
between the beginning of the Industrial 
Revolution and the creation, the establish 
ment of an industrial society, an industrial 
centre The former could be easily dated, 
with one invention, or a cluster of them 1 he 
latter is more of a process, spreading first 
within a country and then to countries 
btyond the frontitis of the pioneer While 
the industrial revolution is thus usually con 
sidered to have begun some two centuries 
ago, the establishment of one —01 possibly 
a few moic—industrial societies cannot be 
placed much earlier than a century ago or, 
say during the third quarter of the nine 
tcenth century TWo of the mosi distin 
gulshcd economic historians have not 
without reason used 18S0 187^ as the great 
divide between changes before aid after 1 
Industrial societies have thus been in 
existence for only a little over a century 

In this paper we will quickly review the 
possible pace of advance during the long 
prelude to the establishment of the industrial 
centre The technological and social setting 
in the new industrial centre will then be 
briefly described in order to obtain an 
impressionistic idea of how far advanced the 
industrial cen'ie was at that time in com 
parison with most of mankind living in the 
industrial periphcrv 


11 

Long Prologue to Industrial 
Revolution 

The prologue to the industrial revolution 
was a long one Bronowski’s fascinating 
lectures entitled ‘The Ascent of Man' for the 
BBC, contrasting with Darwin's ‘Descent of 
Man’, gave a crisp summary of mankind's 
cultural evolution 1 It took two million 
years for man to complete his biological 
evolution—a transition from the dark little 
creature with the stone in his hand to his 
modern form, homo sapiens In sharp con¬ 
trast to the long timespan of his biological 
evolution, his cultural evolution spanned 


only 12,000 years 

These two epochs were different from 
each other not omy because the former was 
over 160 times longer The pace of the ascent 
of man, according to Bronowski, quickened 
a hundred fold m the second period Such 
a two-epoch classification may be useful for 
cultural evolution But to understand the 
process of the economic evolution of man, 
it is perhaps more pertinent to divide the 
past history into three main epochs the 
biological evolution stretching over two 
million yeats, the agricultural evolution 
covtnng 12,000 years, and thereafter the last 
200 ycais of industrial revolution, and 100 
years of the firm establishment of the 
industrial ctntie 

The details of the cultural and the agri¬ 
cultural evolution need not detain us here 
Wheat cultivation had begun in the Crescent 
valley some 10 12,000 years ago Around the 
same time rice was cultivated in the river 
valleys of China, cultivation of other 
grains—maize, millets, sorghum—may also 
have begun elsewhere Hard evidence for all 
this is very limited It is only for the last 
6,000 years that evidence begins to accumu 
late on the story of the development of 
agriculture. These 6,000 years have been con 
veniently divided into the copper, bronze and 
iron age, each one of approximately 2,000 
years duration At the dawn of human 
civilisation, in Greece over 2,000 years ago, 
Aristotle was writing with conviction that 
“Enough has been said about the theory of 
wealth-getting, we will now proceed to the 
practical part” 3 Since then much has been 
done by individuals and countries to proceed 
with the practical part of wealth-getting But 
the economic problem has remained un 
resolved Despite Aristotle’s conclusion 
about theory, the search for an adequate 
framework of economic development has 
continued unabated For instance, 2,000 
years later Adam Smith was carefully 
weighing the title of his magnum opus, “An 
Enquiry into the Nature and Causes of the 
Wealth of Nations”, published tn 1776 The 
flourishing of development economics in the 
recent decades is another example of the 
central importance of the subject 

What were the mam landmarks of change 
in these 2,000 years 7 There is little evidence 
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to answer this question satisfactorily Let us 
look at some of the estimates of the growth 
of population and conjectures about overall 
and per capita output Since the birth of 
Christ, world population has been estimated 
to have more than doubled by 1650, rising 
from 225 million to 550 million It doubled 
again in the nest 200 years, to 1,170 million 
by 1850, and once again in the hundred years 
therealter, using to 2 500 million in 1950 By 
1980 it had increased to 4,500 million 4 
Clearly, the pact of population growth had 
quickened—from less than l per cent per 
decade between 1 AD and 1850 to 1 per cent 
per year thercalttr, or by over ten-fold 

While wc have some estimates of the 
increase in population, we have practically 
no knowledge of what the expanding 
numbeis of people were producing What 
was the increase in volume of output’ Did 
it rise or fall on a per capita basis’ What 
was the rate of growth of over all and per 
capita income' What was its sectoral distri 
bulion’ 1 here is no way of answering these 
and similar questions 

While precise and systematic answers to 
these questions are not possible, we may 
attempt to give an impression of the border 
lines ot change bv making certain not 
altogether unreasonable assumptions about 
the levels of output around 1 AD and in 
1850 There is after all a rock-bottom level 
of income below which human existence 
would be simply inconceivable, a level which 
may be called the minimum subsistence level 
The per capita income levels currently 
prevailing in the least developed among the 
developing countries, the poorest among the 
poor may be taken as such a minimum level 

Expressed in value terms, the per capita 
income of the poorest among the poor couu 
tries was some $ 200 in 1980 We may assume 
as a starting point that the per capita income 
in Europe 2000 years ago was more or less 
equal to this subsistence level It may, 
however, be added that the generally colder 
climate in Europe would have required even 
for bare subsistence a higher level of money 
income than needed in the warmer climates 
of the least developed among the developing 
countries 

In his article ‘Economic Possibilities for 
Our Grandchildren’ (1930), Keynes had 
attempted a quick summary of the way in 
which the world economy could have 
developed over the 4,000 years of preceding 
history He wrote, for example “From the 
earliest times of which we have record- 
back, say, to two thousand years before 
Christ—down to the beginning of the 
eighteenth century, there was no very great 
change in the standard of life of the average 
man in the civilised centres of the earth Ups 
and downs certainly Visitations of plague, 
famine, and war Golden intervals But no 
progressive violent change. Some periods 
perhaps 50 per cent better than others—at 


the utmost 100 per cent better—in the 
four thousandjyean which ended (say) in 
AD 1700 This slow rate of progress, or 
lack of progress, was due to two reasons— 
to the remarkable absence of important 
technical improvements and to the failure of 
capital to accumulate!’ 1 

This would mean that Europe's real per 
capita income could not have more than 
doubled between 2000 BC and 1700 AD It 
may have increased by another 100 per cent 
by, say, 1850 All in all, a maximum of a 
3 fold rise over this long period Translated 
in terms of rate of growth of real per capita 
output, it could not have been more than two 
to three per cent per century—if this mini¬ 
scule rate could be adorned with the title of 
rate of growth 6 In comparison, in the 
recent period several countries have grown 
at that rate every year 

if these assumptions are not far too 
wrong, the dynamics of economic change 
for the western world from 1 AD to 1850 
may be summarised as follows 10 per cent 
per century for population, and 14 to 15 per 
cent for total output per century and 4 to 
5 per cent for per capita output It would 
seem then that the real per capita income 
in the city state of Athens, from which 
Alexander was to sally forth to conquer the 
East cduld not have been significantly dif¬ 
ferent from that of Adam Smith’s England, 
which was set to begin an even bigger con 
quest Nor was it much different, as explained 
later on, from those in many countries of the 
third world now (the per capita average for 
the third world as a whole was $ 800 in 1980) 

Clearly the world economy of the pre-1850 
period was a classic illustration of the model 
of ‘dynamics of political economy’ as eluci¬ 
dated by Ricardo, Malthus and Mill 7 ‘The 
power of population’ marched almost m line 
with the ‘power of production’ 8 The in 
crease in population was by and large mat¬ 
ched by an equivalent increase in output But 
there was very little change in the real level 
of living, or in productivity per working per¬ 
son In "short, whatever developments had 
taken place in technology had made it pos¬ 
sible to support the growth of population 
and its spread to different regions Except 
for a few places, they contributed only 
marginally to bringing about a rise in pro¬ 
ductivity per person, and in the level of 
general well-being The ascent of man from 
this long stagnation was to come only in the 
next century 

III 

Technological Setting 
in 1850 to 1875 

The early phase of the industrial revolu¬ 
tion was almost exclusively limited to 
Britain And even there, it concerned innova¬ 
tions in the output of coal, textiles and steam 
power It had not spread on any significant 
scale to countries on the continent beyond 
the channel Even m Britain it was confined 


to a tiny triangle marked by London, 
Liverpool and Glasgow Prince Albert's idea 
of holding the Great Exhibition of the works 
of all nations had seen the first World Fair 
open in the Crystal Palace. It was appro¬ 
priately housed in Paxton’s gigantic creation 
of iron and glass—the most durable and 
fragile of Britain’s pride of industrial pro¬ 
ducts The year was 1851, neatly cutting the 
nineteenth century into two halves, marking 
the great divide between all preceding history 
and what followed 

Let us quickly review some of the techno¬ 
logical indicators to obtain an impression of 
the state of art of t^rhnological develop¬ 
ment Energy consumption all over the 
world was no more than 80 million tonnes 
of coal equivalent, or approximately equal 
to what India alone used in the 1960s And 
60 per cent of this was in Britain, much of 
it used for heating and transport The 
muscles of men and animals provided 94 per 
cent of the energy used by man Crude oil 
was no more than an ointment Electricity 
was an attribute of a magic wand of interest 
only to the curious 

The steam engine was a huge clumsy 
affair It occupied a lot of space, consumed 
a lot of energy, and required quantities of 
steel in making it And with all its heaving 
and sighing and shaking the buildings to 
their foundations, it generated small quan¬ 
tities of horsepower The average horse¬ 
power of each stationary engine varied from 
country to country—being 12 to 13 in France 
and nearly twice that m Belgium and 
Gemany The number of steam engines was 
relatively limited Even in the country of its 
origin, Britain, the total horsepower genera 
ted by these engines was, according to 
Mulhouse’s estimates, 12,90,000—of which 
5,00,000 from stationary engines and 
7,90,000 from mobile engines The total 
horsepower for the world as a whole was 
some 4 million, 70 per cent of which was 
concentrated in just two countries—30 ptr 
cent in Britain and 40 per cent in the United 
States 9 This was equal to the power which 
can be generated by 6 million horses or 40 
million men The electric static generator 
was 30 years away from 1850, and the altei- 
nating current motor was to arrive on the 
stage in 1888 Gottlieb Daimler's lightweight 
high-speed petrol engine was to be invented 
in 1885 

The railway network for the world as a 
whole was only a little over 30,000 km, most 
of it being confined to Britain and the 
United States In a letter written to Glad¬ 
stone on October IS, 1944, then the minister 
for railways, Wordsworth was describing 
railways as ‘injurious to morals’ Across the 
continent there was only a hesitant begin¬ 
ning. And the world’s navip were still equip¬ 
ped mainly with the sail rather than the 
screw Karl Benz was still struggling with his 
modern motorised tricycle, which was to run 
at 7 miles per hour m 1878 By a curious 
coincidence the red flag act was to be passed 
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in the United Kingdom at the same time; 
requiring that every mechanical road vehicle 
travelling at 4 miles per hour or more should 
be preceded by a man carrying a red flag 10 

The use of steel was strictly limited to 
armaments, railways, implements * and 
cutlery It was still too scarce and too expen¬ 
sive for moving parts of machines The 
techniques of its production had barely gone 
beyond the crucible stage The Bessemer 
converter was invented in 18S6 and the 
Martin Siemens process was perfected 
between 1864 and 1867 With ail these in¬ 
novations, the world output of steel was only 
7,00,000 tonnes in 1870, or less than one 
hundredth of what the world produces 
today 

Let's pass on to some of (he consumer 
goods The humble sewing machine was 
invented by Singer in 1851 The peculiar con 
trap! ion called a bicycle had arrived but it 
was still without ball bearings upto 1877 and 
pneumatic tyres upto 1888 Addison's 
electric lamp came in 1881 Robert Louis 
Stephenson was then dismissing it as only 
fit to light the corridors of lunatic asylums 
Bell had not yet invented the telephone 
Wireless transmission of sound to arrive 
only during the closing years ol the nine 
leenth century 

This quick review suggests that even the 
most advanced of European capitals in 1875 
were without the technological equipment 
now to be found m the capitals of all 
developing countries, even in those of the 
less developed among them The diesel 
motor, the electric generator and motor and 
major innovations in chemistry had not even 
left their inventors' drawing boards by 1875 
Quite clearly, prior to 1875 the incorporation 
of technological innovation in the productive 
system of even the most advanced countries 
in western Europe with the possible excep 
non of Britain, could not therefore have 
taken place on any significant scale Except 
in textiles, coal-mining and railways the 
world stage was empty of the technological 
actors who were to occupy it in the following 
hundred years Industrialisation was by 1875 
still in its incipient stage 

IV 

Some Social Indicators 

It may be of some interest to take stock 
here of some of the pertinent social indica 
tors so that in addition to major technolo 
gfcal innovations we also get an image of 
sdcial technology 

Urban population, in towns of over 
LOOKUP persons, amounted to no more than 
6 per ceht of the total in Europe, or lower 
than in the developing countries today 
Urbanisation was most advanced in England 
and Wales where nearly half the jsopulation 
lived m large towns by 1851 But the propor¬ 
tion in countries across the Channel was 
much lower In Prance and Germany, it was 
about a quarter of the population It was 


only m the closing years of the nineteenth 
century that the urban population surpassed 
the rural in Germany, and in France this was 
not to hapjjen until after the First World 
War" 

The position in education, a major 
indicator of the development of social 
technology, was not much different The age 
of enlightenment, like the industrial revolu¬ 
tion, had begun but not yet spread widely 
Education was still limited to catechisms, 
classics and counting, and was meant only 
for the elite The vast majority of the people, 
even in Europe, like the rest of mankind 
elsewhere at that time could not decipher 
the magic of the written word Illiteracy 
ratios were high The universality of primary 
education was more than a quarter of a 
century away from 1850 And the rapid 
spread of secondary education was to come 
only in the closing decades of the nineteenth 
century, and that of university education 
much later The educational landscape in the 
European countries around 1875 was not 
significantly different from that m the 
developing countries today, and in some 
important respects, it was even poorer 12 

The nation slate that powerful engine of 
economic growth, was bung consolidated in 
Europe in this period The Trade Unions 
were in their infancy Mass poverty was ram 
pant The distress and the anguish of the 
forgotten millions ot London’s city slums 
was finding its powerful expression in the 
works of Dickens Far away from this metro 
pohtan city a young German industrials , 
Engels, was movingly describing the appal 
ling conditions of the English working class 
in the pioneer industrial country 15 

The medical men were diagnosing diseases 
according to Galen s humours And young 
Louis Pasteur had still not announced hts 
discovery of the aerial transmission of 
bacteria Death rates, particularly infant 
mortality ratios and the expectation of life 
in Europe was not significantly different 
from those in the 1 hird World countries 
today 

Darwin’s “Origin of Species” was still a 
decade away And the most enlightened men 
in the most enlightened country of the world 
at that tunc were still walking the streets 
comfortable in the thought that man, the 
noblest creation of God Almighty was still 
the centre of the universe Copernicus and 
Kepler had upset the Aristotalian view of the 
universe, but the unrespectable idea that 
man had followed in the footsteps of the 
apes was yet unborn 

The mother of Parliaments, the British 
House of Commons, was elected upto 1831 
by an electorate numbering in all less than 
half a million people, or under 5 per cent 
of the population aged 20 years and over 
Agricultural and industrial labourers and all 
women were not yet regarded as mature 
enough to vote Even as late as 1918, the 
Representation Act enfranchised only 
women aged 30 years and over, and the 


application of universal suffrage to ail over 
21 years of age was to come only by 1928 


Economic Distance between 
Developing and Developed 
Countries in 1875 

How much more economically advanced 
was Europe during 1850-1875 than the Third 
World countries in the post Second World 
War period is a question that cannot be 
answered with any precision But it is 
important 10 have even an impressionist 
answer, for then wc can appreciate how 
much of the wide economic distance bet¬ 
ween the developed countries of toady and 
the Third World countries owes its origin to 
the 1850-75 period and how much of it was 
created in the last century The question is 
undoubtedly significant, but the data at our 
command are too weak to furnish dear 
responses l,et us look at at least two indi¬ 
cators one, tht occupational structure of the 
population, and second the comparable 
levels of per capita rial incomes, that handy 
but tstry elusive expression in one number 
of peoples economic well-being 

The population engaged in agriculture in 
Furopc in ihe penod 1850 1875 was more 
than half the totil, or not mueh different 
from the taltos now prevalent in the Third 
World countries Only in Britain, the work 
shop ol the world the position had changed 
significantly a quarter of the British male 
working force 20 years and older, was 
engaged in agriculture by 1850 The position 
in the rest of the continent was around a 
generation behind Britain Tor example, in 
Belgium, the most industualised country on 
the continent the proportion was about 50 
per cent Gctmany was to reach this level by 
1875 The number of persons engaged in 
agriculture was higher than in industry m 
Germany upto 1875 and in France until the 
Second World War 14 

The yields of land per hectare were about 
the same as in the great days of Greece over 
2,000 years ago—that is about 8 quintals ptr 
hectare. This is not much more different than 
the position in developing countries now and 
certainly lower than the yields in ancient 
Egypt and the Crescent, and in the Chinese 
and the Indo Gangctic rivtr valleys M 
Modernisation had barclv scratched the 
surface of society No wonder the levels of 
living of the masses ot the population in 
Europe of 1850 were not much different 
from those in poor countries toady A vast 
majority of the people in Europe then were 
ill fe<f, til clad ill housed and illiterate as in 
the Third World countries now 

Any figures on per capita income are sub¬ 
ject to significant margins of error The 
margins are tolerable if used for the same 
country and for a limited period of time The 
longer the period, the greater the distortions 
caused by changes in the weights of the 
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Excellence needs roots. 



Development of human resources is the 
key to progress And Indian Airlines reflects 
it meaningfully in its wide ranging training 
programmes — at a number of training 
centres 

Its three premier institutes at Hyderabad 
form the hub of the airline s training 
activities the Central Training 
Establishment for pilots and engineers, the 
Commercial Training College for 
Commercial staff and managers, and Cabin 
Crew Training School that trains cabin crew 
to serve you 


The Management Training Centre at Delhi 
imparts latest information and management 
techniques to executives at vanous levels, 
and the Instrument Procedure Trainer in 
Bombay trains personnel in instrumentation 
technology 

True, we accord highest pnonty to human 
resource development Because, like all 
dynamic organisations, we believe that 
tomorrow begins today 
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sectors included, their price weights, and 
exchange rate panties These distortions are 
compounded if such income figures are used 
for comparisons of levels of living of dif 
fcrent countries particularly with different 
patterns and structures of output consump 
non, employment and prices Such com 
pansons of changes over time magnify the 
influence of the distorting factors, such is 
the inability of exchange rates to reflect 
domestic puce levels, the serious differences 
in relative price levels pauicularly ol non 
traded goods and services, the exclusion of 


di livities not covered by the market opera 
tions, particularly household work mainly 
of women and above all the difficulty of 
treating market valued figures as indicative 
of well-being in diffcicnt countries each of 
which have different climatic and cultui tl 
conditions All these qualilic mons aie well 
undetstood bv experts in ihi pmfcssion who 
usual'y rciteratt them lfl Nonetheless pci 
capita income figures arc widely used bv 
policy makers, politicians and people m 
gcneial to setvc their often pieeoneeiwd su 
of purposes This description of limit itums 
of such use is needed as a w ermnj .gainst 
reading too much piecision m them kte p 
ing this warning in mind we may comp lit 
estimates foi two pci tods—mid 18th md 
mid 19th ctniurits 

Populai view has regarded the ditlcicnccs 
between real pet capita incic tses m Western 
countries (now con- dead developed ones) 
and Third World as being quite considerable 
istariyasmid 18th ceuturv ruropeontlic 
-\e ol the industrial revolution l andcs has 
irgued was a society that had already 
advanced a long wav economically beyond 
the level of subsist! ncc ’ He conclude, tint 
Wtslun I mope- the word Western is 
added this tutu — was already rich bcfoic the 
mdustiial revolution—rich bv comparison 
with othtr parts of the world of that dav and 
with the pic industiiaf world ol today r 
Admittedly, there was a gap but the ques 
lion of how Urge it was is not a matter of 
idle curiosity The answer would help explain 
what part ot the cm rent economic distance 
between the developed and the developing 
countries owes Us origin to disparity which 
existtd at the verv start ol industrialisation 
and that which resulted trom ditlcrcnces m 
growth rates thcieaftcr 

I .andcs cites Phyllis Dean's estimates ol 
per capita income in l ngland and Wales in 
1750 multiplies them eight fold (rather than 
six times as Miss Deane had done) to arrive 
at a figure of £ 100 (1960 pi ices) and eon 
trasts it with those current in India (£ 25) 
and Nigeria (£ 30) in 1960 to arrive at the 
conclusion that Europe was already richer 
than other pre industrial countries He does 
not stale precisely how large the gap was in 
1750 between Europe and the Third World 
eountnes, but the juxtaposition of £ 100 in 
t England and Wales and £ 25 30 in India and 
Nigeria leaves the impression that the 
former’s real incomes in 1750 must have 


been 3 to 4 times higher than the latter’s 
some two hundred years later, 1 * 

The evidence is not as straightforward or 
as simple as presented bv Landes There are 
several reasons to suggest that Landes over¬ 
states rather seriously the real difference 
First, if he is right, then by 1960 the 
difference must have become much greater 
After all in thit period, real pei capita 
product of England and Wales is estimated 
b\ (subnets to have increased at I 27 per cent 
per year between 1780 and 188] and at over 
1 3 per cent between 1845 49 to I95 7 59 IV 
It would have therefore increased 14 to IS 
times between 1740 and 1960, rising to 
£ 1440 to £ 1500 in I960, or some 53 times 
higher than tht I960 average 'oi India and 
Nigeria According to the of hud cstim itcs 
repotted bv the United Nations it wis much 
lower only lout urn times higher 11 
Second md m a more important sense 
l mdes views are ehrectlv i ontrtchcltd bv 
\ni us Maddoon who in his cmfu) studs 
of the vubieet eonsiele re*d the g ip in mid 18th 
ccmuiv to he much narrower He estimated 
that Indus pu cjpil l income reached i 
| t tk undci Akb ei (1556 |6()51 when Owes 
e omp ir ihlc to ill el in Hi? ibe than f nchild 
Horn then n, it declined llv mid I St ti 
ccntii'V - the pc nod which I tildes is 
ecnsidcmic It vv is perhaps two thuds ol 
that in 1 nclaiiel md I nnct He then goes 
on to suggest (hit Indus pu c tpita income 
in I9S() (5 140 ii 1964 IIS price) w is pel haps 
the same es in 1740 

I lord i comparison of L ngland and 
Indi i e in h udlv be used to give ail imigc 
of L mope and the 1 hird Wen lei It would be 
seriously misle sdmg since both ihcsc conn 
tries represent the extremes in development 
-one the rising sun ol industrialisation 
and the other the crippled colonv just 
become independent I he position is dit 
Icruit t othu count!ics ol Europe and tht 
f hire! World ne brought into the pictuic to 
give t more representative image landcs 
himself reftrs I utr to estimates £ 32 6 for 
the Unii-d kingdom (1860) £ 21 I for I lance 
(1859) and £ 13 3 lor Germ my (1860 69 
avenge 1913 aiea) 22 I he lest of E uiopc 
w is much levs developed than England, so 
that us addition would bung the average for 
F uropc much lower At the other cxticmc 
(lie avenge lot the lhud World would he 
much higher linn that for India which has 
among the lowest per capita incomes of the 
Third WoiId countries In short when less 
developed countries ot Europe and some 
what richer countries of tht 1 hud Wot Id ate 
(nought into the picture the average tom 
parable position of pu capita real intomes 
ill these two areas would be much nearer 
than suggested bv landts 2 ’ 

ft is thus better not to rush into hasty 
judgments based on such fragile evidence 34 
There is need to proceed much more 
cautiously Tht following conclusions would 
seem to bt in order 

(1) Per capita incomes of the developed 


Western countries tn 1981 was S 9,797 or, 
say, $ 10,000 and that for the third world 
including China, $ 800 The former was 
therefore some 12 times that of the 
lattei 

(2) An adjustment for relative price level and 
exchange rate conversion would narrow 
this gap But we do not have comprehen¬ 
sive evidence covering all developing 
countries to carry out such an adjust¬ 
ment T ht United Nations International 
Comparison Project (Phasi III) gives 
CiDP data expressed tn 1975 inter 
national prices lor 34 countries belong 
mg to different regions and economic 
systems and having different levels of 
economic development T htrteen of these 
ate developing countries The adjust¬ 
ments called lor are minor for the 
developed eountnes, but very significant 
for tht developing countries 26 An 
unweighted average, tor these 13 coun 
tries tomes to 2 I Many eountnes are 
nmsmg in the list and we cannot there¬ 
fore apply mechanically the unweighted 
average for upward adjustment To be on 
the safe side we may use I 5 as a 
minimum apptoximatt ratio for an 
upw ud revision of per capita GDP of 
Thud World countries, which would 
ntise. tin 1981 figure of $ 800 to $ 1200 
The i it io would then be narrowed from 
12 at curicnt cxthahge rates to 8 in 
inter national prices 

(3j Recent estimates by Bairoch show that 
the income pet head in Europe in 1850 
was about $ 300 in I960 prices 17 
Making a rough adjustment tor the price 
rise upto 1980 one could say that it 
might have been about $ 900 in 1980 
pi ices or about the same as the average 
lor the Third World countries in 1981 
In summary it would mean that the 
avenge teal per capita incomes in the 
mdusti n) countries in 1850 and those in 
the Third World at present area about 
the same and that the long economic 
distance which has cmtrged between the 
two areas is mainly a product of the 
industrial evolution of the developed 
countries between 1850 75 and now 
I hat is how the period 1850 75 is to be 
considered in the world economic 
history the great divide between the 
preceding milleiiia and the last hundred 
years 

(4) 1 he ditterences in per capita incomes bet¬ 
ween iht I uropean countries as a group 
and the Third World as a whole were not 
particularly much greater—they were m 
fact smaller—than among the West 
t uropean countries themselves in the 
period 1850-1875 and among the Third 
World countries then or now Thus, for 
instance, the highest per capita incomes 
in 1850 in the more advanced countries 
such as Britain, the Netherlands, Belgium 
and Switzerland—not to mention the 
United States which was even richer— 
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were some two to two and a half umts 
those in countries at the power end of 
the income spectrum (Finland, Greece, 
Sweden, Romania and Russia) 28 
Similar, if not indeed much greater, 
differences exist now among the Third 
World countries the range being as high 
as 110 even when oil exporting countries 
are excluded 

(S) in view of limitations of historical data, 
wt may as a minimum conclude that 
around a cfUarter the current difference 
in the real comparable per capita m 
eomes among ihc two gioups of coun¬ 
tries has its origin in the period preceding 
1875 But as much as three quarters of 
it came about in the course of only the 
last one hundied years The unequal 
world as wc know it today is therefore 
a rdativclv very recent creation in human 
history It has simply not been the there 
tor cenlurits N 
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Tobacco Production in Third World 


TEN years ago the Food and Agriculture 
Organisation reported that 10 9 million acres 
of arable land worldwide had already been 
converted from food to tobacco production 
Approximately 69 per cent of this land was 
located in the thud world Though sur¬ 
rounded by farmland, Santa Cruz, Brazil 
must now import the majority of its supply 
of fresh vegetables and fruits from areas 
which are more than 100 miles away The 
World Health Organisation (WHO) esti¬ 
mates that tobacco production increased the 
developing world’s food bill from S 8 billion 
in 1971 to S 50 billion in 1980 
Tbbacco production also has serious en¬ 
vironmental costs Throughout the third 
world, tobacco production leads to ac¬ 
celerated rates of deforestation and erosion 
as farmers cut trees for the fuel needed to 
cure tobacco It can take an acre of 
woodland to cure a single acre of tobacco 


in developing countries IWo to three hec¬ 
tares of forest are required to cure one ton 
of tobacco British American Tbbacco (BAT) 
initiated a programme to make the tobacco 
growers energy self-sufficient Hie company 
planted close to 10 million trees in 3,000 
eucalyptus trees But with debts mounting 
each growing season, few farmers were will¬ 
ing to convert a portion of their cropland 
back to an ‘unprofitable’ forest In Brazil 
BAT planted about 120 million trees in 20 
rears But with 1,00,000 growers curing 
tobacco, the cutting far outstrips the 
planting 

The tobacco industry nurtures and guides 
every element of its business, from growing 
and manufacturing to marketing Nowhere, 
however, is its savvy and expertise more 
developed than selling 

—Multinational Monitor 



Recent Growth Experience of the Indian Economy 

Some Comments 

Prabhat Patnaik 

In an economy of the size and with the characteristics that India has, the stimulus for industrialisation has 
to come from agriculture rather than from the external sector Industry has to grow by ^exporting’ domestically 
to the agricultural sector, rather than abroad For this an acceleration of agricultural growth is necessary which 
in turn requires a restructuring of agrarian relations, larger public outlays directed towards agriculture and with 
better regional spread, and fair‘ terms of trade and marketing arrangements 
All this calls for more rather than less state intervention Without endorsing the actual regime of bureaucratic 
controls. thatJias existed for long in the economy, it needs to be emphasised that 'liberalisation’ from that regime 
must itself be a planned one which must attempt to realise an alternative planned regime of controls The course 
of development upon which the economy has embarked and which is characterised by a squeeze on agriculture, 
a fiscal crisis of the state, a downgrading of the role of the public sector, and moves towards blanket internal and 
external 'liberalisation’ has to be reversed 

To what extent this can be done depends upon the unfolding scenario with regard to the balance of class froces 

WHAT has been happening to the overall primary, secondary and tertiar> sectors for is relevant is that an acceleration in the 
growth rate, as well as sectoral growth rates, the two sub periods, 1970-71 to 1977 78 and economy s growth rate which is brought 
in the Indian economy has been and con 1977 78 to 1981 84 are as follows ’ Primary about in this manner docs not represent a 
tinues to be, a matter ol considerable debate sector 2 3 and 2 1 per cent respectively genuine acceleration It is in fact the oddity 
I do not wish to go into this debate here, but secondary scetoi 4 41 and 3 52 per cent of conventional national income estimates 
shall confine myself to a recapitulation of respectively and tertiary sector 4 87 and 6 12 which makes growing expenditure on public 
some of the salient features ol the Indian per cent respectively It is clear that the administration and defence appear as an 
growth performance which in m> view acceleration in GDP growth has occurred increase in national income and hence 
emerge clearly from official statistics It we entirely on account of a faster growth of the ct tens paribus in per capita income, and by 
take the post independence period as a service sector, the material commodity implication in the society’s well being But, 
whole, the compound annual rate of growth producing sector have witnessed no acceicr an increase in this item tar from con 
of‘real’GNP works out to a little over 3 5 ation in their glow th rate and indeed by the tributing to grcatci material well-being, 
per cent On a point to point basis for above calculation (no doubt open to dispute) represents a greater squeeze on the producers 
instance the growth rate between 1950 51 and even a marginal deceleration The above I in the material commodity producing sec 
1983 84 (the latter an exceptionally good believe is a fairly robust conclusion, not tors, a greater burden on the productive 
agricultural year) amounts to 3 7 per cent withstanding the crudity of our method of population, and hence upon society in 
And an exponential trend luted to CiNP data analysis of data 1 he application of more general over time To put it differently, if we 
over these years yields a growth rate of 3 6 sophisticated quantitative methods can take the material commodity producing sec- 
per cent 1 With the rate of population scarcely alter the conclusion that the recent tors, not onlv has there been no acceleration 
growth in the neighbourhood of 2 25 per acceleration in GDP giowth rate has been in their growth over tune, but, what is more, 
cent per annum, this implies a rate of growth tsscntiallv on account of the services even out of this unchanged growth rate they 
of per capita GNP of about one and a sector ’ have had to yield a sharply rising amount 

quarttr per cent per annum lot the period Within the sen ii.es sector, the growth tates in order to sustain the acceleration in expen 
as a whole of the private services seqtor over the two diturc growth upon public administration 

Some, including the Planning Commis sub periods mentioned above are 1 65 per and defence 

sion, have argutd however that in recent cent and 4 00 per cent respectively, in the Within the material commodity produc- 
years there has been an acceleration in the services belonging to the domain of the mg sectors, not only has growth not accele 
rate of growth of the tconoiny On the face public sector however, ihc respective growth rated, but its absolute magnitude has been 
of it, the available statistics support this view rates are 6 95 per ant and 9 83 per cent rather meagre The most crucial sector here 
The point to point growth rate between within public sector services, the most of course is the primaty producing sector 
1977 78 and 1983 84 (both peak harvest important item is public administration and which still provides livelihood to about two- 
years), for instance, has been 3 99 per cent defence In 1983 84 for instance this thirds of the working population of the 
which is distinctly above the rate for the accounts for 45 per ceni of the total GDP country, a proportion that has changed only 
period as a whole and higher than the rate originating in public sector services And marginally over time If we take census data, 
for 1970 71 to 1977 78 (again comparable public administration and defence have assume that the sectoral distribution ot the 
years) which works out to 3 56 per cent The shown an acceleration in rate of growth that workforce in census years also represents 
acceleration has not been as dramatic as is is greater even than the acceleration shown sectoral dependence of the population, and 
often made out by some who choose non by public sector services as a whole Over extrapolate on the basis of these data to 
comparable end-points but the evidence of the two sub periods 1970 71 to 1977 78, and post-census years, then the agriculture- 
a slight acceleration appears, on the face of 1977 78 to 1983 84, the point-to point dependent population can be shown to have 
it, quite unmistakable, and in a country like growth rate in GDP at constant prices increased at an annual rate of 1 8 per cent 
India even an increase of 0 5 per cent in the originating from public administration and between 1970 71 and 1983-84 But NDP at 
annual growth rate of GDP, and hence of defence increased from 6 4 per cent per constant prices originating in the agricultural 
per capita GDP, is not to be scoffed at annum to II 7 per cent per annum 4 To sector increased over this same period at an 
It is only when we lookat sectoral growth what extent such a sharp acceleration in annual rate of 2 1 per cent This means that 
rates however that (he optimism engendered expenditure on public administration and the per capita NDP of the agriculture 
by this apparent acceleration receives a jolt defence was necessary in the national interest dependent population increased in absolute 

The point-to-point growth rates of the is a question which is not relevant here. What terms by only 3 per cent over the 13-year 
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period, which amounts to a virtual stagna 
tion This conclusion too remains unaffected 
if we calculate output growth rates by fitting 
trends rather than on a point lo-point basis 
It has been argued convincingly that this 
picture of a stagnation in per capita incomes 
of the agriculture dependent population 
goes back well btyond the 13-year period 
that 1 have bpen taking about it charac¬ 
terises sirtually the entire post independence 
period ' To say ’his is 1101 to belittle the 
importance of the post independence 
achievement, it must be remembered that the 
hall century before independence witnessed 
a considerable decline in the pet capita 
income of the agriculture dependent popula 
non 6 This decline lias been halted, but 
there has been no sigmlicini trend improve 
nient in the pel capita income ot the 
agiicultuie dependent population as a 
*holi 

Revei ting back to the recent period we 
have to keep in mind a second lactor In 
lalkmg about income ol the agriculture- 
dependent population, we have so far been 
rctirrmg to their production But since 
1970 71 and pat Ocularly since 1975 76, there 
has been a deterioration ot iht inter sectoral 
terms of trade for agnculturc, the cumulative 
deterioration in the terms ol trade till date 
has perhaps been around 15 per cent since 
the mid seventies As a consequence, the 
income ol the agriculture dependent popula 
non interpreted as their command over 
goods m general has declined in absolute 
terms per capita To be sure, the terms of 
trade had moved steadily in favour of 
agriculture tor a long period between the 
mid fifties and the early seventies 7 so that 
the subsequent deterioration has occurred 
from an initial position ihat was favourable 
for agriculture Equally true is the fact th<<t 
intei sectoral terms ot trade say little about 
the class distribution ot income since neither 
agriculture nor industry is a homogeneous 
sectoi each couiains within itsell diverse 
classes the distinction between whom is 
obliterated in talking about sectors Even so, 
the sustained movemeni in the terms ot trade 
igainsi agriculture over the last decade and 
a hall is a phenomenon of significance it 
does represent at the very least a shift in 
income distribution away Irom sections of 
the peasantry in favour of urban employers 
of all description Besides, together with 
the stagnation in per capita NDP ol the 
agireulture dependent population, the shift 
in terms ol trade against agriculture implies 
over this period at any rate, an absolute 
squeeze on the large mass ot peasantry and 
agricultural labourers taken as a whole" 

This squeeze paradoxically explains the 
mergence of large unsold loodstocks m the 
Indian economy in recent years At first 
sight, the emergence of such foodstocks, 
which, even after taking into account the 
normal operational requirements of the 
public distribution system, come to over 15 
m tonnes at present, appears surprising If 


per capita NDP of the agriculture-dependent 
population has remained virtually un 
changed, and if per capita food production 
for the population as a whole has increased 
only marginally, then the acceleration in the 
overall rate of growth, especially, via, 
accelerated growth in expenditure on public 
administration and defence, should be 
leading to inflationary pressures in the 
foodgrain market, a shrinking of foodstocks, 
and a shift in the terms of trade in favour 
of agriculture How is it then that we have 
been witnessing just the opposite m India, 
namely an increase in food stocks and a shift 
in ttrms of trade against agriculture’ The 
answer to this paradox consists of two 
distinct parts 

First as is well known, the so called Green 
Revolution which has sustained the giowth 
talc in agricultural production in recent 
years, has had an extremely uneven regional 
impact We noted above the virtual stagna 
tion m per capita NDP of the agriculture 
dependent population This stagnation 
however is the oveiall outcome of regionally 
disparate trends m a number of states per 
capita NDP of the agriculture-dependent 
population has actually declined, while in 
a few states where the impact ot the Green 
Revolution has been concentrated there has 
been a steady and significant increase in the 
per capita NDP ot the agnculturc dependent 
population In the former regions, the con 
sumption of foodgrains is restricted bv the 
limited purchasing power resulting from 
the Jecline m per capita income ol the 
agriculture dependent population, while in 
the latter the increase in per capita income 
leads to a diversification of consumption 
away from food, yielding growing lood 
surpluses for public procurement In other 
words, since the income elasticity ot demand 
for food by the agriculture dependent 
population declines with an increase in per 
capita income, the divergent agrtcultuial 
growth across regions yields over time a 
growing surplus of food for public procure 
ment even when the overall agricultural 
growth rate m per capita terms is virtually 
ml 9 The food surplus therefore is a symp¬ 
tom of under consumption within agri 
culture in large regions of the country 
despite the overall stagnation in per capita 
agricultural incomes, the growing under 
consumption of food in the laggard regions 
where per capita agricultural incomes are 
declining has its counter-part m the form of 
growing food surpluses m the advanced 
regions which arc procured and held by the 
government 

These surpluses would have vanished if 
the government had put purchasing power 
in appropriate amounts through public 
works programmes in the hands of the 
agriculture-dependent population in the 
backward regions and sold food through the 
public distribution system to this very 
population to satisfy their enhanced pur¬ 
chasing power But id India, the scope of 
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public works programmes, which include 
such ‘anti-poverty programmes’ as the 
National Rural Employment Programme, 
Rural Labour Employment Guarantee 
Scheme, etc, is restricted, and even such 
expenditure as is incurred on these pro¬ 
grammes ‘leaks out’ into the pockets of 
middlemen and private contractors to a 
significant extent Moreover, the coverage of 
the public distribution system is confined 
mainly to the urban areas For both these 
reasons, underconsumption of food m 
backward rural areas has continued, and 
food surpluses kept piling up It is hardly 
surprising that much of this surplus has been 
procured f*om a small region ot the coun 
try, notably Punjab and Haryana, which, 
year after year have kept selling their grain 
surpluses to the government even though the 
latter has not known what to do with these 
surpluses Thus, the large lood stocks are a 
symptom, not so much ot self-sufficiency’, 
let alone saturation ot food consumption, 
as of under consumption arising from struc 
tural factors that the government has been 
able to do little about 10 

I he second part of the answer has to do 
with changes in the pattern of overall 
demand induced bv the movement in the 
terms ot trade A few genera! words may be 
in order here before we move on to a discus¬ 
sion of ihe Indian case When terms ot trade 
move against agriculture, the commodities 
upon which expenditure is sought to be 
increased by the gainers of this movement 
arc not the same as the commodities upon 
which expenditure is sought to be curtailed 
bv the losers Even assuming that the foreign 
exchange components ot the two sets ot 
commodities arc identical (or tor simplicity, 
that we are dealing with a dosed economy), 
if the second set ot commodities is more 
labour intensive than the first, a shift in the 
terms of trade against agriculture would 
have a restraining effect upon employment 
growth, and hence the growth of food 
demand Since food cannot be converted 
into other commodities at will, a food 
surplus can co exist with supply bottlenecks 
elsewhere for a considerable period during 
which the pattern of production adjusts 
gradually to the new pattern of demand via 
shifts in investment allocations If, however, 
the first set of commodities also happens to 
be mure foreign exchange intensive than the 
second (or imports arc liberalised along the 
way under pressure from affluent urban 
groups, who are both keenly aware of 
consumption patterns abroad and bene¬ 
ficiaries of the terms of trade shift), then the 
elimination of surplus food stocks becomes 
even more problematical This is for the 
following reason Unless surplus food can 
be converted into foreign exchange via trade, 
the increased demand for foreign exchange 
caused by the terms of trade shift has to be 
met by larger foreign borrowings even at 
prevailing levels of investment These larger 
borrowings are a counterpart of the larger 
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stock-holding of food, and ‘finance' (in part) 
as it were, the additional stock-holding But 
if extra stocks are to be eliminated, i e, 
recourse to larger borrowings avoided, then 
the economy has to undergo a process of 
contraction And if the government for 
obvious reasons is loath to impose such a 
contraction, it would be saddled with unsold 
tood stocks coexisting with enlarged foreign 
borrowing The upshot of this argument 
therefore is that an adverse terms of trade 
movement for agriculture is itself capable of 
producing in certain conditions a surplus 
stock of foodgrains, and in my view these 
conditions are far from being unrealistic in 
the Indian context, as the following discus 
sion would attempt to bring out 
Between 1970-71 and 1983 84, the ratio of 
gross savings to GDP increased in India 
from 16 8 per cent to 22 1 per cent reaching 
a peak of 24 7 per cent in 1978 79 This is 
clearly in conformity with the hypothesis of 
a worsening income distribution, brought 
about inter aha through the squeeze on the 
agricultural sector, over large tracts ot the 
country The concentration of agricultural 
growth in advanced regions would tend 
letern paribus to push up the late ol savings, 
there is also evidence that a decline in the 
terms ot trade for agriculture tends to raise 
the rate of overall savings in the economy 11 
And these two effects are additive With the 
rise in the rate ol savings, and with greater 
private savings coming f.vm the urban sector 
where holding modern financial assets is 
more prevalent than in the tural sector there 
was a step up in the growth rate of public 
investment m real terms from around the 
mid seventies, alter a decade of virtual 
stagnation 12 Much ol this investment 
however went into the infrastructure and 
energy sectors which had been neglected over 
the previous decade Partly as a consequence 
ol this, the organised industrial sector 
witnessed a slight acceleration in Us giowth 
rate as indicated for instance by the rise in 
the growth rate ol the index ot industrial 
production from 3 5 per cent over 1965 66 
to 1975 76, to 5 4 per cent over 1975 76 to 
1985 86, 15 the shift in the terms of trade 
against agriculture also helped in a different 
way in raising the growth rate of this sector, 
namely by increasing to an extent the 
real wage of the urban organised sector 
employees, whose consumption, even more 
than that of the rural surplus producers, is 
oriented towards products of the organised 
industrial sector Notwithstanding however 
the rapid expansion in the organised tertiaiy 
sector, including the government, and the 
somewhat accelerated growth in the orga¬ 
nised industrial sector consisting of large 
enterprises, total employment in the entire 
organised sector increased only at the rate 
of 2 8 per cent per annum between 1970 71 
and 1983-84, winch was slightly higher than 
the rate of population growth 
With growth in teal NDP in agriculture 
over large parts of the country failing behmd 


the growth of population, and hence 
employment opportunities within agn 
culture shrinking relative to the growth of 
the workforce, and with the organised sector 
unable to absorb much more than the 
natural growth of its existing workforce, 
there was a large increase in the number of 
workers seeking non agricultural work in the 
unorganised sector The workforce in the 
non agricultural unorganised sector in 
creased at the comparatively high rate of 3 5 
per cent per annum between 1970 71 and 
1983-84 This has led many into arguing that 
there is a significant diversification occur 
ring in the economy which is indicative of 
its dynamism As a mailer of lact, notable 
increases in the proportion of workforce 
outside of agriculture have occurred not ju ,t 
in the prosperous agricultural states like 
Punjab and llaryana, but paradoxically also 
in a number of backward and sluggish 
agncultura! states, which suggests that this 
growth is not simply a response to increased 
demand tor such activities but reflects, 
paitly at ans rate, a lack of alternative 
employment opportunities 

To be sure wlult the workforce in this 
sector gicw al 3 5 per cent, in NDP ongma 
ting in it deflated by the general NDP 
dcflaioi increased at an annual late of 4 7 
per cent so iliat ‘lie per capita ‘real NDP 
of ihe population dependent upon th.s 
sector increased bv P per cent over on 
13 year period, a fact which at first sight 
supports the pull* rather than the ‘push’ 
hypothesis Bui this sector itself is so 
heterogeneous that to attempt synthetic 
cxplanaiion for its growing weight in the 
workforce would be somewhat naive Whut 
is important from our point of view is that 
there is enough evidence of an element of 
‘push’ into certain segments of this sector 
notably in rural areas for the period 
1977 1983 for instance Vaidyanathan finds 
a singificant correlation between changes 
in unemployment and changes in non 
agricultural employment (as revealed by NSS 
data) across 'tales 14 

In the organised sector, NDP deflated by 
the general deflator grew at an annual rate 
of 5 4 per cent against a rate of growth of 
workforce of 2 8 per cent Pven though ihe 
share of wages declined from 72 per cent in 
1970 71 to 67 per cent in 1983 84, there was 
clearly a rise in the per capita income ot the 
organised sector workers This was more 
pronounced perhaps for the salariat than tor 
blue collar industrial workers, but even the 
latter must have witnessed especially after 
the mid-seventies when terms of trade started 
moving against agriculture, an increase in 
real wages, despite a decline in product 
wages, which would have reversed the real 
wage losses experienced by them during the 
previous decade of food price inflation 
What is specially noteworthy here however 
is not only the declining per capita real in 
comes of agricultural workers and peasants 
over large tracts of the country (their share 


m NDP originating in agriculture went down 
by 2 percentage points over the period under 
consideration in the country as a whole), but 
also a slower growth tn employment (as 
revealed by NSS) than in population fqr 
rural India 13 This latter phenomenon, tn 
the absence of offsetting increases in real 
wage rates, of which there is no evidence, 
would indicate a worsening condition of the 
tural poor 

If the government, in addition to meeting 
the necessary energy and infrastructure in 
vestment requirements, had also increased 
its investment along labour intensive avenues 
such as irrigation works in the backward 
agricultural regions, the pressure on the rural 
poor could have been lessened By financing 
an altogether greater public investment effort 
through direct taxation upon the rural and 
urban well to do sections of whom the latter 
in particular were gaining from the terms of 
trade shift, the government could simul 
taneously have restrained foreign exchange 
outflows arising from the import intensity 
of the urban affluent sections’ consumption, 
ensured a more regionally even pattern of 
agricultural growrh raised the overall rate 
of agiicultural growth, created directly and 
indirectly more employment opportunities 
for the rural poor, and achieved a more 
stable, more broad based, more self reliant 
industrial growth To be sure there were 
serious institutional impediments in the way 
of achieving all this it was not just a simple 
matter ol adopting appropriate fiscal 
measures But the important point is this 
even the fiscal effort ihai could have been 
made, was not made, even ihe first steps 
towards alleviating the squeeze on the rural 
poor were not taken 

This was hardly surprising The govetn 
ment has over time been getting progres¬ 
sively enmeshed in a fiscal crisis 16 The 
ability ol the government to tax private 
proptrty incomes has always been highly 
circumscribed Agricultural incomes have in 
any case been outside the ambit of direct 
taxation, as for non agricultural incomes, 
there is widespread tax-evasion leading to the 
proliferation of a parallel ‘black economy’ 
As a result, direct tax revenue which accoun 
ted for over 40 per cent of total tax revenue 
in the early fifties has declined sharply in 
significance and currently accounts for 
around 15 per cent of total tax revenue As 
a proportion of GDP total direct tax revenue 
accounts for less than 3 per cent The in 
ability to raise direct taxes, the growing 
interest burden on past government debt 
which had been incurred precisely because 
of this inability, and the mounting expen 
diture on account inter aha of civil admims 
tration and defence and a variety of sub 
sidies, especially on fertilisers, have together 
created a situation where even the current 
account of the central government's budget 
shows a systematic and growing deficit, and 
where financing even modest levels of plan 
outlays has necessitated significant amounts 
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of government borrowing from the Reserve 
Bank Government borrowing from the RBI 
alone has exceeded 3 per cent of GOP m the 
last two years The only possible alternative 
to this has been increased indirect taxation, 
or raising the administered prices of public 
enterprises, which m principle is no different 
from indirect taxation, both of which give 
nse to cost push inflation and impinge upon 
the living standards of the working people. 
The burden of indirect taxation is already 
so heavy, that any further significant escala¬ 
tion in it as a way out ot the fiscal crisis 
would cause widespread resentment 
Indeed it is within this context that 
pressure has bu;lt up for a reduction in the 
role of the public sector, for a diminution 
in the scale of intervention by the govern¬ 
ment, and for according the market forces 
a ‘freer play’ Several factors have con¬ 
tributed to a building of this pressure 17 In 
the first place, there has been the pressure 
exerted by the metropolitan countries and 
the agencies dominated by them like the 
World Bank and the IMF Their opposition 
to India's attempt at a relatively autonomous 
pursuit of capitalist industrialisation, with 
the public or the state capitalist sector play 
ing an important role in it, has been persis 
tent and has characterised the entire post 
independence history of India’s economic 
policy Of late, this pressure has intensified 
as a consequence of the world capitalist 
crisis, where a ‘rolling back' of import 
substituting industrialisation in third world 
countries behind protectionist barriers and 
promoted by state intervention, has become 
necessary for metropolitan capital The 
hardening of ‘aid’ terms, the insistence that 
third world countries should invite multi¬ 
national corporations and go in for larger 
commercial borrowing, and the emphasis 
that they should sumbit to the IMF’s 
discipline in order to remain internationally 
credit worthy, are all manifestations of this 
greater pressure The ostensible arguments 
advanced in justification of this greater 
pressure in the Indian case have been in 
terms of ‘efficiency’, ‘international com 
petitiveness’, etc the real issue however has 
been whether the economic space constitut 
ing the Indian economy should be cordoned 
off against free encroachment by metro 
politan capital or should be opened up 
Added to this, there have been internal 
pressures The fiscal crisis of the state has 
made the continuation of the earlier basis 
for industrialisation, where growing public 
investment directly or indirectly provided the 
mam stimulus for an expansion of the home 
market which private investment took 
advantage of, increasingly difficult 
Domestic private capital would like a 
reordering «the economic regime since the 
earlier regime does not allow it sufficient 
scope for accumulation It would like to 
move into certain spheres of production 
where pent-up demand has got built up over 


time among well-to-do consumers, namely 
sophisticated consumer goods, for this it 
would like a removal of controls of various 
kinds upon the production of these goods, 
and upon the import of the requisite equip¬ 
ment and technology for such production 
It would also like, without sacrificing its 
domestic market base to metropolitan 
capital, to capture markets abroad for which 
it needs a degree of closer collaborauon with 
metropolitan capital Thus, a careful re¬ 
ordering of its relation with metropolitan 
capital is something which the Indian 
capitalist class itself would like, for which 
it too wants changes m the earlier economic 
regime And finally, the well-to-do con 
sumers, especially m urban areas, who are 
themselves the product and beneficiaries of 
post independence development and are now 
particularly well placed because of the terms 
of trade shift, have been chafing at a regime 
of controls and regulations that restrict their 
access to sophisticated goods which middle 
classes even in other third world countries 
appear to enjoy They have emerged as sup¬ 
porters and sympathisers of a regime of 
'economic liberalisation’ 

It is the combination of these pressures 
which has led to a new turn in economic 
policy, whose key elements are a reduction 
in the role of the public sector, removal of 
a variety of controls and licensing regula 
tions, a lowering of direct tax rates, a move 
towards more liberal imports, greater open¬ 
ing to foreign capita) and technology, and 
the promotion of a variety of industrial units 
in sophisticated goods such as automobiles 
and electronics Even though the new turn 
was officially signified in the 1983-86 
budget, the process began much earlier 
Indeed 1 would suggest that the specific 
elements mentioned above as constituting 
the new turn in policy are so much in keeping 
with the trends in the economy discussed 
earlier, in particular the squeeze on the 
agricultural sector, that the entire period 
since the mid seventies can be seen as 
ushering in, in stages, and in a halting 
fashion, a new pattern of growth m the 
economy After all, if the bulk of the 
agricultural population is being squeezed 
and a tiny urban elite enriched, then clearly 
the demands of this elite for a freer access 
to sophisticated goods cannot be brushed 
aside, conversely, if accumulation prospects 
within the earlier policy regime have been 
getting choked by the fiscal problems facing 
the state (notwithstanding the step-up in 
public investment in energy and infrastruc¬ 
ture since the mid-seventies, noted earlier), 
and the new basis for accumulation is seen 
to lie in the potential demand for sophisti¬ 
cated goods, then a squeeze on agriculture 
and enrichment of the urban elite does create 
the right setting for such accumulation 
Thus, the new turn is essentially a part of 
a certain overall direction of development, 
whose implications I shall now look at. 
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though cursorily 

The pitfalls of this kind of development, 
which squeezes the working people in the 
rural areas m order to create room for the 
growth in consumption and production of 
sophisticated goods for a small elite, are 
obvious It is politically costly, serious 
strains are imposed upon the fragile polity 
of an underdeveloped country like India by 
such a course of development Quite apart 
from the political costs, however, there are 
more narrowly economic limitations upon 
the continuation of such a course of 
development For one thing, even the pos¬ 
sibility of maintaining the meagre agri¬ 
cultural growth that we have been experien¬ 
cing hitherto is open to doubt While the 
scope for maintaining the tempo of growth 
in the fast growing agricultural regions of 
the country is limited, acceleration of growth 
in the backward regions is beset with pro¬ 
blems In the eastern part of the country, 
upon which much hope for agricultural 
growth is currently pinned, the prevailing 
land relations, e g, extreme land concentra¬ 
tion, high incidence of tenancy and share 
cropping and acute agrarian class conflicts, 
stand in the way of productive investment 
by landlords in agriculture Moreover, 
productive private investment in agriculture 
is generally contingent upon the spread of 
public irrigation This requires large doses 
of public outlays which a government faced 
with a fiscal crisis will find difficult to 
undertake And even if such outlays are 
undertaken, the adverse terms of trade for 
agriculture act as a damper upon comple¬ 
mentary private investment by restricting us 
profitability Adverse terms of trade which 
have already brought forth large-scale 
peasant protests may not have much impact 
upon agricultural output in the short-run, 
but by limiting the resources available to the 
agricultural sector and reducing the profit 
ability of productive investment m agri 
culture, they do affect the growth rate m this 
sector over a period of time And if the 
agricultural growth rate drops, it wilt have 
serious repercussions upon the entire 
economy in obvious ways 
Even apart from this however there is a 
further problem associated with the current 
course of development, which arises from 
the side of the balance of payments Import 
liberalisation, together with the changing 
industrial structure, has increased the 
dependence of the economy upon imports, 
both of capital goods as well as of inter¬ 
mediates In the ftce of relatively stagnant 
exports, this widens the trade deficit and 
necessitates larger foreign borrowings The 
*soft’ aid prospects for India are none too 
bright, the large-scale inflow of remittances 
has reached a plateau, as a result, increas¬ 
ingly the country is turning towards cam- 
mental loans, as well as foreign currency 
deposits of non-resident Indians, which are 
hardly any different from commercial loans, 
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since sufficiently attractive interest rates have 
to be offered on them in order to lure them 
into India And with a larger recourse to 
commercial loans, not only does the debt 
service burden go up, but the country s 
vulnerability to the whims and pressures of 
multinational banks also increases 
It is difficult to be sanguine about the pro¬ 
spects of export expansion 19 Not much 
hope can be pinned on traditional export 
items such as jute, tea or cotton textiles They 
may occasionally otpcnence an upsurge, but 
they cannot be relied upon to provide the 
basis for a sustained export growth of the 
order required to keep the country’s foreign 
indebtedness m check As for the exports of 
new manufactures, the current international 
scene hardly provides the ideal setting for 
their expansion There is moreover an 
additional problem Even in commodities 
where processing costs in India are not much 
higher than elsewhere in the world, the input 
costs do tend to be higher 20 This is because 
indirect taxation, and jacking-up of adminis 
tered prices, have been systematically used 
in India, as we saw above, as means of 
resource mobilisation for financing plan 
outlays Reducing these prices in the interests 
ot export promotion would mean a revenue 
sacrifice by the government for dubious 
gains on the export front A suggestion has 
been made recently that imports of certain 
inputs be allowed fo» the sake of price com 
petitiveness and,export expansion in promts 
ing sectors This would have the immediate 
impact ol further worsening the trade 
deficit, even if it helped exports over a longer 
period, which is far from certain, and 
precipitating a domestic recession m sectois 
producing these inputs, 21 in addition, it 
would also affect government revenues 
adversely And quite apart from com 
petitiveness and the international environ¬ 
ment, there is the pull of the domestic 
market The commodities which are cur 
rently experiencing rapid production growth, 
are doing so precisely on account of the 
pent up and growing domestic demand 
Until this demand tends to slacken, the 
manufacturers are hardly likely to look 
around for export markets And by that 
time, the cumulative borrowing undertaken 
in the interim period may well have pushed 
the economy into a serious debt-trap 
That these fears are not without substance 
is clearly shown by the trade and payments 
statistics of the last couple of years While 
rapid import substitution in oil had kept 
India's trade deficit within reasonable limits 
in the early eighties, m 1985-86 there was a 
significant worsening Compared to a deficit 
of Rs 6,060 75 crore in 1983-84, and 
Rs 5,390 5 crore in 1984-85, the figure for 
1985-86 rose steeply to fls 8,747 5 crore 
According to the latest figures, despite the 
fact that through much of 1986-87 the world 
oil prices remained at vqry low levels, pro¬ 
viding considerable relief to India's balance 
of payments, the trade deficit in that year 


is estimated at Rs 7,513 crore. Since, by 
official admission, the saving in foreign 
exchange on account of the fall in oil prices 
amounted to Rs 1,200 crore during the first 
six months of 1986-87, 22 it is clear that at 
1985-86 oil prices the trade deficit of 1986-87 
would have been even higher than the record 
deficit of 1985 86 And oil prices have 
started rising in the current year, so that the 
trade deficit is once again going to assume 
critical proportions 

Much of this increase in trade deficit has 
been financed through larger commercial 
borrowings India has traditionally been very 
cautious about commercial borrowings, and 
until recently her commercial borrowings 
were negligible This however has changed, 
borrowing figures are not easily available, 
but according to the Bank of International 
Settlement, between June 1985 and June 1986 
private transborder claims (which includes 
commercial borrowings and export credits 
but presumably excludes NRI deposits) upon 
the Indian economy increased by S 22 
billion 21 The debt service ratio has 
reportedly increased sharply, data on this are 
again difficult to come by, but the World 
Bank estimates this ratio to have been 26 per 
cent in 1986 87 24 With repayments of the 
large IMF Extended Facility loan failing due 
m 1987-88, this ratio will climb further In 
short, the recent period has seen a rapid 
accumulation of foreign debt on onerous 
terms Even though the situation as of now 
is not alarming there is no obvious sign of 
relief in the near future. The course of 
development upon which the economy is 
embarked is carrying it towards a critical 
balance of payments situation 
The foregoing raises certain general issues 
A squeeze on agriculture, many have argued 
has historical!)' helped the process of capita¬ 
list industrialisation The case of Japan is 
an obvious one to cite in this context And 
in the case of capitalist development in the 
classical era a squeeze clearly was imposed, 
if not always on domestic agriculture, at any 
rate on the primarily agrarian economies of 
the colonies The context of the third world 
ex colonies like India today however is such 
that a squeeze on the agricultural sector m 
these countries far from inducing rapid 
capitalist industrialisation domestically, may 
even be inimical to such industrialisation In 
the first place, such a squeeze may impose 
strains on the polity that ultimately erode 
the availability of resources for industrial 
development Besides, given the tastes, pre 
ferences and attitudes of the urban elite, and 
the often-perceived inability of the state to 
garner resources for itself and channel these 
into investment on a sustained basis, the 
squeeze on agriculture leads not so much to 
an accelerated tempo of domestic capitalist 
industrialisation, as to a greater dependence 
on imported goods combined with over 
production not only of foodgrams but also 
of a variety of home-produced industrial 
goods 


The moral dearly is that in an economy 
with the size and characteristics that India 
has, the sumulus for industrialisation has to 
come from agriculture rather than from the 
external sector In other words, industry has 
to grow by ‘exporting* domestically to the 
agricultural sector, rather than abroad 23 
An acceleration of agricultural growth is 
necessary for this which in turn requires a 
restructuring of agrartan relations, larger 
public outlays directed towards agriculture 
and with a better regional spread, and ‘fan 4 
terms of trade and marketing arrangements, 
All this calls for more rather than less state 
intervention It follows then that some 
regime of controls must remain in the 
economy To say this is not to endorse the 
actual regime of bureaucratic controls that 
has existed for long in the economy, but 
simply to argue that ‘liberalisation’ from that 
regime must itself be a planned one which 
must attempt to realise an alternative 
planned regime of controls In short, the 
course of development upon which the 
economy has embarked and which is charac¬ 
terised by a squeeze on agriculture, a fiscal 
ensis of the state, a down grading of the rote 
ot the public sictoi, and moves towards 
blanket internal and external ‘liberalisation’, 
has to be reversed To what extent this can 
be done depends upon the unfolding 
scenario with regard to the balance of class 
forces 

Notes 

[1 wish to thank C P Chandrashekhat and 
Jayati Ghosh for having read through an earlier 
draft of this papei and givtn me valuable 
comments j 

1 The estimated equation is 

Y-16772 7 (103642)' with R 2 = 9941, standard 
error = 1067 62, and t-statistics=73 587 

2 All the calculations in this and the follow¬ 
ing few paragraphs arc made from data pro 
vided in National Accounts Statistics 
1970 71 to 1983 84 ‘ ol the Central 
Statistical Organisation Govcrmncnt of 
India lanitarj 1986 

3 t itting exponential trends for each of (he 
three sectors for each of the two sub¬ 
periods 1970 71 to 1977 78 and 1977 78 to 
1983 84 yields the following growth rates 
primary sector 2 3 per cent and I 9 per cent, 
secondary sector 4 2 per cent and 34 per 
cent, and ternary sector 4 9 per cent and 6 4 
per cent Eor the overall GDP the exponen¬ 
tial trend goes 3 5 per cent and 3 8 pel cent 
growth rates respectively for the two 
sub periods 

4 An exponential trend luted per each of the 
two sub periods gives almost identical 
growth rates, 6 2 per cent and 11 7 per cent 
respectively 

J See V M Dandekar, Agriculture, Employ 
ment and Poverty', Economic and Political 
Meekly, Review of Agriculture, September 
1986 

6 This is the well known conclusion reached 
by George Blyn 'Agricultural Trends in 
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India 18911947”, Philadelphia 1966 and 
S Sivaiubramaman Fstimates of Output 
for Undivided India' in V K R V Rao (cd) 
“Paper on National Income and Allied 
Topics Vol 1 (I960) 

7 For a discussion ol the setting and implied 
lions of this shill in terms Ot trade see 
Ashok Mura lerms ol Tiade and ( lass 
RelationsLondon 1976 

8 It ma> well be asked »h> should an adverse 
movement in the teirns ol trade (or 
agriculture affect agrieultuial labourers un 
tavourabl, 1 I he answer lies in the laet that 
rural employers faced with an tdverseteuns 
of trade mocement will trv to maintain 
then profits pulls bv reducing the share of 
wages in the net value added in agriculture 
I his in lact seems to have happened as we 
shall see later With a given ttehnologv of 
production tilts would entail lower rtal 
wages 

9 1 his ce'iiclusion would not nceessaril> hold 
if the rut ol growth of loodgrains produe 
non is lower than that ol agiicultuial pro 
duuion as a whole But this was not the case 
in India dunng the period under discussion, 
indeed the conn n\ was the ease 

10 The I tel ihil in the cuirtn! drought year 
these surplus teiorlstocks would md should 
he ustd up to prevent finline conditions in 
no wav alter out argument about how these 
stocks came to tw built up in the first plaet 

11 Set Sukhamov Lhakrav irty ‘Reflections on 
the (nowill Pioecss ol the Indian 
teonomv Indian I ill Hi i rot lunt 1974 

12 See R Ramana (irowth and Technic tl 
Change in the Capua! (mods Sector in 
India M Phil dissertation CDS Trivan 
drum Haseeb Drabu in another M Phil 
Ihcsis at the same ( entre has ustd a more 
earelully calculated eltll nor for public in 
vestment T his shows that public investment 
in real teims was not stagnant until as la e 
as ihe mid seventies it had rev ived earlier 
E ven so the post mid seventies period saw 
a pronounced recovery m public investment 

U The fact that this inertast in growth rate 
revealed bv the index ot industrial produe 
tion is not reflected in the National 
Accounts statistics can be explained by tl e 
difference in the type of data used by the 
ASI and the index as well as the difference 
in their coverage the index being much 
more representative ol large scale industry 

14 A Vaidyanathan 1 abour Use in Rural 
India A Study ol Spatial and Temporal 
Variations m Economic and Political 
Heeklv Review of Agriculture December 
1986 See also Apt Sen Shocks and In 
stabilites in an Agriculture Constrained 
Lconomv India 1964 I 98 S’ Social Scientist 
October 1986 It has bten argued by some 
that NSS data which show a much larger 
shift at least for males, away from 
agriculture to other activities in rural India, 
as compared to the Census figures, under 
mine the argument about the stagnation in 
per capita real NDP of the agriculture 
dependent population But if they are right, 
then we will be faced with the problem of 
having to explain a stagnation in per capita 
teal NDP of the non agriculture dependent 


population in the unorganised sector, and 
that too at a time when pec capita NDP of 
the agriculture dependent population has 
allegedly, been rising and occupational 
diversification has been taking place rapidly 
away from agriculture 1 

15 A Vaidyanathan op cit Table 8 

16 For a discussion of the fiscal crisis see 
Prabhat Patnaik ‘The 1984 85 Budget 
Gathering I iseal Crisis Economic and 
Political Heek.lv March 24, 1984 and Amal 
Sanyal, ‘The New I conomic Policy An 
Overview', Sol taiScientist Decembci 1988 

17 A detailed analysis of these factors fs pro 
vided in Prabhat Patnaik ‘The New Turn 
in Feonomie Policy in India Context and 
Prospects’, Economic and Political Weekly 
June 7 1986 

18 These constraints are discussed at sonic 
lenglh in Uisa Patnaik The Agrarian 
Question and the Development ol 
( apitalism in India" New Delhi, 1986 

19 Recent export trends and the constraints on 
txport expansion are discussed in Deepak 
Navyar India s Export Performance 
1970 1985—An Analysis of Underlying 25 
Tdciors and Constraints, paper submitted 

to the Conference on Indian Economy 
Boston, October 1986 

20 CPC handrashekhar’s studv of the capital 
goods industry in his paper ‘Investment 


Behaviour, Economies of Scale and Effi 
ciency in an Import Substitutive Regime’, 
submitted to the seminar on Indian In 
dustnahsation at CDS, Trivandrum, 
June 9 12 1987, brings out this point 
clearly 

21 This seems to have happened in the case of 
capital goods industries because of liberal 
imports of capital goods in 1986 87 See 
Jayati Ghosh ‘The Capital Goods Industry 
in India' (llO—ARTEP New Delhi 1987, 
unpublished) 

22 The Feonomie Survey 1986 87' Ministry 
ol Tinancc Government of India p 92 

23 See BIS and OECD Statistics on fcxicr 
nal Indebtedness Bank and Trade Related 
Non Bank i xtcrnal Claims on Individual 
Botrowmg ( outline' and Territories al end 
June 1986 Paris and Basle January 1987 

24 The Economic Times (Delhi) April 20 1987 
cued in kamal Milrt Chenoy ‘ Indian tnd 
foreign Private Capital ( ompclition and 
Collaboration ' paper submitted at C DS 
(Trivandrum) seminar on Industry 
June 1987 

Ihe importance of exports to the primary 
sector for the growth of ihe manufacturing 
sector has been emphasised in tin 
theoretical hteraiure by Nicholas kaldor 
essays 7 and 8 in Further Fssiys on 
Feonomie 1 heoiv london 1978 


Nuclear Accidents in US 


ACCORDING to a report released recently 
by Public Citizen’s Critical Mass Energy 
Project, over 20,000 mishaps at US reactors 
have been documented by the Nuclear 
Regulatory Commission since the Three 
Mile Island reactor accident The number of 
incidents has increased each year and accor¬ 
ding to one House sub-committee, 1985 had 
the worst safety record since 1979 
Among these incidents are 

* A 1982 accident at the Ginna plant in 
Rochester, New York, where a steam 
generator tube burst leading to the release 
of 90 curies of radioactive gases into the 
environment, 

* A 1982 ‘Anticipated Transient without 
Scram’, one of the most feared occurrences 
in nuclear power geheration and another one 
which was never supposed to happen, at the 
Salem plant in New Jersey Essentially, the 
plant failed to automatically shut down 
when signalled to do so, 

* A1985 incident at California’s Son Onofre 
plant when a water hammer, or a violent 
shaking in reactor piping, caused a steam 
leak of 50 to 100 gallons per minute and 
damaged pipe supports and insulation, 

* A 1985 accident at Kerr-McGee’s Se¬ 
quoyah uranium processing plant resulting 
in the death of one worker and injuries to 
others, when an over-filled cylinder of 
uranium hexafluoride exploded after 
employees improperly heated it, and 

* A 1985 incident to Ohio’s Davis-Besse 
plant, similar in design to TMI, when the 


plant lost both its mam and auxiliary feed- 
water systems Numerous incidents at this 
and other Babcock and Wilcox (B and W) 
plants caused the NRC for the second time 
to begin an overall safety review ot B and 
W plants 

In addition, in 1985 all reactors run by the 
Ttnnessee Valley Authority were shut down 
due to serious mismanagement and safety 
problems 

Even worse are the reactors exempt from 
NRC regulation—US weapons facilities 
operated by the Department of Energy 
These plants are licensed without the benefit 
of public scrutiny Ironically, these are the 
plants with design features most similar to 
those of Chernobyl The N-reactor at 
Hanford in Washington state use a graphite 
moderator similar to the type that was used 
at the Chernobyl plant This N-reactor, and 
the four Savannah River plants in South 
Carolina, which are more than 30 years old, 
also lack containment domes 

The US industry is correct that reactors 
throughout the world have different designs 
and are operated and regulated by very dif¬ 
ferent systems But they all share certain 
critical features They are all operated by 
human beings who can make mistakes They 
are all dependent on a highly complex 
technology which is vulnerable to failure. 
And they all contain highly radioactive fuel 
which can melt 

And melted fuel kills people. 

—Multinational Monitor 
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Policy, Growth and Structural Change in 

Indian Industry 

Yoginder K Alagh 

Indian industrial policy operates within the framework of overall economic policies and planning This paper 
bretfly discusses the back-ground of Indian eionomu polity and planning as also recent developments in the 
process of economic growth and structural change in order to outline the framework in which industrial policy 
operates There have been a number of interesting changes in the structure of industry While priority to exports 
at the current stage of development is accepted, the author argues for the adoption of industrial policies which 
will provide productive employment, lead to a more regionally balanced economy and introduce higher levels 
of technological dynamism The author also makes a case for the adoption of ugorous planning pain les in order 
to bring about a structural transformation of the economy 


INDIAN industrial polity operates within 
the framework of overall economic and 
planning policies A brief discussion of the 
background of such policies and recent 
developments m the growth process and 
structural change may be useful so that the 
framework in which industrial policies 
operate can be appreciated Viewed in a 
historical context, the objective of Indian 
planning policies from inception was to cot 
reel the distorted nature of the economy, in 
herited from colonial rule. This led to major 
emphases on duect allocation policies for 
the industrial sector, across regions and sec 
tors and in some cases across size classes 
A numer of recent interesting changes in the 
industrial structure, have provided the 
backdrop of changes in policy analytic ap 
proaches While priority to exports at the 
current stage of development is well taken, 
this paper argues that the provision of pro 
duetivi employment, a more regionally 
balanced economy and policies introducing 
higher levels of technological dynamism 
have to be the objectives of our efforts The 
current state of development brings these ob 
jeetives within our reach and the paper 
arguts for vigorous planning policies to 
bring about the structural transformation of 
the economy 

As regards the impact of colonialism on 
the fragmentation of the economy, two facts 
bring this out the narrow locational bases 
of modern industry m the colonial period, 
and the disastrous impact of colonial 
policies on the availability of foodgrains 

D R Gadgil (1954), D H Buchanan (1966). 
W Malenbaum (1962) and Daniel and Alice 
Thorner (1967) have outlined the salient 
features of the Indian economy in the nine 
teenth century which opened up to the forces 
of international trade, and witnessed simul 
taneous opening of internal transport 
arteries, expansion of primary production 
and the subsequent development of raw 
material Used on industries such as cotton 
textiles and plantations These descriptive 
studies pinpoint the narrow locational 
base of each industry primarily around 
port towns and the raw material supply cen¬ 
tres (Buchanan, 1966, chs 6 and 10-13) 

J Bhagwati and Psdma Desai sum up the 
historical record of industrialisation by the 


statement that 

Indeed it is dubious whether despite the un 
doubted growth and diversification (however 
limited) of enterprise and industrial invest 
ment through the nineteenth century and the 
indisputable prosperity of burgeoning cen 
ires such as Bombay and C alculta, the overall 
impact on the lndan economy was not 
anything more than perfunctoiy (Bhagwati 
and Desai, 1970 11 32) 

The industrial expansion due to the impact 
of the wot Id wars and tariff pioteclion, par 
ticularly on industries like cotton textiles arid 
iron and steel, cement, paper and sugar is 
well known However the following quota 
non from the lust Census of Nlanufactur 
mg Industrs adequately stints up the situa 
non before independence 
The three major provinces (West Bengal 
Madras and Bombay) accounted for 68 per 
cent of the total f ictorv strength Rice mills 
iceounted (or II per ceni of the factories 
general engineering tor 21 per cent and 
scgctahic oil mills foi II percent These three 
industries n.counted for 61 per cent of the 
factcuics in (lu 29 industries 
Genera) engineering factories accounted for 
7 25 pci ctnt of the aggregate industrial 
employment m 1946 while the proportion 
was 1 19 per cent in 1929 Many of the 
general engineering lactones’ were in fact 
rtpatr shops Malenbaum comments that 
alter allowing tor the expansion in services 
facilities ind in toil output needed for the 
railway system there was little evidence of 
industriil diseisilieation While each large 
textile factors w is soon surrounded by a large 
numbu of machine repair shops these 
remained small scale makeshift enterprises 
and again nor did the advent of steel give 
rise to modern machine building industry 
(Malenbaum 1962 153 154) 

In the first half of this century of colonial 
rule in India, while output of commercial 
crops grew, particularly in northern and 
western India (NCA, 1976, Vol I, chapter 3) 
there was a dramatic fall in the per capita 
availability of foodgrains which went down 
from 200 kg in the quinquennium ending 
1905 1906 to 132 2 kg per year m the 
quinquennium for the year ending 1946 
(table 1) 

Planning in India was essentially con¬ 


ceived as an attempt at correcting the 
fragmented nature of the received economy 
and redirecting lesources of capital and 
technology to vast regions of natural 
resources and population concentrations It 
mav be recalled that corresponding to the 
sectoral emphasis of the Mahalanabts model 
of development, the early Indian planners 
had also laid considerable emphasis on the 
regional dimension of a process of self- 
sustained growth (Mahaianobts, 1955) It is 
an interesting feature of the Indian economy 
even today that the links between the 
metropolitan port towns are much greater 
than non-metropolitan regional flows The 
National Transport Policy Committet (GOl, 
1980) shows the considerable development 
that has taken place in the railway transport 
network and vet even today to go from 
Bombay to Cochin by tram one has to first 
go fairly dose to Madras and then go back 
to Cochin and the Konkan railway line is a 
distant dream, even though the Konkan 
region is full of mineral resources, fast flow¬ 
ing rivers and other natural resource poten 
tial While considerable development has 
taken place, there ate areas of the national 
economv on which the impact of industrial! 
sation has been perfunctory In fact the argu¬ 
ment of this paper is that Indian industrial 
development has very differentiated impacts 


across space in terms of areas in which in 

Tadii 1 Pi r Capita Availability m 
pooDdKxiss (1901 1946) 

SI Puiod 

Pci C i pin 

\sailabilits 

No (Quinquennium kgs I’u 

Grams Ptr 

sliding) 

Ve tr 

Das 

(1) 

(2) 

O) 

(1) 19<)S 06 

200 2 

549 

(2) 1910 11 

19X4 

543 

(3) 1915 16 

191 9 

525 

(4) 1920 21 

195 1 

M4 

(S) J92S 26 

200 2 

349 

(6) 1930 11 

179 9 

493 

(7) I93S 16 

170 7 

467 

(8) 1940 41 

1586 

434 

(9) 1945 46 

1 X2 2 

417 

Soune Government ol India 

Ministry of 
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dustnal development has played a self- 
sustaining role and others where it is yet to 
emerge as a factor to be reckoned with and 
industrial policies have to be framed within 
the background of such development 
It has been argued elsewhere that it is 
somewhat misleading to argue that in 
dustnal output in India has been stagnating 
or that the growth rate has de-accelerated 
(Alagh, 1985) The facts are as follows 


Rate of Growth 
(Per Cent Compound 
Annual) 



Trends 

Using 

Dummy 

Variables 

Average of 
Annual 
Growth 
Rates 

\alur of Output 



1970 71 to 1975 76 

418 

46 

1976 77 to 1981 82 

616 

76 

1970 71 to 1981 82 

6 80 

63 

Mel Value Added 



1970 71 to 1975 76 

3 69 

3 49 

1975 76 to 1981 82 

4 69 

s 76 

1970 71 to 1981 82 

5 00 

4 73 

Index of InduNtnal 



Production 



1971 72 10 1975 76 

2 44 

300 

1975 76 to 1983 84 

3 84 

4 58 

1971 72 to 1981 84 

4 23 

4 10 


A comment on the above results was that 
they cover the period only from 1970-71 and 
may not hold if an earlier period is taken 
into account Since both the Index of 
Industrial Production and the National 
Accounts series use 1970 71 as the base year 
and splicing of indices always involves tricky 
problems, the earlier period had been 
avoided But to take care of this critique 
results have been computed from 1966 
onwards 1 Table 2 shows that the rate of 
growth of industrial production since 1976 
is higher 

Thus from the period from which gross 
investment rates in the Indian economy have 
been high (above 20 per cent of GDP) and 
public investment has been rising, industrial 
growth has been around 7 per cent com 
pound per annum and this compares 
favourably with countries like Brazil and 
Mexico, although still lower than the growth 
rate of the newly industrialising countries 

Evidence of higher industrial growth in 
the recent period should not lead to com 
placency since given the structure of the 
economy, the objective should be to achieve 
even better performance, but it should cei- 
tamiy lead to more confidence in aiming at 
better performance in the future 

The spread of growth rates is more 
dispersed m the period of the Sixth Plan as 
compared to earlier periods Thus industries 
growing at an annual rate of 10 per cent or 
above were only 9 per cent of the total in 
the period 1970-83, but these are 15 per cent 
of the total in the period 1980-83 (Coverage 
of industry is restricted to those covered in 


the Index of Industrial Production, which 
has well known limitations) Correspondingly, 
industries in the modal growth of 5-10 per 
cent were 37 5 per cent of the total m the 
longer period but fell to 34 2 per cent m the 
Sixth Plan Thus, the industrial economy is 
now showing a greater impact of structural 
change as compared to earlier periods This 
structural change shows up in a relatively 
faster and a relatively slower (or even 
negative) 2 rate of growth of a large number 
of industries as compared to the modal 
growth rates of the earlier periods Thus the 
set of industrial policies followed since 
1980-81 is leading to faster processes of ad¬ 
justment in the Indian industrial economy 
and as shown subsequently this is also a 
trend which would need to be taken note of 
and accelerated 

In spite of faster growth and structural 
change, a shortcoming of Indian industrtali 
sation has been the highly differentiated tm 
pact through space The states in which in¬ 
dustrial growth has been associated with 
both output and labour force composition 
changes are the following Gujarat, 
Haryana, Karnataka, Maharashtra and 
Thmil Nadu These states account for 23 07 
per cent of the country’s population and 
roughly the same share of its labour force ’ 

The share of the non-agricultural sector 
in the labour force has fallen between 6 to 
10 per cent in two decades in these areas, 
which by itself is impressive given the cross 
section analysis of other countries by 
scholars like Kuznets TWo major features 
may be noted Apart from Karnataka, in all 
the states listed above where structural 
changes in the labour force was noted, the 
per capita value added in the factory sector 
is much higher than the national average in 
1980 81 (in Gujarat and Maharashtra two to 
two and half times higher In these states 


value added per capita at constant prices was 
between Rs 166 to Rs 324 in 1981, while in 
most other areas, it was around half of this 
level) Second, all these states show a growth 
rate of industrial value added higher than 
5 per cent compound annual m the period 
and some as high as around 10 per cent 
Since, growth of industrial output in India 
is roughly 33 per cent higher than the growth 
of value added, in these states one is talk¬ 
ing of industrial output growth rates of 
around 7 per cent compound and above and 
such growth has taken place over an already 
achieved critical minimum level These states 
have a much higher level of per capita power 
consumption than tiifi national average, 
between 149/320 kwhs/caput as compared 
to less than 100 kwhs/caput in many other 
states and posses a more diversified 
industrial structure. 

The argument is not that industrialisation 
itself absorbs labour force on a large scale 
However, there seems to be considerable 
evidence that rapid industrialisation, after 
it crosses a particular level, in relation to the 
population base of the regional economy 
and continues to grow fast for a period of 
a decade or more, brings about associated 
changes in the tertiary and services sectors 
such that the structure of the economy starts 
changing both in output and what is more 
important in labour force terms 

Framfwork FOR Pot ICY 

TWo major policy conclusions Arise, lb the 
extent that very basic structural changes 
telated with rapid industrialisation have 
already taken place in regions which account 
for not an unsubstantial part of the in 
dustnal economy, the case of accelerating 
such structural change and linking it up with 
conscious policies of enhancing factor 


I mu t 2 Anfragi Annuai Ghowih Raitsoi VAiur of Oi mil in Rigistfrld 
Manufacturing Sic tor 
(At 1970 71 Prices) 


SI Industry Group 

1966 71 

1971 76 

1976 83 

1966 76 

1966 83 

No (1) 

(2) 

(3) 

(4) 

(5) 

(6) 

1) food products 

5 54 

1 55 

5 78 

3 54 

4 46 

2) Beverage, tobacco and its prodnets 

0 33 

3 42 

8 43 

1 88 

4 57 

3) Textiles and textile products 

2 68 

6 34 

3 45 

4 51 

4 08 

4) Wood and us products 

6 20 

-3 35 

9 86 

142 

490 

5) Paper and us products 

9 11 

1 65 

6 49 

5 38 

5 84 

6) Leather and its products 

0 34 

-7 17 

9 58 

7 58 

840 

7) Rubber plastic, petroleum and 






coal products 

15 5#* 

12 73 

12 26 

14 14 

13 37 

8) Chemicals and its products 

1157 

77 & 

10 36 

9 65 

9 94 

9) Non metallic mineral products 

6 05 

2 9T 

603 

4 50 

513 

10) Basic metal and alloy industries 

3 61 

5 91 

7 21 

4 76 

5 77 

11) Metal products and parts 

399 

0 95 

6 56 

2 47 

415 

12) Machinery, tools and parts 






(exc elect) 

9 65 

6 47 

w 717 

806 

7 69 

13) Electrical machinery 

13 70 

7 88 

8 47 

10 79 

9 84 

14) Transport equipment and parts 

4 31 

2 82 

7 69 

3 57 

5 26 

IS) Mac manufacturing industries 

1024 

-3 30 

864 

3 47 

560 

16) Repair services 

720 

18 09 

3 57 

1265 

891 

17) Total 1 to 16 

594 

4 61 

695 

5 28 

5.96 
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productivity is obvious In such areas of 
advanced industrialisation productivity 
change m the industrial sector is required to 
sustain industrial growth through the ob¬ 
vious externalities of cost reduction implied 
is such change and it can be safely surmised, 
would also be necessay to trigger off higher 
viable employment prospects in other non 
manufacturing non-agncultural sectors The 
other argument for productivity change is 
simple that with higher rates of growth the 
industrial economy has now come of age 
and the return from investment in replacing 
obsolescent equipment would be much 
higher than fresh investment in new units m 
many industries Thus the process of struc 
tural change is under way in the manufac¬ 
turing economy and would need to be ac 
celerated in the years to come There are, 
therefore, certain underlying structural 
features which underscore the emphasis on 
productivity change m the manufacturing 
sector in the Seventh FiveYedr Plan The 
process of rapid industrial change also needs 
to be initiated for those areas where such 
change has not been as fast as desired in the 
past This is not just a matter of public 
investment policies, although these are im¬ 
portant, but also policies at the regional level 
particularly those in respect of ensuring bet¬ 
ter utilisation of power capacity, diversify¬ 
ing the agrarian base of the economy and 
organising greater attention to the provision 
of trading and credit infrastructure are 
extremely important tn the next phase much 
greater attention will have to be paid to 
specific achievement of objectives in these 
areas in those regions where rapid industrial 
growth has not taken place in the past and 
industrialisation programmes or policies will 
have to be targeted for with greater preci 
sion and specificity 

If this understanding of industrial 
developmental problems is correct, public 
policies will be increasingly concerned with 
the accentuation of processes of structural 
and technical change in the Indian industrial 
economy 1b the extent required such policies 


will also have to integrate with more genera] 
promotional policies which on a selective 
basis lead to faster industrial growth in lag¬ 
ging regions The country now has the 
capability of making a decisive attack on the 
remaining problems of backwardness and 
much faster structural change can be 
expected Public policies will have to in 
tegrate with wider processes of faster and 
more dispersed growth and technical 
changes 

Delicensing and Broadbanding 

A number ot policy changes have taken 
place during the last year 1 he Committee 
to Examine Principles of a Possible Shift 
from Physical to Financial Controls (other 
wise called (he Narasimham Committee) 
(GOI, 198$) provides much of the intellec¬ 
tual base for the change. The Narasimham 
Committee has stated that n is now “neces¬ 
sary to evolve a policy tor a structured ad¬ 
justment process” 

Economists of different varieties had been 
arguing that the actual working of the in¬ 
dustrial licensing process in India left much 
to be desired The Narasimham Committee 
gave the following criteria for a limited pro 
cess of delicensing 

(i) Industries producing items which are 
allowed to be imported freely, 

(n) Industries in which there is prima facie 
need for creating capacity, 

(m) Industries in which technology is 
changing fast and especially those com 
mg within the category of producer 
goods and the energy sector, i e, in 
dustnes having critical implications for 
economic growth, 

(iv) Items of mass consumption, and 

(v) items which have hgigh export pos 
sibilities 

The committee recommended that invest¬ 
ment tor domestic production of capital 
goods currently on OGL should be de- 
licensed straightaway Other items on OGL 
for three years should be deiicensed unless 


there are good reasons to the contrary Pro¬ 
ducer goods and industries and those with 
rapidly changing technology would be 
needed to impart dynamism in the industrial 
sector for example, new energy sources and 
industnal electronics For mass consumption 
goods selective delicensing would ensure 
wage goods in large quantities at cheaper 
prices 

The Narasimham Committee also high¬ 
lighted that for licensing, capacities should 
be economic and therefore scale economies 
should be taken into account to avoid high 
costs and inefficiency Also the domestic 
resource cost of industrialisation should not 
be excessive and finally licensing should be 
m broad terms so that floubility is imparted 
to producer decisions (broad banding) 

The process of liberalisation in industrial 
policy in the Indian economy should be that 
of structural change Delicensing. broad¬ 
banding and other incentives should be 
restricted primarily in the areas of high 
priority like industries related to high 
technology, tor example capital goods and 
electronic, industries linked with energy pro¬ 
duction and utilisation, for example elec¬ 
trical equipment and instrumentation, mass 
consumer goods industries and industries 
with large demand supply gaps 
The removal of restrictions on capacity 
creation, expansion and utilisation in this 
fairly broad spectrum of Indian industry 
should aim at enhancing very considerably, 
domestic competition by reducing barrieit 
to entry and barricis to more effective 
utilisation of capacity 

Tariii Polk ii s 

An adjunct ot the policy ot structured 
liberalisation through delicensing and broad- 
banding, can be increased reliance on tariff 
policies for effective protection and price 
regulation, as contrasted to direct price con¬ 
trol measures 

The Narasimham Committee and other 
groups have also suggested an approach 
towards selective processes of substitution 
of quantitative restrictions by tariffs Indian 
industries which have already achieved a 
comparative advantage internationally and 
can face competition can be put on tariff 
and these tariffs need not be high The 
Narasimham committee also states that there 
is another group of capital goods produc¬ 
ing units which can survive without very 
high tariff protection provided they are freed 
from the impact of negative protection In 
such cases initially tariff levels would be high 
and could be regulated downwards as their 
handicaps are removed In other industries 
quantitative restrictions would continue and 
could perhaps be replaced by tariffs only 
over a period 

The purpose of the tariff policy reforms 
is first to ensure that monopoly profits are 
not left unhindered by a lack of a policy to 
control them and to give a reasonable degree 


Tablf 3 Some Characteristics of Four Producersoi Hvdraui ic Excavators in India and 

South Korea 


Country Firm Production Ownership Number of Export of Domestic Price 4 
of Exca Design Exca Content 

valors Engineers valors (Per Cent) 

1983 for Exca 1983 

(Units) vators 


Korea 

Samsung 

633 

Private 

101$ 

Negligible 

40-60 

150 

Korea 

Daewoo 

1149 

Private 

20-25 

18 Units’ 

85 90 

150 

India 

L A T 

68' 

Private 

30 35 

No 

78 80 

300 

India 

BEML 

10 

State 

225 J 

No 

20-30 

300 


Notes- (1) Would have been 100 per cent higher in the absence of a four months' strike 

(2) For all kinds of earthmovmg equipment 

(3) All of them were sold lo Korean contractors abroad 

(4) Approximate percentage of price in industrialised countries 

Sourer C Edquisi and S Jadobsson, ‘The Production of Hydraulic Excavators and Machining 
Centres in India and the Republic of Korea State Policies, Firm Performance and Firm 
Strategies’, ICSSR-SAREC Symposium, New Delhi, 198S, p 44 in Y K Alagh (ed), “In- 
dustnalisation and Technological Alternatives'’, New Delhi, 1CSSR, forthcoming 
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of effective protection to the domestic 
industry 

The use of the capital goods industry 
illustrates the thrust of the policy Studies, 
amongst others by the World Bank have 
documented the domestic resource cost 
efficiency of a number of Indian capital 
goods manufacturers Conversion cost effi 
ciencics in India were relatively higher 
Domestic resource cost of 19 items of capital 
goods has been estimated at between 091 
to —0 87 apart from three cases which 
ranged between 2 08 to 2 12 However, on ac 
count of tariff policies and administered 
pricing regimes, the Indian capital goods 
manufacturers according to the World Bank 
buy inputs like steel, special steels and com¬ 
ponents at higher prices than foreign 
manufacturers and hence the effective rate 
of protection is sometimes even negative 
ranging between 0 99 to - 0 78 The implicit 
tanlf on inputs was as high as 95 per cent 
and in many cases ranged between 50 per 
cent to 60 per cent In the light of these tin 
dings and given the fact that cost reduction 
in sectors like the steel industry takes time, 
the nominal rate of tariff protection foi 29 
major machine tool items put on OGL an¬ 
nounced at 110 per cent, announced in the 
recent budget implies much lower effective 
protection rates If the disadvantage m terms 
of input purchase is in the range estimated 
above this nominal rate of protection would 
boil down to effective protection rates bet 
ween 25 to 50 per cent 

It may be noted that other developing 
countries give high protection to capital 
goods Tor example, South Korean Hydraulic 
Excavator manufacturers get high rates of 
protection (table 3) 

Another interesting case where tariff pro¬ 
tection has been used to regulate domestic 
prices is soda ash Here, tariff rates had 
been broadly regulated so that the efficient 
domestic manufacturers makes a normal rate 
of profit 

The general approach to tariff reform in 
the Indian case, seems to be to work out a 
tariff regulating mechanism at a level such 
that the etficient Indian producer is given 
a normal rate of profit and then to nudge 
industry to move towards efficiency im¬ 
provements through cost reducing technical 
change In that sense, the existing experi¬ 
ments may be conceived of as the first round 
of continuing policies Policy makers must 
not cause very large dislocation by policies 
formulated entirely with a priori principles 
without any consideration of relocation and 
adjustment costs 

Apart from tariffs, considerable efforts 
are under way to increase the pressures for 
domestic competition through changes in 
time-worn policies The 1985 86 sugar policy 
has been a major departure from the past 
The recommendations of expert bodies have 
been accepted by raising the statutory price 
of sugarcane and correspondingly the levy 
price for white sugar This has in turn meant 


(hat the sugar industry was able to crush a 
much larger proportion of cane in a sugar¬ 
cane short drought year by operating 
through the pricing mechanism and the open 
market price of sugarcane has not shot up 
as expected earlier in the year In general, 
policy has been critical of allocation and 
pricing interventions which discriminate at 
the level of the individual firm Thus, for 
example, (he long term fiscal policy has 
criticised retention based pricing for the fer 
tiliser industry 

Selective liberalisation and structured 
change of the kind discussed above requires 
adjustment and strengthening of plannng 
piocedurts The emphasis may shift from 
details of disaggregated target shitting to 
greater concentration on policy issues, but 
the focus on analysis of policy and strategy 
options would be more pronounced Ques 
tions of tariff, pricing, licensing and related 
issues have been discussed in some detail 
earlier particularly in terms of the relation 
ship ot recent policy changes with planning 
priorities Apart from public sector invest 
ment planning for core sectors with a major 
emphasis on modernisation programmes in 
the Seventh Plan, the regional dimension of 
industrialisation must get increasing em 
phasis There were around 40 urban centres 
with employment in the non household 
manufacturing sector in the 1971 census of 
above 2,500 By 1981 these had increased to 
57 With a service multiplier ot around 2, 
household size of 5 and 2 workers in each 
household on an average, this size of 
manufacturing workforce would support a 
city size of above 2,00,000 Past experience 
shows that if a new industrial centre is to 
succeed creation of around 10,000-25,000 
jobs in a decade is important Thus conceit 
irated efforts on such selected growth centres 
in the next decade will be important both 
for cost effective planning of infrastructure 
and more evenly spreading the impact of 
industrial growth on structural change m 
output and labour force outcomes 

Notes 

[Views expressed m this paper are the author’s 
own and not of his employers ] 

1 These results are part of a project on which 
the present author is working with Pradhan 
Han Sankar Prasad 

2 industries with negative growth fares in 
creased from 14 5 per cent of the total in the 
period 1970-83 to 161 per cent in the penod 
1980-83 

3 For details, See Alagh (1985) 
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India's Nuclear Plant Safety 
Record 

SAFETY problems in India’s nuclear plants 
have also prompted criticism 

* Every year since 1977 the average 
radiation exposure dose received by 
workers at Tarapur has been over four 
times the prescribed annual limit of 
500 millirems 

* The Thrapur plant has exposed over 
300 people to radiation doses that ex¬ 
ceed the maximum 5,000 millirem life¬ 
time limit prescribed by the Indian 
Department of Energy and by the In 
ternational Commission on Radiation 
Protection 

* IWo nuclear plants—Napp 1 and II— 
are under construction on the back of 
the Ganges River, and are only SO kilo¬ 
metres from an active earthquake fault 
area Some scientists are concerned 
about possible spillage of radioactivity 
that would contaminate the holy river 

Concern over safety has prompted reports 
of potential nuclear catastrophes, labour 
unrest, rising costs, and reduced plant opera¬ 
tion Ihrapur II, built to generate 210 mega¬ 
watts has to be operated at 105 to 110 mega¬ 
watts, otherwise its gaseous radioactive dis¬ 
charge etceed s the maximum permissible level. 

—Multinational Monitot 
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Investment Behaviour, Economies of Scale 
and Efficiency in an Import-Substituting 

Regime 

A Study of Two Industries 

C P Chandrasekhar 

India’s post-independence strategy of import substitution based industrialisation has been subjected to a neo¬ 
classical critique from the point of view of efficiency by Bhagwati, Snnivasan, et al The negative aspects like 
high costs, technological obsolescence and inefficiency are traced to a wide array of controls on trade, capacity 
creation, production and prices Votaries of the market mechanism basically argue that state controls on trade, 
capacity creation, etc, have forced sub-optimal decisions on the entrepreneur There is, however, no a priori reason 
as to why controls should necessarily lead to inefficient operation or the adoption of obsolete techniques Hence 
there is a need for an empirical study of the concrete experience in order to establish the relation, if any, between 
controls inefficiency This paper examines the evidence available in (he case of the capital goods and synthetic 
fibres industry for support of the above mentioned critique of import substitution based industrialisation It also 
examines the view that the free play of the market mechanism can do away with the deficiencies of the earlier phase 


FOR more than a decaae now, India’s post 
Independence strategy of industrialisation 
based on import-substitution has been sub 
ject to a powerful critique from the point 
of view of efficiency While there were few 
who disagreed with the view that the strategy 
did result in the creation of a rather large 
and extremely diversified domestic industrial 
base, many have argued that in return it has 
extracted too high a price in terms of high 
costs, technological- obsolescence and 
inefficiency 1 

Significantly, the latter group traces the 
source of these problems to t he structure of 
the industrialisation strategy itself, which 
entailed a wide array of controls on trade, 
capacity creation, production and prices 2 
Intervention of this kind, it has been held, 
is infeasible and encourages corruption, 
while leaving little by way of incentive for 
innovation Insulation from international 
competition through quantitative restrictions 
on imports and the dampening of interna) 
competition through domestic controls on 
capacity, production and prices ensured that 
market stimuli to innovation were in¬ 
operative. This resulted m a situation where 
firms put out products characterised by high 
costs and poor quality, partly due to mis¬ 
management and partly to the uneconomic 
scales of operation and obsolete technologies 
that the high revenue earned in a protected 
market encouraged 9 

A crucial link in the above argument needs 
to be emphasised Implicit in its logic is the 
view that the leeway for lethargy that insula¬ 
tion from the cutting edge of international 
competition provided was exploited not 
merely because of the lack of other suppor¬ 
tive measures or the nature of the private 
corporate sector Rather, state control 
through licensing, reservation for the decen¬ 
tralised sector, ceilings on prices, controls 
over collaboration and capital goods unports 
and physical and fiscal regulation of the pat¬ 


tern of production have forced sub optimal 
decisions on the entrepreneur, who like the 
bureaucrat, is baffled by the ariay of con 
trols that confront hlin That is, the mefft 
ciency that one arm (the domestic) of policy 
generated has to a large extent onlv been 
perpetrated by the other (external) arm ot 
policy 

Needless to sa\ there is no a priori argu 
ment as to why controls should necessarily 
lead to inefficient operation or even the 
adoption of obsolete techniques Belief in 
the existence of such linkages and the ex 
planation for thun must necessarily be 
based on an empirical study of the concrete 
experience Unfortunately, in the Indian ease 
there is little by way of evidence on the link 
between controls and inefficiency, though 
the elaborate nttwork of controls has betn 
documented in great detail 4 

But assuming that a link between ineffi¬ 
ciency and controls exists is crucial to the 
formulation of an alternative economic 
policy that is based on the gradual dismantl 
ing of controls and a greater reliance on 
market forces, in preparation for a, phase 
when protective tariffs could be de-escalated 
and restrictions on imports removed Such 
a policy of ‘structured adjustment’ aimed at 
ensuring the optimum allocation and utihsa 
tion of resources has not only been recom¬ 
mended in the Indian context, 9 but through 
a senes of initiatives since the budget for 
1985-86 has been implemented with some 
vigour This suggests that in the view of the 
government, not only is the evidence for in¬ 
efficiency overwhelming, but the link bet¬ 
ween inefficiency and controls is well 
established 

The pupose of this paper is two-fold 
First, it examines the evidence available in 
the case of two industries, viz, capital goods 
and synthetic fibres (both of which were and 
are candidates for liberalisation under the 
new dispensation), for support of the above- 


mentioned critique of the industrialisation 
strategy And second, it examines the view 
that the free play of market forces can in an 
India type economy, help do away with the 
deficiencies of the earlier regime However, 
a caveat is necessary at this point The in¬ 
tention of this exercise is neither to argue 
that industrialisation under the earlier 
import-substitution strategy was flawless nor 
that the policies pursued were the best 
available in the circumstances Rather our 
intention is to look closely at analyses that 
counterpose controls to the market and 
make it the centre-piece of an assessment of 
India’s development strategy 

I 

Capital Goods Sector 

Among India’s achievements as an in¬ 
dustrial economy must be counted the crea 
tion of a diversified capital goods sector that 
has not merely serviced the indigenous 
manufacturer, but also helped provide the 
basis lor her emergence as an exporter of 
equipment, know how and consultancy ser¬ 
vices The origins of the thrust towards the 
creation of a sector producing electrical and 
non-electrical machinery, machine tools and 
transport equipment began with the Second 
Plan, which besides making the case for a 
higher rate of growth, opted for a strategy 
that emphasised the heavy industrial sector 
in genera) and machine tools in particular 
In the industrial policy perspective of the 
time, protection and large doses of public 
investment were to be the principal means 
to achieve this end 

The impact that these two instruments of 
policy had on the growth of the capital 
goods sector hardly needs emphasising Bet 
ween 1951 and 1965 the index of industrial 
production registered an average growth rate 
of around 7 per cent per annum (table l), 
which was higher than the rates of growth 
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recorded in any comparable period m the 
past and even creditable by the standards of 
the developed capitalist countries The 
n achintry manufacturing sector played a 
cruu il role in this process of growth The 
rate ot growth ol this sector stood at 32 I, 
7 8 and 1R 2 per cent respectively during the 
first three plans 6 

The cf lest that this growth had on India’s 
dependence on the international market for 
machinery was remarkable At Independence 
heavy industry accounted for a relatively 
small share of industrial production and to 
the extent that it existed essentially supplied 
the needs ol transport and civil engineering 
But by the mid 1970s the share of in 
digenously produced machinery in the total 
supply ol capital goods had touched 85 per 
cent (table 2) Even though this figure 
conceals the dependence ot indigenous 
machinery manufacturers on imports of 
components and technology it does indicate 
a major advanct in the direction of setting 
un a self reliant industrial economy 

However going by the Index of Industrial 
Production, the period after the mid-1960s 
has seen a sharp deceleration m the growth 
of the capital goods sector Even ignoring 
the second half of the 1960s, which saw the 
successive droughts of the 1965-68 period, 
the IIP tor different categories of capital 
goods (viz, non electrical machinery, elec¬ 
trical machinery and transport equipment) 
grew only at tl>e rate of 5 25 8 28 per cent 
per annum during 1971-72 to 1975 76, 
3 68-6 34 per cent during 1976 77 to 1983 84 
and 2 00-8 70 per cent during 1980-81 to 
1985 86 (table 3) TWo factors account for 
this trend first, the overall deceleration of 
growth m the industrial sector, which has 
been analysed elsewhere in detail, 7 and se 

lABit l Ratx oi Growth or Index of 
iNDosrniAi Production 

Period Industry Manu Mining Electri 
factur and city 
ing Quarry¬ 
ing 


1951 65 

72 

71 

59 

13 6 

1966 75 

40 

37 

32 

90 

1976 86 

49 

42 

73 

72 


cond, the gradual process of liberalisation 
of capital goods imports, which has resulted 
in an increase in the share of imported 
equipment purchased by domestic pro 
ducers According to DGTD figures, which 
relate to the sector most affected by 
liberalisation, the share of imports in the net 
availability of capital goods rose from 20 96 
per cent in 1976-77 to 2665 per cent in 
1983-84 (table 4) 

Indications are that this trend has con¬ 
tinued during the ensuing years Even prior 
to the 1985-86 budget, capital goods imports 
were permissible under two heads project 
and non-project While the latter were sub¬ 
ject to duties that averaged around 100 per 
cent, the same items could be obtained under 
the project imports category at a lower rate 
of duty of 65 per cent This lower rate of 
duty was often inadequate as a measure of 
protection for the capital goods sector, since 
the domestic manufacturer had to pay much 
higher prices for inputs than hts competitor 
abroad 

Seen m this light, changes in policy till the 
last budget could only have resulted in major 
inroads by imports into the domestic market, 
since they had sought to shift a number of 
capital goods items onto the OGL list as well 
as reduce duties payable under the project 
imports category by i large margin A major 
element of the government’s liberalisation 
policy, was the reduction of duties on pro¬ 
ject imports from 65 to just 45 per cent and 
that applicable to power and fertiliser pro 
jects to 25 and zero per cent respectively 
With this having adversely affected domestic 
manufacturers, the project import duty was 
raised by 10 per cent in the 1986 budget to 
55 per cent However, even that proved in¬ 
adequate given the aggressive strategy 
adopted by foreign manufacturers of capital 
goods, who were saddled with excess 
capacity as a result of the international reces¬ 
sion These producers not only resorted to 
‘dumping’ of their equipment, but also pro¬ 
vided the latter as a part of a package that 
included liberal credit facilities at extremely 
soft terms 

The impact of this turn of events was 
understandably adverse for domestic pro¬ 
ducers The rate of growth of production of 
machinery and machine tools declined from 


6 7 per cent in 1984-8S to just 2 per cent m 
1985-86 Further, imports of capital goods 
which stood at around Rs 2,000 crore at the 
turn of the decade increased to nearly 
Rs 4,000 crore last financial year In fact over 
the first six months of the last year, capital 
goods imports rose by around Rs 750 crore 
as compared with the corresponding period 
of the previous year, while total non-oil 
imports rose by just Rs 1,600 crore 
These developments on the trade and pro¬ 
duction fronts obviously weighed heavily on 
this year’s budget makers In what appears 
to be a major reversal of fiscal policy 
changes over the last two years, the govern¬ 
ment has opted to pjpvide a hefty increase 
in protection for the capital goods sector In 
a measure that equalises duties payable on 
capital goods imports under the general and 
the project imports category, the 1987 88 
budget raised duties-applicable on project 
imports from the 55 per cent level to 85 per 
cent, increased the specific duty on project 
imports of fertiliser equipment from zero to 
15 per cent and increased duties on project 
imports of power equipment of less than 
50 MW from 25 to 35 per cent Further, 
capital goods producers are not only to be 
provided with imported special steels at a 
reduced rale of duty of 85 per cent, but also 
with a package of financial incentives that 
is to be announced shortly This set of 
measures notwithstanding, a significant sec 
non of official opinion still holds that the 
adverse impact that liberalisation has had 
on the capital goods sector is merely a reflec¬ 
tion of the inevitable friction that the pro 
cess of “structural adjustment” aimed at 
achieving a semblance of efficiency was ex¬ 
pected to generate implicit in this view is 
the judgment that the capital goods sector 
is unable to meet with international 
competition because of the inefficiency that 
long years of protection have bred Among 
the indicators chosen to support the 
argument are 

(1) The fact that Indian manufacturers have 
to an extent lagged behind international pro¬ 
ducers from the point of view of mtroduc 
ing frontline technologies An UNCTAD 
study on the Indian capital goods sector 
relating to the period upto 1980 found that 
53 per cent of the designs introduced into 
the Indian market were more than 9 years 
old abroad and only 12 per cent were less 
than 5 years old 8 

(2) The fact that in many areas charac¬ 
terised by substantial economies of scale, 
Indian producers operate with extremely 
small batch sizes A classic example quoted 

two Swedish researchers, C Edquist and 
S Jacobsson, relates to the manufacture of 
hydraulic excavators In this area both India 
and South Korea rely largely on technology 
obtained from Poclam of France. However, 
while there are only two producers in South 
Korea, upto 6 producers have been licensed 


Tabu 2 Domfstic Production, Exports and Imports of Capital Goods 1970 71 


Year 


Industry Group 



Mach, Mach Tools 
and Parts 

Electrical Mach, 
Appts and 
Appliances 

Transport Equip 
ment and Parts 

Ibtal 

Dom Pr 

71,764 

69,357 

87,488 

2,28,609 

Exports 

2,807 

1,608 

7,510 

11,925 

Imports 

25,782 

8,045 

6,553 

40,380 

lm/Na per cem 27 21 

10 61 

768 

15 74 
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in India And while South Korean units pro¬ 
duce between 600 and 1,500 units a year, 
Indian firms are characterised by production 
levels as low as 10-150 units a year Thus, the 
policy of providing multiple licences m a 
protected environment is seen to have 
resulted m unviable scales of production that 
raise costs of production substantially 9 
(3) Finally, the impact of these factors is 
claimed to have resulted m extremely high 
prices and effective rates of protection that 
render such prices sustainable For example^ 
m the case ol the hydraulic excavators refer¬ 
red to above, it has been found that prices 
in India were three times as high as those in 
the industrialised countries, whereas prices in 
South Korea are only 1 5 times higher than 
international prices 10 
Before turning to the question whether 
these examples could be used as the basis 
tor generalisation for the capital goods sec¬ 
tor as a whole, it is necessary to state that 
none of them automatically argue for a freer 
play of market forces in lieu of state in¬ 
tervention Technological lags are a problem 
that face many developed nations as well and 
most often are related to factors like the pace 
of growth and the size of markets, which can 
be countered only with massive state inter¬ 
vention in the process of invention and in¬ 
novation Doing away with import controls 
to combat this problem would only lead to 
closure of domestic units rather than in a 
process of technological upgradation This 
would be true Whether hoerahsation is ap¬ 
plied only to the capital goods sector or to 
other manufacturing areas m need of 
technological upgradation Secondly, once 
the need for protection is accepted, then un 
viable scales of production need not be the 
result of licensing, but of options chosen 
by atomistic decision makers m an under 
developed market For example, in the case 
of the South Korean excavator industry, the 
state intervened to encourage expansion m 
individual units (by providing cheap credit, 
for example) and prevent new entrants into 
the industry To quote from Edquist and 
Jacobsson, “One important difference bet¬ 
ween India and South Korea with regard to 
state policy is that the credit instrument has 
been extensively used in Korea but not in 
India This instrument has facilitated Korean 
firms to quickly set up production facilities 
and expand production” 11 That is, interven¬ 
tion rather than the free market is crucial 
for generating viable scales of production m 
a less developed country Once these factors 
are taken into account, it is the nature of 
control, rather than the presence or lack of 
it that can explain the elements that go 
towards rendering manufactures expensive 
relative to the international market in an 
India-type economy 

But what is the differential between 
domestic and international prices in the case 
of capital goods? As should be clear from 
table 5, this differential vanes depending on 
the commodity being considered, with 


domestic prices exceeding international 
prices by anywhere between IS 38 per cent 
and 245 22 per cent This range is particularly 
large in the case of HEC Ranchi, which is 
known to be a sick public sector unit, but 
is much smaller in the case of HMT 
(86 23-137 6) and BHEL (56 2 99 06) 

But that is not all A large part of the 
differences in these pnees is explained by 
differences in the basic price of raw materials 
consumed by domestic and international 
producers and by duties paid on raw 
materials and components by domestic 
buyers (table 6) Just doing away with duties 
reduces the price differential between the 
domestic and the international market to 
between 16 51 per tent and 28 49 per cent 
m the case of machine tools, 18 53 and 40 93 
per cent in the case of electrical machinery 
and II 18 and 4918 per cent m the case of 
mining equipment 

Add to this the differences in the cost of 
raw materials provided to domestic and in¬ 
ternational producers and the differential 
proves to be negligible In fact Effective 
Rates of Protection in the case of the three 
different kinds of equipment spoken of 
above are in all but a few exceptional cases 
(tables 7 and 8) well below unity, pointing 
to the competitiveness of Indian producers 
relative to international ones 


This fact has also been brought home by 
a recent study of the World Bank of the 
machinery producing sector in India 12 The 
study which dealt with a sub-sector of the 
non-eiectncai machinery industry (including 
manufacture of boilers and equipment for 
the cement, paper and pulp, sugar and 
chemical industries) not only found the 
leading manufacturers technologically com¬ 
petent, financially viable and capable of 
supplying complete economic sized units to 


Tabi e 5 Differences bftween the Prices 
of Indioenous Capital Goods and 

CoMPARABI E INTERNATIONA! PRODIK TS 


Capital 

Difference as 

Diftercncc as 

Goods 

Per Cent of 

Per Cent of 

Produced 

Domestic Price 

Internat ronal 

by 


Price 

HMT 

46 3 57 9 

86 23 137 26 

BHEL 

36 0 49 8 

56 26 99 06 

HEC 

13 3 710 

15 38 245 22 


Notes. Items covered Radial drill, surface 
grinder, gear hobber, central lathe, 
2I0MW boiler, turbo generator set, 
hydro turbine 105MW, auto 
trnasformer 31JMVA, shovel, crusher 
I7S0SC, crusher 1350PG, dragline 
W2000, OB drill-sash 2S0MV 
Source Information provided by units 
concerned 


Tabie 3 Rate of Growth of Capital Goods Produciion 

Industry Group 1971/72 1975/76 1976/77 1983/84 1980/81 1985/86 

Non electrical machinery 8 28 6 34 4 80 

Llectrical machinery 5 23 5 19 2 00 

Transport equipment 5 60 3 68 8 70 

Source Calculated from indices of industrial production collated from "Fconomic Survey”, 
various issues 

Tabi e 4 Domestic Product ion. Exports and Imports of Capital Goods 

_ Industry Group ____ 

Year Mach, Mach Electrical Mach, Ttansport Equip Total 

Tools and Parts Appts, and ment and Parts 
Appliances 


1983 84 


Dom Pr 

3,19,661 

2,64.402 

2,27,719 

8 11,782 

Exports 

— 

— 

— 

47,618 

Imports 

1,93,313 

39,650 

44,770 

2,77,733 

Im/Na per cem 

37 68 

1304 

16 43 

26 65 

1982-83 

Dom Pr 

2,20,067 

2,07.769 

2 98,226 

7 26 062 

Exports 


— 

— 

58,213 

Imports 

1 33,466 

24,055 

59 661 

2,17 182 

Im/Na per cent 

r 75 

10 37 

16 67 

24 54 

1981-82 

Dom Pr 

3 02,865 

2,04 413 

3 01,508 

8,08 786 

Exports 

27,484 

13,365 

21,185 

62 074 

Imports 

1,38,431 

29.132 

32,241 

1 99,804 

Im/Na per cent 

33 45 

13 23 

10 12 

21 II 

1976-77 

Dom Pr 

2,04,003 

1,08,397 

1 11287 

4,23,687 

Exports 

12,384 

8,018 

9,371 

29,773 

Imports 

72,849 

14,553 

17 074 

1,04,456 

Im/Na per cent 

27 45 

12 65 

14 35 

20 96 

Source Directorate General of Commercial Intelligence and Statistics and Directorate General 
of Ifcehnical Development 
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Birds trees fruits flowers 
rivers land and at the nucleus 
is Man Thinking, feeling and 
working for the simplest of human 
reasons—LIFE Between Hfe and 
living, however, Is the creation of 
wealth, promising him all the good 
things of life So he toils and 
labours Bom out of his sweat are 
industries like ours Progress for 
Industry and the nation isthus 
achieved on the basis o£contmuing 
good health of Man 

Naturally, we believe the basis for 
our commercial success Is 
industnal health To maintain it, we 
begin with a pre-employment 
medical exam followed 
by regular periodical 
medical check-ups of workers and 
executives alike First aid, 
immunisation and education on 
nutrition, personal hygiene and 
family planning are now a matter 
of routine In addition, work 
environment is continually 
monitored and every plant worker 
is subjected to a biochemical 
examination 

Just as no effort is spared in 
maintaining our natural 
environment through effective 
Pollution Control, HOC ensures 
that the men at work are safe horn 
chemical effects Research and 
collection and compilation of 
relevant data on chemicals and 
theireffects on workers help HOC 
to ensure good health for its 
workers 

HOC's touch of concern heals, 
preserves and protects 

So we continue to achieve the best 
in life 

This is a part of our devotion to 
human welfare 


afflK 

W 


HINDUSTAN ORGANIC 
CHEMICALS LIMITED 

(A ammiM 1 India CnQprprlaa) 

m »«y i Mi m win u .witMwti w <mor 

Pace-setters Irf Organic Chemicals 


Preserving our natural Inheritance 


PrabMn H0C-37-W A 
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user industries, but also economically 
efficient 

Estimates of effective protection coeffi¬ 
cients and domestic resource cost coeffi¬ 
cients showed that long established 
manufacturers of cement making machinery, 
sugar manufacturing machinery, pulp and 
paper making machinery and boilers were 
clearly efficient in descending order, with 
DRCs ranging as follows 0 3-0 7, 0 3-0 8, 
05-06 and 0 8 The ranges of EPCs on value 
added for the industries were 03-1,04-08, 
0 5-06 and 0 6 The latter suggest that these 
industries were subject to net disincentives, 
since domestic value added was lower than 
value added at international prices in most 
cases The consequent economic efficiency 
mof resource use could be seen directly from 
*the fact that the ex-factory prices of the 
manufactures concerned were less than or 
just about equal to world prices, while the 
domestic prices of most of their inputs far 
exceeded world prices Above all, the dif¬ 
ferences in prices were not accounted for by 
quality differences, since the industry pro 
duces equipment of competitive interna¬ 
tional quality and was upto the standard of 
world equipment producers in manufacturing 
capabilities and in efficiency of resource use 

If despite these features, imports have 
made significant inroads into the domestic 
market in recent years It is because the 
process of liberalisation has put domestic 
manufacturers at a disadvantage relative to 
international firms Since Electrical machi- 
. nery at the earlier nominal rate of duty was 
protected to a relatively small degree, this 
reduction m duties delineated earlier would 
have undermined its competitive ability To 
boot, there is growing evidence that transna¬ 
tional firms have used liberalisation to make 
major inroads into the domestic market Not 
only are they 'dumping' their equipment at 
extremely low prices in the domestic market 
so as to utilise the excess capacity generated 
by the recession, they, with help from their 
own governments, have also been backing 
their offers with extremely attractive credit 
lines that indigenous producers can by no 
means match One area, where these pro¬ 
blems have been increasingly visible m recent 
years is the power equipment sector, in¬ 
cluding captive power plants attached to 
large public and private sector projects ,} 
The effects of these developments are by 
now quite obvious The different com¬ 
ponents of the capital goods sector which 
had registered rather creditable growth rates 
during the late 1970s and early 1980s recorded 
a sharp fall in rates of growth to just 41-6 8 
per cent m 1984-85 and 0 5-10 per cent in 
1985-86 as compared to 6 2-141 per cent 
during 1983-84 

In the net, liberalisation rather than im¬ 
prove the efficiency of the capital goods sec¬ 
tor or reduce prices in domestic markets, has 
merely led to increased unutilised capacity 
That u, while the strategy has yielded little 
by way of more efficient use of resources, 


it has imposed a social cost in the form of 
unutilised capacity in the capital goods 
sector This is because in the leading areas 
of the capital goods industry, the fundamen¬ 
tal problem is not the inefficiency of Indian 
units, but the high costs of raw materials and 
inputs they have to bear 

II 

Polyester Fibre/Yarn 

A similar situation prevails with regard to 
the synthetic fibre sector as well, but with 
a difference: Here trade policy since 1977 has 
been such that the commodities concerned 
have not been provided protection through 
quantitative restrictions but merely with 
tariffs In addition, the level of tariffs in the 
late 1960s and early 1970s, when India 
entered the synthetic fibres area was by no 
means high Between 1966 and 1977, the im 
port duty on polyester staple fibre and fila 
ment yarn varied between 25 and 120 per 
cent 14 Hence, the experience of this in¬ 
dustry would help illuminate how, even if the 
tariff regime that was operative was different 
from the typical import substitution case, the 
effective path would not be different from 
that seen in the case of capital goods For 
the purpose of convenience of analysis we 
have chosen to restrict ourselves to the 
polyester fibre/yarn sector 
Till very recently the polyester sector ap¬ 
peared to typically reflect the “distortions" 
that excessive protection under an import 
substituting regime results m Domestic ex- 
lactory prices during the first quarter of 
1985 were 2 5-2 75 times the c i f prices of 
comparable imports (table 9) Adding on the 
high duties that were levied on these pro- 
ducets on the ground that they were luxuries 
took the domestic price to as much as 5 
times the international price Thus a com¬ 
bination of misconceived tax policy and in¬ 
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efficient production was and is seen to be 
the major factor that rendered synthetic 
fibres excessively expensive in the domestic 
market By implication it is suggested that 
the best policy to adopt in the case of syn¬ 
thetics is a reduction of excise and customs 
duties and a liberalisation of controls, so 
that efficient growth on the basis of the free 
operation of market forces is rendered possi¬ 
ble In what follows, we attempt to assess 
the validity of this view, taking into con¬ 
sideration the international context in which 
India entered the area of synthetics, the 
constraints on synthetics production that ex¬ 
isted, the factors determining the specific 
pattern of growth the industry took and the 
experience from other developed and 
developing countries that have in practice 
established a viable industry 

International Trends 

Internationally, polyester, the production 
of which began after the Second World WRr, 
accounts for a dominant share (46 per cent 
in 1976) of synthetic fibre production and 
has recorded the highest rates of growth The 
industry is excessively concentrated with the 
top six producers (Du Pont, Celanese USA, 
Ifcijin Japan, Hoechst, Akzo and Ibray) 
accounting for more than 50 per cent of the 
capacity in the world at the turn of the last 

Tabic 7 Raw Materiaj and Component 
Cost Difi-ekentiai s as Percentage 
or C1 F Price 

Item Cost Differential as Percen 

tage of C I F Price 

Machine tools 44 7-113 8 

Electrical 63 7 98 9 

Mining 62 0- 86 3 

Note For source and items included see foot 
notes to talbe 5 


Tabi 16 Incidence or Duiies on Input Costs and Paicrs 


Item 

Percentage of Domestic Selling Price 



Import Duty and Excise and Sales Total Duty 

Total Duty as 


Lxcise on Raw Tax on Final 

Percentage of 


Material and Product 

Components 

l i f Price 


Machine Tools 

Radial drill 

2 54 

15 84 

18 38 

34 3 

Surface gnnder 

2 55 

15 84 

18 39 

34 8 

Gear hobber 

546 

15 83 

21 29 

416 

CNC lathe 

13 58 

15 83 

29 41 

698 

Central lathe 

1 39 

10 72 

1211 

418 

Electrical 

Boiler 210 MW 

9 28 

14 92 

24 20 

37 8 

Tlirbo gen set 

9 28 

14 92 

24 20 

38 2 

Hydro turbine 

6 42 

14 48 

2090 

341 

Auto transformer 

813 

1414 

22 27 

443 

Mining 

shovel 

4 64 

10 71 

15 35 

245 

Crusher 1750 SC 

2 76 

12 29 

15 05 

36 2 

Crusher 1350 PG 

181 

10 72 

12 53 

23 3 

Drag line W2000 

15 28 

3 76 

1904 

37 0 

OB drill sash 

740 

1072 

1812 

33 4 
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Gujarat Narmada constantly on the go, 
re writing history smashing records, 
elbowing its way up m the corporate 
world right from its inception With 
its largest public issue accelerating 
capacity utilization productive use of 
pollutants excellent financial results 

Gujarat Narmada The pioneer in the 
use of the latest technology From its 
Am noma Urea plant to Methanol plant, 
it has world renowned expertise An 
expertise that is constantly sharpened 
by the creative thinking of its youthful 
manpower Ana a unique vibrant 
innovation scheme constantly exploring 
new dimensions of productivity 
Narmada Urea is the brand name of 
sui cess And a string of industrial 


products Methanol, liquid ammonia, 
liquid nitrogen, liquid oxygen and 
elemental sulphur And now, the 
Narmada Scooter 

Gujarat Narmada now broadens its 
ever expanding horizons further with 
ten new projects To produce scooters, 
captive power mtrophosphate and 
calcium ammonium nitrate, nitric acid 
formic acid butachlor, printed circuit 
boards, hybrid circuits connectors and 
colour TV tubes 


£ r $1 Gujarat Narmada Vallay 2 
^ Fertilizers Company Ltd “ 

PONarmadanagar 392 015, & 
Dist Bhartsch, Gujarat | 
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ade. Competition within this oligopoly 
as been violent because of the rather wide 
iffeiences m size and the availability of 
omestic raw materials For example, 
apan’s heavy dependence on imported fuel 
md feedstocks has raised its input costs to 
i degree where it has had to make major 

I nnovations in technology to be able to sur- 
'ive in the international market According 
o one estimate, 15 Japanese naphtha costs 
ire upto two-thirds higher than that of its 
Luropean and American competitors 
divergences of this kind have increased 
Substantially with the entry of the developing 
)PEC nations into intermediate and Fibre 
production, on the basis ot extremely cheap 
feedstocks If despite this the developed na 
i have been able to hold their own in m 
Irnational markets it is because of their 
control over technology, which is accessible 
to third world producers only at extremely 
high costs For example, though gas is 
available to many West Asian petrochemical 
producers at one fourth the price at which 
it is sold in Western Europe and the US, 
-apital costs can be upto 50 per cent higher 
In fact, one enquiry based on Aramto’s tx 
Terrence with such projects in Saudi Arabia 
irgues that capital costs are two thirds 
ugher than for similar projects in the United 
states Gulf Coast 16 

These quasi rents on technology sales 
lartly explain the willingness of the inter 
lational textile giants to nart with their 
cchnology to developing country producers 
ntcring the chemical fibres sector But other 
actors are likely to have played a more im 
lortant role T irst, protectionism in the 
Icvelopmg countries meant that these 
narkets weie closed to the transnational 
pants unless they were willing to enter into 
ollaboration with domestic producers 
lecond, the need for alternative markets lor 
ither technology or the tinal product 


became crucial for Wst European producers 
in the mid-1970s, when profits and output 
declined as a result of inadequate domestic 
demand 17 Diversification into developing 
country markets was part of a strategy to 
meet the problem of chronic overcapacity 
This problem was aggravated by declining 
competitiveness relative to the US, which 
had the advantage of lower feedstock and 
labour costs In 1975 for example, wages ot 
fibre workers in the Netherlands and West 
Germany were 30 50 per cent higher than m 
the US—a gap that has only widened since 
then 18 Finally entry into developing country 
markets was rendered impeiative by 
oligopolistic competition since Japanese pro 
ducers made a major effort to locate in non 
Japanese sites for export production 1 hough 
Japan ranks third in the world's chemical 
tibie industries, its non Japanese capacities 
render its effective pioduction capacity largtr 
than even that of the US w 

I he significance of the Iasi of these lac 
tots cannot be overestimated f-or example, 
in 1977 ovtrseas capacity as a percentage of 
global capacity in the case ol the transna 
nonal giants varied trom a low of 17 pei cent 
in the case of Monsanto to as much as 85 
per cent m the case of Akzo Needless to 
say, these factors worked to the advantage 
ol the developing world in general and India 
in particular by providing access even if at 
extremely high cost to lhe technology nteded 
to set up a chemical fibre sector within its 
borders Perhaps it is not coincidental that 
most Indian firms entered into technical 
collaboration with huiopean linns that were 
being pushed by the recession to search for 
new economic space 

Thi- Indigenous Inihjsirv 

The immediate impact ol these features 
of the international mdusiry on India was 


that it raised capital costs for equivalent 
steed plants to much higher levels than those 
which prevailed m the developed industrial 
world These high capital costs not only 
raised costs ot production directly, but also 
by restricting the si/cs of plants established 
within the country Since the high cost of 
synthetics relative to cotton in the mid-1960s 
rendered them luxury fabrics, they were sub- 
lect to rather high duties raising their prices 
even further This resulted in a relatively 
small market for these fibres Confronted by 
a small market which rendered investment 
risky and the high capital costs associated 
with entry into the synthetics sector, most 
firms chose to obtain licences for relatively 
small sized plants The government in turn 
granted as many licences at each point as it 
thought necessary to meet the estimated de 
mand In the nit the industry from its initial 
stages consisted of a number of units, each 
with a relatively small share ot total capacity 
rhtv tendency was aggravated over tht years 
bv the government's rcticcnct to grant repeat 
licences to a unit alrcadv in existence, osten 
siblv because of the fear of gcneiating an 
oligopolistic situation 
The revealed preference of entrepreneurs 
lor relatively small scales ol production was 
only partly the retkction ol lhe small scalt 
ol lhe market As kalecki once put n ‘ The 
limitation of the size ol a Finn by the market 
for ils products is real enough but it leaves 
unexplained the cxisicncc of large and small 
firms, in the same industry' 21 I his view has 
become rekvant in the case ol Indian syn 
ihetics as well, with the commissioning of 
the extremely large plants set up by Reliance 
Industries l td, Kalccki, ol course, turned lo 
the amount ol entrepreneurial capital availa 
hie to the firm concerned foi an explana 
non ot divetgcntcs in sue But in lhe Indian 
case most svnthctic fibre producers are part 
ol laige business groups that have had ac 
cess to finance from their diverse activities 
in industry and ttadc If the> were willing 
t6 risk a largtr amount of outlay in setting 
up viable uniis, the finance they would have 
obtained Irorn the institutions would have 
been proportionately larger T hus the choice 
ol small scales, it appears, wav made in spite 
ol the availability ol the option ol investing 
in large scale plants 
A more sustainable explanation therefore, 
could be the conscious choice of a low risk 
stiategv in a high invesiment area on the part 
of Indian business houses If entrepreneurs 
chose to set up largtr and more viablt capa 
cities they nccessanly had to mobilise a 
larger volume of equity capital, so that, 
given the debt equity norms prevailing at 
each point ol time, they would have been 
able to invest the required quantum ol 
capital But higher equity implied that one 
or a combination of three options had to be 
exploited (i) a higher outlay of own capital 
on the part ol the promoter, <n) an effort 
at sharing control with other business groups 
that would have permitted a larger equity 


Tahi c 8 Purer DirrLRENriAi Exuuuinc, Duties and Esiimahs or DRCs and LRPs 


ategory 

lachme tools 

.lectrical 

lining 


Price Diff as Percen 
lage of CIF Price 

16 51 28 49 
18 53 40 83 
11 18 4918 


DRC Ratio 

1 48 6 87 
100 1 32 
1 30 4 80 


bff Rate of Pr 

0 48 4 25 
0 00 0 32 
0 30 3 80 


loir f-or source and items included refer table 5 

Table9 International and Domestic Prices or Poiustir I ibrt/Yarn 


(Rs/K<>) 


rice/Duty 

IF price (January 1985) 
Customs duty 

xcise duty (cv) 
bu! import price 
iVerage market price m 
Bombay (January March 85) 
xclusive of excise 


Polyester Staple Fibre (1 5D) Polyesrer Filament Yarn (76D) 


16 91 
38 59 

(175 per cent + Rs 9/kg) 

45 00 
100 50 

91 33 

46 33 


44 25 
114 56 

(225 per cent +■ Rs 15/kg) 
83 75 
242 75 

193 37 
109 58 


outer Association of Synthetic Fibre Industry, “Handbook of Statistics on Man-Made/Synthetic 
Fibre/7km Industry”, Bombay, September 1986 and information obtained from industry 
sources 
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without risking the capital ot any one part¬ 
ner excessively, 22 and (m) mobilisation of 
resources from the share market 
Of these the possibilm of turning to the 
stock market has realised itself only over the 
last 4 5 years I ill then the capital market 
was relatively underdeveloped for a host ot 
reasons that need not detain us here And 
as regards the option of sharing risks 
through collaboration between groups, while 
it has not been in*unknown phenomenon 
it has bten rare given the observed propen 
sii> lor domestic business gioups to closely 
own their business ventures through a cir 
eulai chain ot investments within the faintly 
and the group Thus tht state ot the capital 
maikcf and the nature of the Indian business 
group ensured that the size ot investment in 
any one unit was determined by the extent 
lo which cnucpreneuis were willing to risk 
large sums of capital in any one area 
In practice, this has not been very large 
lor example if we take the ease of the live 
leading companies manufacturing nylon and 
polyester filament yarn, that set up produc¬ 
tion in the late 1960s and early 1970s (viz, 
Nirlon Modipon, I k Synthetics, Garware 
Nylons and Century Enka), their investment 
in plant and machinery increased from just 
Rs 25 crorc in 1969 to Rs 109 74 crore in 
1978 And even this investment was not 
restricted to any one capacity, but was 
dispersed acioss a number of related areas 
in the synthetic field, with capacities in each 
case being far short of the minimum viable 
capacity This comes through from a coni 
parison ot the mix ot capacities of each of 
these lirms since 1969 (table 10) Clearly 
growth undtr this low risk strategy essentially 
consisted of setting up relatively small sized 
units m a number of areas thereby 
distnbuting nsks across a number of well 
pioteeted sectors and ensuring ihai the 


decline in income associated with any one 
unsuccessful venture l's small relative to the 
income from total entrepreneurial capital 
The end result is there for all to see. At pre¬ 
sent the indigenous polyester fibre/yarn in¬ 
dustry consists of 18 units, 6 of which are 
engaged in the manufacture of polyester 
staple fibre and the other 12 in the produc¬ 
tion of filament yarn By early 1986 opera¬ 
tional capacity worked out to 88,268 in the 
case of polyester staple fibre (PSF) and 
SO,042 in the case of polyester filament yam 
(PFY) (tables 11 and 12) This places the 
average size of the unit in the industry at 
around 15,000 tonnes in the case of PSF and 
5 000 tonnes in the case of PFY Even by the 
government’s definition of minimum viable 
capacities (30,000 tpa in the case of PSF and 
15,000 tpa in the case of PFY), these sizes 
are grossly uneconomic And by interna¬ 
tional standards they are miniscule For 
example, m the case of PSF, the average size 
of plant stands at around 1,50,000 tpa in 
Japan and 1,00,000 tpa in South Korea As 
for PFY, the available figures suggest that 
international capacities are in the range of 
60,000 to 1,00,000 tpa, l e, 12 to 20 times as 
high as the Indian average 21 
The only exception to this experience in 
the Indian man-made fibres sector is 
Reliance Industries Ltd, which started as a 
relatively small unit producing polyester/ 
nylon knitted fabrics in the nud 1960s and 
saw an acceleration in its growth in the late 
1970s and 1980s, when it entered the area 
of polyester lilamem yarn, polyester staple 
fibre, PTA and paraxylene It needs to be 
stated that each ot these plants of RIL have 
an installed capacity far above the Indian 
average and the minimum viable capacity 
stipulated by the government, putting it in 
a position where it could exploit economics 
of scale to a relatively high degree To be 


specific, RIL’s PSF plant has an mstaUet 
capacity of 43,000 tonne per annum, its PF) 
plant a capacity of 25,125 tonnes per annun 
and its PTA plant a capacity of 1,00,000 tpa 
Needless to say, the creation of thest 
capacities has involved substantial in 
vestments, taking the net block of RIL fron 
around Rs 10 59 crore in 1976 to Rs 605 5‘ 
crore in 1985 This expansion was financet 
to a large extent by new share capital, deben 
tures and internal resources While the shan 
capital of the company grew frorft Rs S 91 
crore in 1976 to Rs 57 41 crore in 1985, ne 
worth increased from Rs 7 20 crore tc 
Rs 31112 crore and debenture capital ci 
Rs 270 crore w«e mobilised through the ‘F 
series debentures alone That is, the will 
ingness to risk capital in a relatively smaJ 
set of areas and the resort to the stock 
market for mobilising capital, both account 
for the only success from the point of view 
of establishing economic sized units in th< 
country 24 

Dots this imply that the lack of maturity 
of the Indian stock market till recent time: 
accounts for the plight of many °f the 
existing companies and that the recent 
growth of the capital market would help set 
matters right 7 There are reasons to argue to 
the contrary To start with, excessive depen¬ 
dence on the stockmarkct does result in the 
threat of take over, which has become a 
reality in the Indian corporate sector in re¬ 
cent times Secondly, If investors get wind 
of the fact that the promoter’s share in total 
capital is extremely small, any issue of equity 
is likely to receive a poor response The 
Reliance success came at a time when the 
market was seeing a spate of speculative 
booms that were exploited to the hilt by the 
company 25 Thirdly, for diversified firms 
operating in a wide range of areas within the 
synthetics sector, the share market option is 
restrained by the limited market for the 
shares of a given company And finally, there 
is the risk that expansion to economic scales 
financed by an issue of shares may not in¬ 
crease profits proportionately given the 
possibility of a glut in the market If the rate 
of return on the new investment does not 
equal the earlier rate of profits, the controll¬ 
ing group may not be interested in an expan¬ 
sion that squeezes profitability 26 All this 
suggests that the Reliance experience is more 
an exception than the rule The specific con¬ 
text m which the polyester industry has to 
grow, the high capital costs associated with 
such growth and the investment behaviour 
of the business group appears to be such 
that, if left to private initiative alone, future 
investment m the polyester sector is unlikely 
to be m the direction of viable scales 

The significance of this possibility 
emerges when seen in the light of evidence 
regarding the rather substantial reduction in 
costs associated with larger scales of produc¬ 
tion According to a World Bank review of 
the synthetic fibre sector in India, the price 
per kg of polyester staple fibre manufactured 


Faui i 10 Prodik t Mix and Cai a( i i its ot a Sampi e or Synthetic Fibre Producers 


Firm 

Year 

I iccnsed/lnstalled Capacities (Tonnes/Annum) 

Century Fnka 

1969 

Nylon 1 V 1800/1864 


1978 

N>lon FY 3528/2520, Polyester FY 922/922 
lyres ord 2190/2190, Conveyor belting 1200/1200 


1985 

Nylon FY 6000/5000, Polyester FY 6450/6600 

Nylon industrial yarn/tyrecord 2200,Engineering plastics 
(i) Poly (Sat) 1200/1200, Polyamide (Nylon 6) 500/500 

Nirlon 

1969 

Nylon FY 1800/1864 


1978 

Nylon 1Y 3528/2520 Polyester FY 922/922 

TVrecord 2190/2190, Conveyor belting 1200/1200 


1985 

Nylon 1 Y 6000/4000, Polyester FY 2655/2550 

Tyrecord 5000/3000, Conveyor belting 1200/1200 
Tans/V-belts (’000 pieces) 1200 

(jarssarc 

1969 

Nylon FY 756 


1978 

Nylon FY 3J52/2394, Polyester FY $76/576 

Nylon Chips 330/330 


1985 

Nylon FY 5216/4830 

Polyester FY 1710/2200; Nyton chips 330/330 

Nylon industrial yarn/iyrecord 2000 

Modipon 

1969 

Nylon FY 1800/1800 


1978 

Nylon FY 4760/3500, Polyester FY 576/576 


1985 

Nylon FY 4760/4668, Polyester FY 1723/4467 


Source. Bombay Stock Exchange Official Directors various issues 
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from DMT falls from $6 36 per kg to S4 76 
per kg as capacity increases from 6,000 tpa 
to 30,000 tpa 27 This 33 per cent reduction 
in costs and prices over such a small range 
of capacity suggests that conversion costs in 
India are likely to be substantially higher 
than that which prevails m the international 
industry The question to ask therefore is the 
degree to which the effects of differences in 
scales of production on costs accounts for 
the difference m prices of polyester in the 
domestic and international markets The 
other major factor that could result in a 
higher domestic pnce as compared with the 
international is the much higher outlays that 
domestic producers have to make on raw 
materials used in polyester production 
fTable 13 provides details on the prices at 
'which the three major inputs that enter 
polyester production were available in the in¬ 
ternational and domestic markets It emerges 
that during 1984 85, the prices at which 


of polyester staple fibre, nearly one-half of 
the 200 per cent differential between 
domestic ex-factory prices and the ci f value 
of imports was explained by differentials in 
raw material costs Since excise duties at the 
rates prevailing prior to the recent reduction 
of Rs 20 per kg added on a 275 per cent dif¬ 
ferential between domestic market prices and 
international values, less than a third of the 
differentials between domestic and interna¬ 
tional prices was due to differences in con¬ 
version costs Tables 14 and 15 provide 
details on the roles of different components 
in the explanation of the price differentials 
between domestic and international markets 
Out of the 450 600 per cent differential 
between domestic and international prices, 
around 250-350 per cent was accounted for 
by the excise duty on the product Further 
differences in prices paid for raw materials 
account for another 90 120 per cent of the 
price differential Thus utilities and conver 


these inputs were available in the domestic ston costs account lor a small share of the 
market were 145-189 per cent higher than the difference To be specific if raw materials 
ci f prices of imports As a result in the case are provided at international prices to in 

TaBLT 11 PaiYLSrER VTAPI L Fibre C APACITY I KENSED/lNSTAUED AS ON 30 6 1986 

Name of the Unit 

Year of 

1 icensed 

Installed 

Commencement 



Ahmedabad Mfg and Calico Printing 




Co Ltd 

1974 

12200 

7968 

Bongaigon Refinery and Pe'ro- 




chemicals Ltd 

— 

30000 

— 

India Polyfibres- 

— 

15000 

— 

Indian Explosives Ltd 

1965 

10000 

10000 

Indian Organic C hemicals Ltd 

1971 

30000 

12200 

J K Synthetics Ltd 

1972 

12000 

7000 

Madhya Pradesh Fibres 

— 

15000 

— 

Orissa Synthetics Ltd 

- 

15000 

_ 

Reliance Industries Ltd 

— 

45000 

45000 

Swadeshi Polytex I id 

1973 

8131 

6100 

Ibtal 


192331 

88268 


Letters of intent 147100 

Potential capacity 339431 


Source ASFI, “Handbook of Statistics, 198$ 86" 


TABIF 12 PtOVtSTFR ITlAMLNl YARN CAPACITY—LICENSED INSTAIILD AS ON 306 86 

Name of the Unit Year of Licensed Installed 

Commencement 


Baroda Rayon Corporation 
Century Enka Ltd 
Haryana Petrochemicals* 

Garware Nylons Ltd 
Indian Organic Chemicals 
J K Synthetics Lid 
Modipon Ltd 

Nirlon Synth Fibres and Chemicals 
Orkay Silk Mills 
Parasarampuna Synth* 

Petrofils Co-op Ltd 
Reliance Industries Ltd 
Shree Synthetics Ltd 
Ibtal 

Letters of intent 
Potential capacity 


1976 

1777 

1777 

1977 

6540 

6600 

1986 

1000 

2500 

1973 

1710 

2200 

— 

3500 

— 

1976 

6960 

4000 

1973 

1723 

1723 

1967 

2655 

2500 

1982 

6000 

6000 

1986 

1000 

3000 

1977 

9000 

7000 

1982 

25125 

25000 

1973 

2056 

1542 


68046 

251309 

319355 

63842 


Now • Original licence is for polypropylene yarn, but produces PFY under broadbanding 
Sourer, ASFI, "Handbook of Statistics" 


dtgenous producers of polyester and excise 
duties are done away with, the differential 
m domestic and international prices would 
be in the range of 60 120 per cent Out of 
this a chunk would be due to the higher 
prices paid for non traded inputs like 
utilities, making the residual difference even 
smaller Even if a part of this residual dif¬ 
ference is accounted for by either inefficiency 
or the superprofits that oligopolistic produc¬ 
tion for a protected market could result in, 
that part could be by no means large if we 
take into consideration the fact that scales 
of production in India ate much lowei than 
those that prevail m the international 
industry 

It must be stated heie that though 60 120 
per cent is a relatively low differential as 
compared with what holds in the case of 
domestic and international market prices, it 
is still high in absolute terms Not surprisingly 
therefore, the Fffective Rates of Protection 
are in the range of 140 720 per cent 
(Table 14) It these figures are used to argue 
for liberalisation of imports and a reduction 
of import duties, the policy rather than cn 
courage a shift to more efficient levels of 
operation, would only lead to tht closure of 
domestic units with the attendant costs in 
the foim of unutilised capital equipment and 
a sharp decrease in employment 28 

HI 

Conclusion 

It is now time to diaw the stiands of our 
argument together Our seiutmy ot the ex 
perienct with two industries that are being 
considered the most hkclv candidates tor the 
government's policy of structured adjust 
menl”, suggests that the latter is neither 
based on correct premises nor the most ap 
propnate To start with, “inefficiency" bred 
by a protectionist environment is by no 
means all pervasive nor is positive effective 
protection tor that matter. In fact, even 
where effective rates ot protection are high, 
the dominant reason for such protection 
appears to be the need to compensate in 
dtgenous producers for the high costs 
associated with small scales ot production 

But these small scales themselves are by 
no means the result of state control Rather 
they appearNo be the tall out of inadequate 
control, which leaves certain crucial aspects 
of the investment decision to be detei mined 
completely by market forces If in such an 
environment private investors were not pro 
tected from intei national competition, thev 
would in all probability have opted out of 
undertaking investments m the areas studied 
rathet than set up viable capacities with the 
world market as their target This was in 
evitable given the nature of the decision 
making unit in the corporate sector and the 
context in which India entered the stream of 
industriahsers 

Such an aigument is also supported by the 
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Singrauli can new 
illuminate two cities like Delhi. 


BHEL power generating sets ensure it. 


The country s first coal 
based WOMW unit in 
the public sector Is an 
eventful addition to 
Singrauli s present 
capacity consisting of 
five 200 MW units 
Bringing Singrauli s total 
capacity to 1500MW—a 
generating capacity that 
can truly meet the entln 
power needs of two 
cities UKe Delhi 

Bharat Heavy Electricals 
Limited has provided 
the entire power 
generation equipment— 
turbine generator sets 
hollers and a host nt 
auxiliary equipment in 
addition to erection and 
commissioning for this 
gigantic complex 



The faculties, technology 
expertise, skills and 
protect Management 
developed at BHEL In 
this vital area of power 
generation have made 
this feat possible 
Already orders for 
500 MW equipment for a 
dozen more such sets 
for Installation at diverse 
locations In India are In 
various stages of 
execution 

BHEL Is proud to be 
associated with the 
National Thermal Power 
corporation Limited in 
this major national 
venture 



i a20 Kasturba Gandhi Man] 
New Delhi I loom 
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experience of other countries like South 
Korea, which have been presented as ex¬ 
amples of countries where private investors 
opted to establish viable scales with the in 
temauonal market as their target, since they 
were not provided with the alternative of a 
sheltered domestic market or subjected to ex 
cessive control by the state fcven if it 
amounts to stating what to some may be the 
obvious, it is necessary to stress that this is 
neither a correct description ot the South 
Korean experience nor an analytically ustful 
departure for an examination o( industrial) 
sation in developing countries Till vers 
recently South Korea not only followed in 
import substituting path of industiialisa 
non, but also promoted exports through in 
centives aimed at overcoming the discrimma 
non against expoits that protection icsults 
in Further, the investment decision in 
South korea has to a lar greater dtgrtc than 
elsewhere been influenced by the state 1 he 
basis for this inllucnct was not a nctwoik 
of physical contiols alone but a dominating 
control over itsources iv ulablt lor invest 
ment Through owncislnp ol itic bulking 
system and the term lending institutions 
control user toiugn Im nice that has plaud 
a crucul role in South hoic in development 
and raising the publti sectors shin ol 
savings, the government In the c iris I97()s 


directly or indirectly controlled nearly two- 
thirds of the mvestible resources in the 
economy These resources were not only 
made available in large quantities to private 
entrepreneurs who agreed to set up viable 
units in selected areas but were also provided 
at rates of interest that varied between 8 and 
31 per cent depending on the position of the 
industry eonterned in the government’s list 
of priorities ,fl Thus being provided with 
state support of considenblt magnitude, the 
piivatc sector on the one hind did not have 
to nsk too much of its own capital in any 
particular area, and on the other had to 
accept the government’s iteomniendations 
with rega d to areas ot investment scales el 
production and piu.es to be charged This 
influence was no doubt strengthened b\ the 
fact that mans ol South Kotta’s business 
groups weic themselves the creation ot the 
South koican State puimiting the cmer 
gence ol whit m journalistic parlance has 
been turned kort i I in 

Thus the experience both in India and 
elsewhere suggests th it whit is needed to 
ensure the emergence of i more efficient in 
dtismal stiueturc is not i tent it from state 
intervention hut i modification ot that in 
letxtniton m wavs th it would loicc decisions 
ol i kind on the pi is ,te sector which the 
lattei is unhkclv lo in ike if icspondmg to 


market signals But that no doubt presumes 
a degree of autonomy of the state and 
weakness of industrial interests that may be 
far less true tn India than m a country like 
South Kotea with its own specific pre- 
colomal and colonial historv 
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GACl the latest manufacturers of Caustic Chlorine, Pioneer in manufacturms Sodium Cyanide GACLs brand new, super 
sophisticated plant uses the latest technology from Shin Etsu world leaders from Japan To bnng you the following Chloromethanes 
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METHYL CHLORIDE 
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Pesticides, Weedicies, Drugs & Pharmaceuticals,Tetrmethyl, 
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as a Refrigerant 


CHLOROFORM 

Only Indian manufacturers of the IP and Industrial grades 
For hospitals and pathological labs no excise duty levied 
if supplied directly Particularly useful for manufacture of 
Refrigerants and as Industrial Solvent for fats, oils, rubber, 
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m Pharmaceutical, Dyes and Pesticides industries 
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GACL also offers its technical and marketing expertise in setting up plants using these and other chemicals manufactured by it 
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India’s Export Performance, 1970-85 

Underlying Factors and constraints 

Deepalc Nayyar 

The present balance of payments scenario is difficult but manageable, although it has meant an increasing 
resort to commercial borrowing in international markets and now more expensive private capital inflows originating 
from NRIs The situation is likely to get much worse in the late 1980s, with a further squeez on bilateral as also 
multilateral, concessional aid flows The option that remains is to manage the balance of trade, or ensure that 
exports increase faster than imports 

The paper attempts to evaluate India’s export performance in the recent past examining the underlying factors 
and assessing the relative importance of domestic and foreign constraints It finds that the impressive growth 
in exports between 1970 and 1978 was attributable to an unusual combination of external and internal factors 
While internal factors such as, the decrease in the rate of growth of agricultural production leading to a decline 
in the volume of exports of primary commodities on the one hand, and on the other, the increasing internal de¬ 
mand for manufactured goods industrial which made the export of goods less worthwhile for individual firms, 
contributed to the slowing down of export growth, external factors which came into operation in the 1980s helped 
to sustain the adverse trend The author suggests that with the steady increase in protectionism in the industrialis¬ 
ed countries and with the near-stagnation in international trade flows leading to fierce price and non-pnce com¬ 
petition, the pressure of external factors on manufactured exports from India will accentuate 

j while there was a marked deceleration m the as far as possible, if India is to keep the size 

growth in remittances And, to add to it all, of its external debt and the burden of debt 
Introduction the balance of trade deficit which reached servicing within manageable proportions 

a peak level of more than $ 7 billion in The other alternative of a macro economic 

THE balance of payments adjustment in 1980 ' 81 ■ remained in the range of S 5 - 6 squeeze often advocated as part of a typical 

response to the first round of oil price in- bllll °n throughout the subsequent years, and IMF package of policies would not only im- 

irpjscs riimno thr miH-iQ 7 fk u,« ,m« climbed back to a level of more than $ 7 pose excessive social costs m terms of out- 

pectedly smooth in India It wks based on bl,llon m 1985 86 ’ P ut - l,KOme dnd employment but would 

a larger inflow of external resources, a The present balance of payments scenario ‘ dso be my “P lc ln lf * searcb for external 

dramatic increase in net invisibles other than is difficult but manageable, although it has ba !? l ncc at ^ LOSl 0 cc ° nom,t growth 
transfer payments, a phenomenal growth in meant an increasing resort to commercial The preceding paragraphs situate the sub 
remittances and, above all, a management borrowings in international capital markets ject °* the C5S,ay in ,t!l W1( * er context and 

of the balance of trade situation which and now somewhat more expensive private highlight the role of exports at the present 

transformed a large deficit into a modest capital inflows originating from non juncture The objfect of this paper is a 

surplus within three years 1 Many of the resident Indians The situation is likely to limited one It attempts to evaluate India’s 

underlying factors were policy-induced get much worse in the late 1980s There is export performance in the recent past, ex- 

although some, that were important, were a further squeeze on bilateral, as also amine the underlying factors, and assess the 

exogenous These developments in the ex multilateral, concessional aid flows The relative importance of domestic and foreign 
ternal sector of the economy should be view- surplus on net invisibles other than transfer constraints Section II provides a brief 

ed m the context of the deflationary package payments has all but disappeared and is like- assessment of export performance in 

of macro-economic policies which was ly to emerge as an increasing deficit as the retrospect Section III outlines the trends m 

adopted at the same time In retrospect it burden of debt servicing mounts It would exports since 1970, and explores the factors 

is clear that our policy response to the crisis be well nigh impossible to sustain the pre- underlying the export performance at a 
was excessively concerned with correcting sent level of remittances which are bound macro-level, in doing so, it makes a distinc 

the payments deficit and pre-empting the to decline with the economic slump in the tlon between external and internal factors 

possibilities of inflation in the short-run J oil-exporting countries of the Middle East Section IV sketches a profile of the regime 
Levels of output and investment remained The option that remains is to manage the of ex P ort promotion policies to examine its 

low, while little attention was paid to the balance of trade, that is, step up exports or im P a ct on exports Section V analyses the 
ntipact of overall economic performance on curb imports, or ensure that exports increase foreign and the domestic constraints on ex- 
the balance of payments faster than imports There is some room for P° rt performance in an endeavour to answer 

It is therefore not surprising that the ad- manoeuvre in terms of trimming the import ,be Question what ails Indian exports 7 

justment process has turned out to be much bill which has burgeoned at least partly as 
more difficult, in the early 1980s, follow a consequence of import liberalisation The II 

ing the second round of oil price increases scope for such economies is significant in 

What is more, the factors which had a the short-run but limited in the long run Assessment of Export 

favourable influence on the balance of and, beyond a point, curbs on the growth Performance 

payments the first time around waned m in imports would also curb investment 

their impact For one thing, there was a thereby leading to a scarifice in terms of The first decade of planned economic 
substantial squeeze on foreign aid program- output Hence, exports, which create the development in India witnessed a stagnation 

mes which led to an increasing reliance on capacity to import, are essential to sustain m export earnings India’s export perfor 

expensive commercial borrowing in interna- the growth process in the economy But that mance during the 1960s constituted a 

tiona) capital markets For another, there is not all It is imperative that foreign ex- distinct improvement as exports registered 

was a sharp and continuous decline in net change earnings derived from increased ex a growth of a little more than 4 per cent per 

invisibles (excluding transfer payments) ports should finance the payments deficit annum in terms of both value and volume 
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Over these two decades, however, there w«s 
a phenomenal expansion in world trade, 
which meant that India’s share in world ex¬ 
ports devtined continuously throughout the 
period from about 2 per cent in 1950 to 1 
per cent in 1960 and 0 65 per cent in 1970 4 
During the 1970s, India’s export perfor 
mance was clearly better than in the earlier 
decades as the average growth in exports 
reached a level of more than 6 per cent per 
annum in terms'of volume and nearly 16 per 
cent per annum in terms of value Yet, 
India’s share in world exports continued to 
decline and, despite a period of stability in 
the mid-1970s, dropped to its lowest level 


Tabi e I Trends in Indus Exports 
(In current prices at current exchange rates) 


Ifear 

Rupees 

Million 

US $ 
Million 

SDRs 

Million 

1970-71 

15352 

2031 

2031 

1971 72 

16082 

2157 

2102 

1972 73 

19708 

2540 

2313 

1973 74 

25234 

3232 

2660 

1974 75 

33288 

4184 

3444 

1975 76 

40263 

4666 

3894 

1976 77 

51427 

5755 

4969 

1977 78 

54079 

6316 

5322 

1978 79 

57260 

6980 

5489 

1979-80 

64184 

7924 

6092 

1980 81 

67107 

8484 

6594 

1981 S7 

78059 

8702 

7553 

1982 81 

88033 

9104 

8334 

1983 84 

97707 

9449 

8931 

1984 85 

118552 

9972 

9935 

1985 86 

110120 

9000 

8521 


Note 1 he rupee values have been convened 
into US dollars and SDRs on the basis 
of annual average conversion factors 
compiled by the Reserve Bank of 
India 

Source DGC1 and S, Calcutta 


ot 0 42 per cent in 1980 3 A significant pro¬ 
portion, but not all, of this decline was 
attributable to the increased value of world 
trade in fuels 6 Although there has been a 
marked deceleration in the rate of export 
growth since 1980, it is worth noting that 
India has managed to maintain, even 
marginally recover, het share in world ex¬ 
ports during the first half of the 1980s, at 
a level somewhat less than 0 5 per cent, 
perhaps because of the ntar-stagnation in 
international trade flows 

In contrast with the earlier period it >s 
rather difficult to interpret the trends in ex¬ 
ports since 1970 tor two reasons First there 
was a sharp acceleration in the rates of in¬ 
flation and, second, the world economy 
moved from a system of fixed exchange 
rates to a regime of floating exchange rates 
Therefore, data on the value of exports in 
terms of current prices, at current exchange 
rates, are somewhat deceptive In an 
attempt to resolve this problem. Table 1 
outlines the trends in exports since 1970 not 
simply in terms of current rupee values but 
also in terms ol ihc foreign exchange value 
measured m terms of US dollars and in 
terms of SDRs, the latter is perhaps a bet 
ter numeraire The data on the trend in the 
volume index, as also (he average unit value 
index of expoits, since 1970 are presented 
in I able 2 To facilitate a comparison ihc 
trends in the dollar value, the SDR value 
and the volume index of Indian exports ai e 
outlined in Figure A 

At an aggregate level India s export per 
toi mance during the period under review 
reveals two discernible phases in terms of 
growth Any temporal line drawn in this 
manner is always likely to be arbitrary, but 
the trends outl.ncd in Table 1 and Figuic 
A suggest that 1977 78 icpresents a water 


shed Hence, it is useful to divide the span 
of fifteen years into two sub-periods 
1970-71 to 1977 78 and 1977-78 to 1984-85 
A computation of average annual rates of 
growth, the results of which are set out in 
Table 3, confirms the sharp deceleration m 
export growth whether measured in terms 
of the rupee value, the dollar value, the SDR 
value or the volume index It appears that 
the average annual rate of growth m exports 
during 1977 78 to 1984-85 was half of what 
it was during 1970 71 to 1977 78 In 
retrospect, it would seem that the unprece¬ 
dented export growth in the period until 
1977 78 represents a # departure from, 
whereas the export growth thereafter broadly 
conforms to, the earlier trend in exports 

The picture of deceleration in export 
growth would be far more pronounced if 
1985 86 is taken as the end point in this ex 
ercise, for it witnessed an absolute decline 
in exports over the preceding year as exports 
of crude oil dropped verv sharply on tc 
count ot the development ot refining capacity 
for Bombay High crude within India In 
older to place India’s export performance 
in perspective, it would be more appropriate 
to consider the trend in non oil exports dur 
mg the 1980s Exports of crude oil registered 
a spectacular growth starting in 1981 82 
because of a mis match between domestic 
production and domestic refining capacity 
This was associated with swaps in the world 
market and matching imports of crude oil 
and petroleum products It was obviously 
a transient phenomenon which could not 
provide a sustained basis for export giowth 
and, as expected, 1985 86 witnessed a slump 
in oil exports Table 4 which outlines the 
trend in txports excluding crude oil and 
petroleum products, since 1980 81, shows 
that there was a near stagnation in the dollar 
value of non oil exports (paitly attiibutable 
to the appreciation of the US dollar), 
whereas the growth in the SDR value as also 
the rupee value of non oil exports was much 
less than the growth in the corresponding 
figures for total txports It would 
therefore, be reasonable to infer that the 
figures in Table 3 possibly underestimate the 
de Jacio deceleration in export growth 
during the period since 1977 78 

On balance, there can be little doubt that 
India’s export performance since 1970 has 
been distinctly better than it was in the 
preceding decades At the same time, it is 
clear that this performance is simply note 
enough when considered in relation to the 
needs of the economy and indeed poor when 
placed in the international context 

The evidence presented in Table 5 shows 
that, except for a brief period m the early 
1970s, export performance was on the whole 
adequate until 1977-78 when we consider it 
in the context of the import bill, the current 
account deficit in the balance of payments 
and the burden of debt servicing Since then, 
there has been a steady deterioration as the 


Tabi e 2 Index Numbers of Indias Exports 


Year 

Series A 

1968-69 -- 100 

Series B 

1978 79 -100 


Volume 

Unit Value 

Volume 

Unu Value 


Index 

Index 

lndc< 

Index 

1970 71 

1060 

106 0 

58 9 

45 1 

1971 72 

107 0 

108 0 

59 4 

46 0 

1972 73 

1200 

120 0 

667 

51 1 

1973 74 

125 0 

146 0 

69 4 

621 

1974 75 

HI 0 

181 0 

73 9 

77 9 

1975 76 

147 0 

197 2 

81 7 

819 

1976 V 

174 2 

210 3 

96 8 

89 5 

1977 78 

167 7 

215 8 

93 2 

100 3 

1978 79 

1 7 9 6 

214 1 

1000 

100 0 

1979 80 

199 4 

216 2 

106 2 

105 4 

1980 81 

185 5 

266 0 

108 1 

108 5 

1981 82 

198 2 

291 6 

1101 

124 1 

1982 81 

2101 

310 2 

1167 

132 0 

1983 84 

201 4 

354 8 

1110 

1510 

1984 85 

217 8 

197 1 

1210 

169 0 


Notes (i) Scries A was compiled until 1979 80 and the index numbers for the period thereafter 
have been obtained b\ using a simple aggregate conversion factor 
(it) Scries B was started in 1980 81 and the index numbers for the period before then 
have been computed by using a more accurate linking factor which makes the figures 
more comparable 
Soune DGCI and S, Calcutta 
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capacity of export carnmgs to finance the 
import bill has been in the range of 50-60 
per cent during the 1980s The size of the 
current account deficit as a proportion of 
export earnings has been in the range of 25 
per cent ever sir. e 1980 81 and reached a 
high level of 45 per cent in 1985 86 The 
burden ol debt servicing m relation to cx 
port earnings has been manageable dunng 
the eaily 1980s, but it provides cause for 
concern at almost 30 per cent in 1985 86 par 
ticularlv as it is likely to rise further 
Tabic 6 compares India s export ptrfor 
mance since 1970 with that of Argentina 
Biazil, China Hong Long Malaysia, 
Mexico and South Korea This group in 
eludes not only the Fast Asian NICs but also 
the large semi mdujtrialised economies of 
Latin America and the continental economy 
of China The figures in the table tell a sad 
story In 1970, India’s exports of approx 
imatciv $ 2 billion were only slightly lower 
than the exports of Brazil China and Hong 
Kong but significantly higher than the ex 
ports of the others The disparity in the ex 
port performance of these countries ( did in¬ 
crease thereafter but was not so large until 
the mid-1970s By the mid 1980s, apart 
from Argentina whose export performance 
was roughly at par with that of India, the 
other countries had forged way ahead and, 
by 1984, the dollar value of their exports 
was at least double, indeed in most cases 
nearly treble, the level of exports attained 
by India It may be argued that the small 
East Asign economies, such as Hong kong 
and South Korea, are somewhat special or 
that exports of crude oil and petroleum pro¬ 
ducts are responsible for the export perfor¬ 
mance of Mexico and, to a lesser extent, of 
China, or that the export performance of 


Brazil has been coaxed bv the debt burden 
squeeze, but none of this can take away 
from the fact that India’s export pcrfoi 
mance when placed in the international 
context is poor indeed 

111 

AnalxMA of Export Trends 
Sine. 1970 

flic evidence presented in the preceding 
discussion revealed that, during 1970 71 to 
1977 78, the aui igc annual iate of growth 
in export earnings was 20 3 pci cent in terms 
of rupee v dues, 17 8 per cent in terms ol 
dollar values and 15 3 per cent in terms of 
SDR values as compared with 11 0 per cent 
6 I per cent and 9 4 per cent respectively 
during 1977 78 to 1984 85 The rapid export 
growth in Iht Inst period was attributable 
to a very significant increase in the volume 
of exporrs (58 ptr cent) and an even greater 
increase in the unit value of exports (122 per 
cent) between 1970 71 and 1977 78 1 his is 
confirmed by the data m Table 2 which 
outlines the trend in the volume index and 
the unit value index of exportv TJnfor 
tunateiy, the data on index numbers are 
available only until 1983-84 All the same, 
it is clear that the sharp deceleration in 
export growth in the second period was, 
almost as an analogue, attributable to a 
much smaller increase m the volume of ex 
ports (30 per cent) and a marked slowdown 
of the increase in the unit value of exportv 
(68 per cent) between 1977 78 and 
1984-85 1 

The discussion so far has confined itself 
to an aggregate view Let me now consider 
how these overall trends relate to export per 


formancc at a disaggregated level in terms 
of values volumes and composition 
Table 7 outlines the movements in the 
rupee value ol Indus principal exports 
which taken together accounted for more 
than 80 per cent ol total export earnings 
thioughout the period under review It 
reveals that the lands wire rather complex 
and export performance varied significantly 
from sector to sector Nevertheless, a careful 
cximinaiioii of the data reveals the follow* 
mg cate got tes of exports (a) rapid and 
continuous growth throughout fruits and 
vegetables non ore chemicals and allied 
products gem and jewellers, carpets and 
clothing <b) steady giowth until una 1980, 
with occasional spurts, but stagnation or 
decline thereafter marine products, leather 
and leather manufactures, handicrafts, 
metal manufactures and machinery and 
transport equipment, (c) rapid growth until 
1977 7 8 and near stagnation the real ter tea, 
cotlcc tobicco cashew kernels and 
spices " (d) periods ol growth interspersed 
with peiiodc of stagnation jute manufac¬ 
tures inel cotton textiles (the former 
characterised by sharp fluctuations yvhile the 
latter reveals a discernible upward trend), 
(c) sharp 1 iticitiittons with no trend 
whatevu stigat rice oilcikcs raw cotton, 
non mid vied ind toi want ol a better 
catcgoiv ciudc ml and pen oleum products, 
most ol which can perhaps he characterised 
as lair wciihu txpoits that did, m their 
respective peak vc irs nuke a significant 
contribution to tlu growth in exports 
Ihtsc trends in the tupec value of prin¬ 
cipal txporis in ciirrcni prices and at current 
exchange rates m tv be deceptive because of 
tlu in flat ion and the dcpicciation implicit 
m the fiLiircs In an atlernpi to circumvent 
this pioblem I able 8 picsents the available 
evidence on the trends in the volume of ex¬ 
ports since 1970 in tcims of index numbers 
loi commodity gioups at the SIK one-digit 
level li reveals much clearer trends (t) a 
rapid volume growth in exports ol primaty 
commodities (SITC 0 2 ind 4) until 1976-77 
and stagnation or decline thereafter, (it) a 
moderate volume growth nf exports of 
domestic lesourcc based in mufaefurts 
(SIK 6) untif 1977 78 conetnir tied mostly 
in the mid 1970s with stagn uion followed 
by decline thereafter (in) i steady volume 
growth in exports ol'chunicils and allied 
products (SI K 5) miscclUneous manufac 
lured articles (SIK 81 mid to a lesser ex¬ 
tent machinery and transport equipment 
(SIK 7) throughout the period under 
review but except for chemicals slackening 
in the 1980s and (iv) a diamatic volume 
growth in exports of fuels during the early 
1980s 

Table 9 which outlines ihe percentage 
contribution of the commodity groups (af 
SI 11 one digit level) in total export earn 
mgv reflects the trends described above 
1 he share of primary commodities in total 
exports declined from 47 per cent in 1970-71 



AS HU. CORPS! 2316 


Annual Number May 1987 


ECONOMIC AND POLITICAL WEEKLY 


Tomorrow begins today 


I i 
/1 
/ 



\ 


i f ^ ?■' 


The business that is Hindustan Lever is 
today over a hundred years old 
Consumer produrls have made the 
Company s name a household word It is 
now movmq in a new direction from the 
consumer s home to the core sector of 
India s economy 

Directions for growth 

Today s emphasis is clearly on the high 
tech areas of national priority Over 60 
per i enl of Hindustan Lever s investment 
in fixed assets represents core sector 
business including industrial and 
agricultural chemit als 

Using science with sensitivity 

The Company s R & D Centre has built 
over a quarter i entury o( invaluable 
know how attuned to the country s 
needs Its achievements include 
technology lor use of unconventional oils 
m the manufacture of triglycerides lo 
replace imports a chemical that 
enhances photosynlhetic efficiency of 
food crop plums detergent actives from 
renewable sources and processes for 
upgrading sal tor a higher value added 
product The Centre is now engaged in 
research into plant genetics and 
immunology both regarded as frontier 
areas in the field of biotechnology 

Products made in India for the world 

Hindustan Lever earned for the country 
Hs 84 crore in foreign exchange in 
1985 Its expoits to over 40 countries 
rround the world in the last five years 
llone amounted to Rs 360 c rare 

A Company of people 

Hindustan Lever is a Company ol people 
committed to professional excellence 
people who have made tomorrow begin 
today 
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to 41 per cent in 1977-78, mostly on account 
of the drop m the share of raw materials, 
it stayed at this level until 1980-81 but 
returned to its earlier level of 47 per cent 
in 1984-85 as the share of fuels rose to 15 
percent The share of manufactures m total 
exports registered a corresponding increase 
from 53 per cent in 1970-71 to 59 per cent 
in 1977-78, thus sustaining the rapid growth 
in exports during the period, it stayed at this 
level until 1980-81, but dropped to 53 per 
cent again in 1984-85 There can be little 
doubt, however, that there was a steady in¬ 
crease in the share of manufactures in non 
fuel exports More important, perhaps, 
there was a discernible change in the com¬ 
position of manufactured exports 
In the period 1970-71 to 1977-78, the share 
of resource-based manufactures (SITC 6) in 
total exports remained stable at around 40 
per cent but declined thereafter to a level of 
about 30 per cent by 1984-85, which means 
that the growth in these traditional exports 


Tabie 3 Average Annuai Rausoi Growth 
oi Ex BORIS 


Total Exports 

1970 71 
to 

1977 78 

1977 78 
to 

1984 85 

1970-71 

lo 

1984 85 

Rupee value 

203 

110 

14 4 

Dollar value 

17 8 

61 

12 0 

SDR value 

15 3 

94 

119 

Volume index 

, 75 

3,2 

54 


No/e? (i) The average annual rates of growth 
have been calculated by fitting a 
semi log linear regression equation 
log X - a + bt, where X repre 
vents the value or volume of cx 
ports and estimating the values ol 
b' 

(u) The rates of growth in the volume 
of exports have been calculated 
from Series A in Table 2 The use 
of Series B yields almost identical 
results 

Source lable 1 and lable 2 


Table 4 Thl Value of Indias Non Oh 
Exports during thf 1980s 
(In current prices at current exchange rates) 


Yeai 

Rupees 

Million 

US $ 
Million 

SDRs 

Million 

1980 81 

66858 

8452 

6569 

1981 82 

75810 

8452 

7305 

1982 83 

75677 

7826 

7164 

1983 84 

81826 

7914 

7479 

1984 85 

100323 

8439 

8407 

1985 86 

103590 

8467 

8016 


Notes (i) The above figures exclude exports 
of both crude oil and petroleum 
products 

(n) The rupee values have been converted 
into US dollars and SDRs on the 
basis of annual average conversion 
factors compiled by the Reserve 
Bank of India 

Sourer DGCl and $, Calcutta 


of manufactures did not even keep pace with 
the much slower growth in total exports 
during 1977-78 to 1984-85 v In sharp con 
trast, the contribution of miscellaneous 
manufactured articles (SITC 8) to export 
earnings registered a continuous increase 
throughout the period under review from 5 
per cent in 1970-71 to more than 12 per cent 
in 1984 85 10 The share of machinery and 
transport equipment (SITC 7) in total 
exports also increased from about 5 per cent 
in 1970 71 to nearly 8 per cent in 1980 81, 
but declined thereafter as these exports 
experienced a stagnation in value and a 
decline in volume The steady growth in 
exports of chemicals (SITC 5), in terms of 
both value and volume meant an increase 
in their relative share particularly after 
1977 78 as the giowth in total exports slowed 
down 

What were the factors underlying these 
trends in exports’ Given the diverse 
commodity composition, it is obvious that 
a complete analysis ol export performance 
should be based on a systematic study of the 
underlying factors at a disaggregated level 
Such an approach however, would require 
more than a paper and is beyond the scope 
of the present exercise Instead, I shall 
attempt to provide a brief explanation of 
India’s export performance during the 
period under review, at a macro-level, mak¬ 
ing a distinction between external factors 
and domestic factors 

Consider, fiist the period ot rapid growth 
in exports from 1970 71 to 1977 78 In my 
view, there were ihrec sets ol external fac 
tors which had a very significant favouiable 
impact on export performance during these 
yeais hirst, there was a remarkable expan 
sion in world trade, which was associated 
with an increase in world import demand for 
most of India's exportables Second, there 
was a boom in the prices of primary com 
modules, which lead to a sharp increase m 
average unit values realised for exports 
Third the oil price increases led lo the 
emergence ol new markets in the oil 
exporting countries which constituted a net 
addition and in response, the share ol 
OPEC in Indus total exports rose from 
about 6 per cent in the early 1970s to more 
than 17 per cent in 1977-78," representing, 
in one sense a recycling of petro dollars 

These external developments coincided 
with a set of domestic factors within the 
economy which also provided a boost to 
exports Beginning in 1974 while the world 
economy experienced high rates of inflation, 
domestic prices in India registered relatively 
little increase 1 his was, to a significant tx 
tent, the result of a few good harvests and 
an improved performance of the agricultural 
sector, but it was also a consequence of the 
macro-economic squeeze in the mid 1970s 
arising out ol a concern about the balance 
ot payments deficit and the fear of inflation 
The differential rates of inflation meant that 


the unit value index for exports rose mud 
faster than the domestic wholesale pft© 
index, whether for primary commodities a 
manufactured goods, during 1970-71 M 
1977 78, although the difference was fhl 
more pronounced after 1974-75, 11 Then 
can be little doubt that this trriproved tht 
relative profitability of exports 

Over the same period, starting in 197Q[ 
there was a steady depreciation ui tht 
exchange value of the rupee, brought Out 
clearly by Figure B, m terms of both the US 
dollar and the SDR The data in Ihble IC 
show that this yielded a continuous deprsda* 
lion in the nominal effective exchange tuUj 
of the rupee throughout the 1970s u Given 
the lower rate of inflation at home as com* 
pared to the outside world, this also meant 
a sharp downward movement in the real ef¬ 
fective exchange rate of the rupee from 1974 
to 1979, once again reflecting the improved 
relative profitabilny of exports The trendi 
in the nominal and real effective exchange 
rate are highlighted in Figure C While the 
depreciation of the rupee was a contributory 
factor, it is worth noting that the turning 
points in export performance, whether ac¬ 
celeration or deceleration did not quite 
follow the lead of movements in the ex¬ 
change rate 

The rapid growth in exports was concen- 
tiated in the quinquennium 1972-73 to 
1977 78, where the volume index for exporta 
peaked in 1976-77, while the unit value in¬ 
dex for exports peaked in 1977-78 The 
growth tn exports of primary commodities 
was a consequence of the growth in agri¬ 
cultural output, an adverse movement in the 
inter sectoral terms of trade at home; and 
the sharp rise in world prices The growth 
in exports of manufactured goods, on the 
other hand, was a consequence of sluggish 
domestic demand and the persistent quasi- 
stagnation in the industrial sector, which 
made export sales an attractive proposition 
at the margin 14 when combined with the 
higher relative profitability of exports 

It would seem, therefore, that the im¬ 
pressive growth in exports until 1977-78 was 
attributable to an unusual combination of 
external and internal factors What accounts 
tor the deceleration in export growth since 
then’ In my view, the changed situation in 
the sphere of external factors constitutes an 
important part of the explanation The rapid 
expansion in world exports continued 
through (he late 1970s, but the first half of 
the 1980s witnessed a near stagnation m 
international trade flows In sharp contrast 
with the earlier phase, (here was also a 
discernible softening of commodity prices 
in world markets At the same time, the 
economic expansion in the oil-exportmg 
countries slowed down during the 1980s, and 
the recent slump in oil prices is likely lo have 
serious consequences 15 It would not be sur¬ 
prising if these developments in the world 
economy, taken together, had an nn- 
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CROMPTON GREAVES- 
WHERE POWER IS. 


For nearly three quarters of a century 
Crompton Greaves products have been 
propagating the power of electricity 
To customers all over India and in 
70 countries From giant projects to 
the smallest factory From spi.tw'mg 
fields to hospitals, hotels and home 
Wherever the power of electricity is 
generated, tamed and homes.,ed 

Our expertise and competence mean 
an extensive line of wot Id rlas* 
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favourable impact on India’s export perfor¬ 
mance in the later phase, particularly in the 
period since 1980 

As we know, however, the turning pdint 
in export trends came earlier, during the late 
1970s, the explanation for which is to be 
found m the realm of domestic factors For 
one thing, the rate of growth of agricultural 
production dropped sharply after 1977-78, 
and showed signs of revival only as late as 
1983 84, which possibly accounts for the 
stagnation or decline in the volume of 
exports of primary commodities as also 
domestic resource-based manufactures For 
another, there was a revival in the levels of 
investment and output in the industrial sec¬ 
tor, particularly in manufacturing, which 
began in the late 1970s and picked up fur 
ther in the early 1980s The consequential 
increase in ihe domestic demand for m 
dustrial goods probably meant that, for 
individual firms, manufactured exports as 
a means of recovering vanable-costs-plus 
were no longer worthwhile This is perhaps 
borne out by the fact that, except for 
chemicals, the growth in manufactured 
exports was sustained only through products 
such as gems and jewellery where the entne 
output is exported, or clothing, carpets and 
handicrafts where production for the export 
market is, for all practical purposes, 
separated from production for the home 
market Apropos domestic factors, Ihe story 
about the turning point in export perfor¬ 
mance is complete once we note that the 
remarkable price stability of the mid 1970s 
gave way to substantial price increases in 
1979 80 and 1980-81 whtreafter the inflation 
rate become moderate Al the same time, 
however, inflat ion m the world economy had 
dropped to much lower levels Consequently, 
there was an erosion in the relative pro 
fitability ot exports as compared with the 
earlier phase of domestic price stability and 
rapid export growth Thus, the slow down 
in export growth, which began with these in 
ternal lactors in the late 1970s, persisted m 
the 1980s as tht adverse impact of external 
factors also came into operation 

IV 

Impart of Export Promotion 

The regime of export promotion polieies 
in India performs two basie roles first it 
seeks to provide eompensation for disincen 
tives impheit in domestie economie policies 
and, second it attempts *o provide an mcen 
uve for produet and market development 
Its principal components are the duty 
drawback system, cash compensatory sup 
port, an interest subsidy on export credit, 
fiscal concessions on exports, and the lm 
port policy for exports It would mean too 
much of a digression to enter into the 
analysis of the regime and its impact on 
export performance, particularly as it has 
been discussed at length elsewhere t6 For 


our purpose in this essay, it would suffice 
to sketch a profile and highlight rough orders 
ol magnitude so as to examine how the 
policy framework influenced export trends 
since 1970 

(a) The duty drawback svstem endeavours 
to reimburse exporters for tariffs paid on im¬ 
ported raw materials or intermediates and 
central excise duties paid on domestic inputs 
that enter mlo export production While we 
do not have data on the actual value of 
exports eligible for it, the duty drawback 
disbursed on an average, amounted to ap 
proximate!} 2 4 per cent of the fob value 
of total exports over the period 1973-74 to 
1981-82, but this proportion dropped to a 
level ol about 1 4 per cent in the subsequent 
years ot the earl) 1980s' 1 as the import 
pobev enlarged tht access to duty-free im 
ports for export production 

(b) Cash compensatory support (CCS) is 
a phrase used to describe cash assistance, in 
effect a subsidv, specified as a proportion 
of the lob value of exports for selected 
products It has been estimated that two 
thirds to three-fourths of CCS is simply a 
compensation for unrebated indirect taxes 
which are not reimbursed through the duty 
drawback system while the rest of it is an 
incentive for product and market develop¬ 
ment 18 The proportion of total exports 
eligible for CC S rose from about 20 per cent 
in the early 1970s to a little more than 40 
per cent in the early 1980s The rates of CCS, 
as a proportion of the t ob value of exports, 
for most of the eligible commodity groups 
ranged from 5 to 15 per cent 19 On an 
average; the total CCS disbursed, during the 
period 1974 75 to 1983 84, added upto ap 
proximately 12 per cent of the fob value of 
exports eligible for it, over the same period, 


as shown in Table 11, the total CCS dis¬ 
bursed amounted to about 5 per cent of the 
fob value of total exports 

(c) In keeping with the practice m moat 
other countries of the world, export credit 
is made available at a concessional interest 
rate During the period under review, the 
commercial banking system provided pre- 
shipment and post-shipment credit, for 90 
and 180 days respectively, at a concessional 
rate of 12 per cent per annum, for which it 
received an interest subsidy from the govern¬ 
ment at the rate of I 5 per cent per an¬ 
num 20 of course, a part of the cost was 
also borne by commercial banks in terms of 
interest forgone 1 he total resource cost of 
subsidising export credit, hence the implicit 
benefit lor the export sector was the 
equivalent ot 0 5 per cent ot the fob value 
of total exports 21 

(d) Ever since the early 1960s, the regime 
of fiscal concessions for exports has pro 
vided income tax rebates related to export 
earnings in one way or another, the form has 
changed on several occasions but the sub¬ 
stance has not In the first half of the 1980s, 
1 per cent of the fob value of exports and 
5 per cent of the mcremential export 
turnover as compared to the preceding year 
was deductible Irom taxable income 22 
Assuming that the average rate of income 
tax paid by exporters was 50 per cent and 
that the average rate of growth in exports 
was 10 per cent per annum (a reasonable 
approximation of the actual figures), the 
subsidy equivalent of this concession, in 
ttrms of revenue forgone, works oul at 0 75 
pei cent of the fob value of exports 

(e) The import policy allows special 
facilities for exporters to provide them access 
to importable inputs at world prices 21 The 
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system of import replenishment licences 
(REP), which are related to the fob value 
of exports, is, in large part, a facility insofar 
it enables exporters to import inputs 
where the domestic substitutes are not ade¬ 
quate in terms ol price, quality or delivery 
dates, it is also, in part, an incentive insofar 
as there is a premium on those REP licences 
that are transferable The replenishment 
rate and the sangc of items importable on 
a REP licence is a function of the import 
content of export production There are two 
mam categories of licences in the import 
replenishment regime First, there are REP 
licences for registered exporters which are 
issued ex post, after exports have been ship¬ 
ped, where the licence as also the goods im¬ 
ported are transferable in the market place 
Second, there are REP licences such as duty¬ 
free advance licences and imprest licences 
which are issued ex ante, in anticipation of 
export production, and cannot be sold in the 
market as they are non-transferable. During 
the period under review, at least two-thirds 
if not a higher proportion of total exports 
were eligible for import replenishment 
facilities 24 The data in Ihble II show that 
the total value of REP licences as a propor¬ 
tion of the fob value of total exports rose 
Irom a mere 6 per cent in 1973-74 to almost 
24 per cent in 1983-84, and much of this in¬ 
crease occurred in a relatively short period 
during the late 1970s We can infer that as 
a proportion of the fob value of exports 
eligible for these facilities the corresponding 
figures rose from around 10 per cent to 
about 35 per cent Over the same period, the 
proportion of ex ante non transferable 
import licences in the total value ol REP 
licences increased from a negligible level m 
the early 1970s to almost half in the early 
1980s 2 ' 

It is exceedingly difficult to provide a 
quantitative assessment of the incentive im¬ 
plicit in the market premium realisable on 
import replenishment licences because the 
proportion of the transferable REP licences, 
as also the premium thereon, varied signi¬ 
ficantly across sectors and over time At a 
macro-level, we can only guess at broad 
orders of magnitude on the basis of some 
plausible assumptions Let us assume that 
(I) m the early 1970s (i) the average market 
premium on REP licences was 50 per cent, 
and (u) all REP licences were transferable 
and sold, (2) in the early 1980$ (i) the average 
market premium on transferable REP 
licences was 20 per cent, and (u) all the 
transferable REP licences, which accounted 
for half the total in terms of value; were sold 
while none of the non transferable REP 
licences were In my judgment, these 
assumptions represent a reasonable approx¬ 
imation of reality 26 The implicit subsidy 
Multivalent then works out at 5 2 per cent of 
fob value of exports eligible for REP 
^dhties or 3 5 per cent of the fob value of 
tbtal exports during the early 1970$, and 3 5 
per cent or 2 3 per cent respectively during 


Figure c Nominal and Real effective Exchange Rate 

of the Rupee (1975 = 100) 



□ NEER + REFR 


the early 1980s 27 It is worth noting that 
there was no similar decline or even change, 
in the implicit subsidy equivalent over the 
period under review if it is measured as a 
proportion of the net foreign exchange ear¬ 
nings derived from exports rather than the 
gross fob value of exports 21 It needs to be 
stressed, however, that these estimates are, 
at best, a crude aggregate measure of the 
export incentive implicit in import policy 
which cannot claim any precision 
The preceding paragraphs have attempted 
to assess, m quantitative terms, the signi¬ 
ficance of the export promotion regime, 
while Tkble 11 outlines the available evidence 
on the resources and facilities provided to 
the export sector over the decade 1973-74 to 
1983-84 This brief assessment leads to three 
conclusions First, the assistance provided 
through the duty drawback system, cash 
compensatory support, the interest subsidy 
on export credit. Fiscal concessions on 
exports and the import policy for exports, 
taken together, added upto a little more than 
10 per cent of the f o b value of total exports 
during the period under review, if we assume 
that, on an average, exports eligible for such 
assistance contributed two-thirds, or one- 
half, of total export earnings, 211 it can be in¬ 
ferred that the subsidy implicit in the export 
promotion regime added upto somewhat 
more than 13 per cent, or at the outside a 
little more than 20 per cent, of the fob value 
of eligible exports 30 Second, it would ap¬ 
pear that there was little; if any, change in 
this subsidy equivalent of export promotion 
over the period under review, the incidence 
of CCS may have been smaller in the early 
1970$, as compared with the early 1980$, but 
the incentive implicit in import policy mi 
correspondingly huger Third, itlsquhe clear 


that a significant portion of the regime of 
export promotion policies, at least three 
Fifths of the implicit subsidy, sought to com 
pensate the sport sector for the competitive 
disadvantage arising out of domestic 
economic policies, the element of incentive, 
at most two-fifths of the implicit subsidy, 
was less important in quantitative terms 31 

How did this regime of sport promotion 
policies influence sport trends m the period 
1970-1985'’ Insofar as such policies compen¬ 
sated for, or offset, disincentives implicit in 
other domestic economic policies, ceteris 
paribus, it is plausible to argue that their 
presence should have increased the com¬ 
petitiveness of Indian sports just as their 
absence would have decreased competi¬ 
tiveness thus affecting sport performance 
However, it is important to recognise that 
there were no significant qualitative or even 
quantitative changes in this regime during 
the period under review, most of the changes 
were in the nature of marginal variations 
which could not, by themselves, have led to 
any departures from the trend in sports 
Therefore, m my judgment, the substantial 
difference between sport performance in 
the period 1970-71 to 1977-78, as compared 
with 1977-78 to 1984-83, cannot be splained 
in terms of the sport promotion policies 
alone. 

It would be reasonable to ask if there is 
a satisfactory explanation in the wider con- 
tst of the policy framework, which con¬ 
siders the possible impact of import liberali¬ 
sation and exchange rate depreciation on s- 
port trends since 1970 I think not Although 
several economists have advocated a liberali¬ 
sation of the trade regime and an adjustment 
in the exchange rate as an integral part of 
a policy reform that would, inter alia, lead 
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to a sustainable improvement in export per¬ 
formance, 12 such a belief is not confirmed 
by past experience and available evidence 
Consider the question of import liberali¬ 
sation and export performance The changes 
in the import-intensity of export production, 
during the period under review, are outlined 
in "fable 12 The data reveal a dramatic in¬ 
crease in the average import content of 
Indian exports Between 1972-73 and 
1984-85, it rose from 6 9 per cent to 23 5 ptt 
cent as a proportion of total exports and 
from 10 4 per cent to 35 5 per cent as a pro¬ 
portion of exports eligible for REP facilities 
Even if we exclude gems and jewellery, for 


which the import content was very high, 
these proportions, albeit lower, more than 
trebled and registered a slightly larger in 
ertase It must be recognised that this 
measure of import-intensity probably 
underestimates not only the level of but also 
the increase m the import content because 
it does not include imports under OGL, by 
exporters m the domestic tariff area or by 
exporters in the export processing zones and 
100 per cent export-onented units, which are 
likely to have increased significantly since the 
late 1970s ,3 Given the paucity of data, 
however, the estimates in "fable 12 provide 
a reasonable approximation 


It would seem that most of the increase 
m the import-intensity of exports, particularly 
if we exclude gems and jewellery, materialis¬ 
ed by 1980-81 and a substantial part of it 
was concentrated in the period 1977-78 to 
1980-81 In view of the fact that, apart from 
gems and jewellery, there was no noteworthy 
change m the product-composition of Indian 
exports, it would be reasonable to infer that 
the rising trend in import-intensity was 
largely attributable to import liberalisa¬ 
tion 14 What was its impact on export per¬ 
formance 7 Wie find that until 1977-78, when 
the import content of exports though rising 
was low, the growth in exports was un¬ 
precedented In sharp contrast, during 
1977 78 to 1984-85, when the import- 
intensity ot export production rose sharply 
to much higher levels, the growth m exports 
was sluggish The substantial import liberali¬ 
sation for exports, as also otherwise, appears 
to have done little for export performance, 
while it did obviously reduce the proportion 
of net foreign exchange earnings in the gross 
fob value of exports One possible expla¬ 
nation at a macro level is that progres¬ 
sive import liberalisation simply reduced 
the average market premium on tmpoit 
replenishment licences, so that an equivalent 
implicit subsidy would have required a 
higher import content It goes without say¬ 
ing that a reasonable access to imports of 
inputs capital goods and technology for the 
export sector is essential to ensure com¬ 
petitiveness in the world market Beyond 
such a point, however, experience shows that 
import liberalisation is neither necessary 
nor sufficient tor an improved export 
performance. 

Let us turn to the issue of exchange rate 
policy and export performance. The changes 
in the exchange value of the rupee, the 
nominal effective exchange rate (NEER) and 
the real effective exchange rate (REER), 
during the period 1970 1985, are outlined m 
Table 10 as also in Figures B and C The 
NEER depreciated throughout the 1970s, 
particularly from 1971 to 1975 when the 
rupee was pegged to the pound sterling and 
afloat, it was stable from 1979 to 1982 and, 
once again, declined sharply thereafter The 
REER depreciated very sharply from 1974 
to 1979, not so much because of conscious 
exchange rate policy” but because of the 


Tabie 5 India s Fxporis in Rflation id Scut ti d Mac ro E< onomic Vsriabus 


Year 

Exports as a 
Percentage of 
GNP 

Expotts as a 
Percentage of 
Imports 

Current Account 
Deficit (Surplus) 
as a Pcaentdge 
of 1 xporis 

rxtcmal Debt 
Servicing as a 
Percentage 
ol Lxporls 

1970 71 

42 

93 9 

16 

29 3 

1971-72 

41 

88 1 

25 0 

29 8 

1972 73 

46 

105 5 

128 

25 7 

1971 74 

47 

85 4 

144 

216 

1974 75 

5 3 

71 7 

194 

188 

1975 76 

6 1 

76 5 

ri» 

17 1 

1976 77 

72 

101 4 

(29 7) 

18 6 

1977 78 

67 

89 8 

(52 1) 

181 

1978 79 

66 

84 1 

1 0 

17 5 

1979 80 

67 

70 2 

1 7 

11 1 

1980 81 

59 

515 

24 7 

161 

1981-82 

60 

57 4 

29 7 

16 2 

1982 83 

61 

61 5 

26 1 

16 4 

1983 84 

57 

61 7 

21 2 

191 

1984 85 

63 

69 0 

24 1 

22 4 

1985 86 

52 

55 7 

45 4 

28 6 

Notes (i) The data on external debt servicing reported in the Economic Survey ’ are incomplete 
as (hey do not include amortisation and interest payments on account ot (a) drawals 
from the IMF, and (b) external commercial borrowing Tor the period 1970 71 to 
1979 80 debt servicing has been estimated by adding repurchases in transactions with 


the IMF For the period 1980 81 to 1985 86, the text of the ‘ Economic Survey ’, each 
year provides an aggregate figure for total debt servicing (including transactions with 
the IMF and external commercial borrowing) as a percentage of current receipts (e, 
port earnings plus gross invisibles), starting from absolute values for the latter 1 have 
estimated external debt servicing as a percentage of exports m the above tabic 
(u) The RBI statistics on balance of payments are available only upto 1984 85, and the 
figure for 1985 86 in the penultimate column is based on my estimate of the current 
account deficit 

Sources For data on exports and imports DGC1 and S C alcutta 

For data on GNP and external debt servicing Ministry of Finance, ‘Economic Survey”, 
various issues 

For data on the current account deficit (surplus) in the balance of payments RBI 
Bulletin, various issues 


Tabi f 6 Export Performance of Selected Developing Countries since 1970 
(In US S Billion at Current Exchange Rates) 



1970 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

Argentina 

177 

2 96 

3 92 

5 65 

640 

7 81 

8 02 

9 14 

780 

7 84 

8 11 

Brazil 

2 74 

8 67 

1013 

12 05 

12 66 

15 24 

2013 

23 29 

2018 

21 90 

27 00 

China 

2 31 

7 69 

694 

7 52 

9 75 

1366 

18 27 

21 56 

2191 

22 15 

24 98 

Hong Kong 

2 51 

602 

8 53 

963 

11 50 

15 15 

19 72 

21 74 

20 99 

21 95 

28 32 

India 

2 03 

4 36 

5 53 

6 36 

6 65 

7 85 

8 38 

8 37 

881 

8 71 

946 

Malaysia 

169 

3 83 

5 30 

609 

7 40 

1108 

12 95 

11 77 

12 03 

14 13 

16 49 

Mexico 

131 

299 

3 36 

4 29 

590 

8 82 

15 30 

20 04 

20 93 

21 01 

24 13 

South Korea 

084 

5 08 

7 72 

10 05 

12 71 

1506 

17 51 

21 25 

21 85 

24 45 

29 25 


Notr The figures for 1984 are obtained from IMF International Financial Statistics , June 1986 
Source UNCTAD, “Handbook of International 'Dade and Development Statistics”, 1985 
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Table 7 Trends in Indias Principal Exports since 1970 
(In Rs million at current prices) 


1 gmagagHSIKgg&egggfiSSSB » 

So Q© *3; t'O»ri’<ra\ri«»n*njNO«^Tn»N 30 Q 095 'O»'O vO rn 

a |52Sf!3:£S$S§g35SS*PsPiSS SS g 

OO — «N— — m — — m co c*-> m ^ — »oO—■ n N in oo 00 

2 —* r- oo 

oo nn^mQoONa-OtwO\flo-QtQflq-aHnooQ«^ m &s 

g *si22 S '°«S S =SS|*|qa r '3 = 22Sa « 

3 333g-S^38J RgSS8g5Is 5 

g us2 2 , ' = "af3S2saf;ss5 ,a sss2 5; N a 

? fSRsassasSsiesPSJsSgSjSKSSSS ^ 

^ vn n£ 

^»QCr<S'n®»OP'riQ2v^r;0'O^CI^2f5» # »0^»N n r* •O 

2 Si|S3£5SS2|s?Kgl|g|a8S; = 2: 3 S 3 

O' -Nf 

* r-^rN|v-»m«ao*ornr-r*-T^r^QO®s — — ol ^ r>i w-» ^ r- rr On On 

w6ior5^tS9^<5' nD S2" r ' £r r- ~ 

P = -c: s^RSS^SSS 00 52 ^ S? S 

ON ’’S' *“> 

2 gamg5e2g23S38g33g23S3S85 S 

C- rs»—. — — — fMrj-Mn^-npntN m 5 rr 


O' r- —•-^r-~Vir«-»0«''Jm NT 7< ro >0 Oi 00 v^i v© ©n r~- O' O O **■» 
vON©rnNPoor-r^r^r---Npm«or^*T»Ow-i^-ONNO^r i RfrNio v© 

r>i Nt — N N «N ^ <N — r>4 r4 ^ 


-'O^fNmtfOnr fSfNQjCMNOCO^ ^ 10 N .’T ^ ^ 

— Ooo©\—*m—•v©»o , ©or'4i*"»^t , '©N©aoior- *Q -*r oc 
w^oS -* — 'C m N >2 — O' 2 ^ vO O ^ r- ao —^ O ^ ^ —* 

-* -< ■*- rs n »N « — 


t OO-Nf ^ in N — t> rs o ON OO 
NONOOOirsr-^'^fOOr^ ^ 00 

&, r~ ao —~ O r *"» '“•'' *■*■» ■“ 
n fS ^ — r- rn 

rvi m 


‘Or~~ONOOO — WN 1^ Oi H 0»r^» 
rsirM-NfsO—> -; <N rs 5v « aors 
rsl r^i —. —• O 10 


mO-ao-;niriin'o55^r' , »2 ,f '® 1J0 f n ^ n ^ °g 

, ' N S® ir, 2 ,f,nv r;^i v1 *^® QO SrN-;^oo«fn C?P 
c*i ^ >© —■■ —« lo^r'OnwrNinro *t x 00 — ^ ^ — £© r^ 


- SPJQf S S SS = 


Trr*ir^r-^ = -<mr*-»e^)ONNOr- ^ r* 00 ^ 

"'OgjO^fimrMQ^nM^P'ao - OO 
'^t 1 — ^O^Oo\'Cn^r'Ti-" , ri O 


2P8S^8S?SP3!?sa*8SSiS581S £ K £ 

W v» m n — in-^rNOo^^ro^oov— n 28 rn 2 


li 

31 * 


cca 

S-bs JS = 

■3 S § | S 

1 & J! E 

i -S 2 “3 


ill 

“ &-T3 
■O V C 

c c <« 


s s S?3| 

£ 2S.-I -i-5 ™ 


n £ S 1 


lajsiliillissili 2 


AN »3 





Visit 

USSR TRADE SHOWROOM 

D-4, South Extension, Part-ll, New Delhi-110049 

Phone 6444371 

IN THE MUTUAL INTEREST FOR THE 
GROWTH OF INDO-SOV1ET TRADE 
SOVIET UNION EXPORTS ■ 

- POWER EQUIPMENT - OIL DRILLING, METALLURGICAL. 

MINING EQUIPMENT 

- TECHNOLOGICAL EQUIPMENT FOR DIFFERENT 
INDUSTRIES - MACHINE-TOOLS, FORGING AND PRESSING 
EQUIPMENT, BALL BEARINGS - ELECTRONICS AND 
COMPUTERS - AIRCRAFTS, HELICOPTERS - VEHICLES, 
CARS, SCOOTERS, CYCLES - TRACTORS, ROAD - 
BUILDING, AGRICULTURAL MACHINES - FISHING FLEETS, 
HYDROFOIL SHIPS - PRODUCTS OF INSTRUMENTS 

INDUSTRY 

LICENCES, KNOW HOW, NEW TECHNOLOGY - RAW 
MATERIALS - BOOKS, ALBUMS, POSTSTAMPS, DISCS 

You can advertise your goods in USSR through us. 

For derailed information pleaae contact * 

TRADE REPRESENTATION OF U.S.S.R. IN INDIA 

N«w D*lhl -21 Calcutta-27 

Plot No 6 & 7. Block 50-E Nyaya Marg. Chanakyapuri *7 Alipur Avenue 

Ph No 609145, 609406 Ph No 453214, 451829. 451830 

Bombay-26 Midraa-18 

Mittal Bunglow, Mahalaxml Temple Lane. Mahalaxml, 4, Cenotaph Road. Jeynampet 
Ph No 494-24-55. 494-24-57 494-24-58. 494-24-90 Ph No. 451-848. 450-503 


AN-84 
































economic and political weekly 


Annual Number May 1987 


lower rate of inflation m India as compared 
to the outside world, it appreciated signi¬ 
ficantly between 1979 and 1981, remained 
stabW thereafter at around the 1977 level, 
dropping once again m late 1985 36 
It has been argued that export perfor¬ 
mance during the period under review is 
closely talked to these movements m the 
exchange rate. 17 In my view, such arguments 
which oversimplify a complex reality are not 
convincing For one thing, it is futile to 
search for statistical causality through 
regression exercises, 38 and argue on a post 
hoc ergo propter hoc basis, because the fac 
tors which led to a depreciation of the REER 
may also have been responsible for the 1 m 
proved export performance For another, it 
is misleading to make point-to-point com 
pari so ns between exchange rate depreciation 
and export growth, 39 because the choice of 
years is an important determinant of these 
results As discussed earlier in the paper, the 
turning points in export performance did not 
quite follow the lead of movements in the 
exchange rate. The period of unprecedented 
export growth was 1970-71 to 1977-78, or 
1971-72 to 1976 77 in terms of volume, 
whereas the REER began to depreciate after 
1974 and continued to do so until 1979 when 
it reached its lowest level, if the impact of 
exchange rate depreciation is felt with a time 
lag the correspondence would be even less 
Thus, a comparison of export performance 
during I970-7J to 1977 78 and 1977-78 to 
1984-85 with movements in the REER does 
not reveal a systematic relationship, let alone 
account for any departure from, or a return 
to, the earlier trends Clearly, the deprecia 
lion of the rupee in real terms was a con¬ 
tributory factor insofar as it improved the 
price competitiveness or the relative pro¬ 
fitability of exports but, by itself, it cannot 
constitute an explanation for export perfor¬ 
mance which was influenced by a wide range 
of external and internal factors discussed 
earlier m the paper The point of my argu¬ 
ment is that one must learn to be sceptical 
about simple policy prescriptions which sug 
gest that an exchange rate adjustment is all 
that is necessary to resolve problems on the 
export front 40 


Constraints on Export Performance 

It is obvious from the preceding discus¬ 
sion that India’s export performance since 
1970 has been determined by a wide range 
of internal and external factors which af¬ 
fected the supply of, and the demand for, 
her exports While domestic economic 
policies in general, and trade policies in par¬ 
ticular, exercised a significant influence, it 
is misleading if not wrbng to suggest, as 
some economists have, 41 that the policy 
regime provides the main explanation of 
owrall export performance; Any systematic 
analysis of the trends in India's exports 


reveals the complexity of the process 
Indeed, given the diverse commodity com 
position and the complicated structure of 
policies, it is exceedingly difficult to 
generalise about the relative importance of 
internal and external factors which varied 
across sectors and over time Nevertheless, 
it is essential to distinguish between domestic 
and foreign constraints on export perfor 
mance, at least for the purpose of analysis 
and diagnosis if not prescription 
Available research on the subject clearly 
shows that the basic determinants of India’s 
export performance are to be found in the 
realm of domestic economic factors and 
policies 42 In my view, the domestic factors 
which constrain India s exports are the costs 
of production, the pressure of domestic 
demand and the infrastructural or sectoral 
supply bottlenecks which, coupled with non- 
pnce factors such as quality, have adversely 
affected the competitiveness of exports It 
is possible that domestic policies may have 
accentuated these problems m the period 
before 1970 and may not have done enough 
to alleviate such constraints thereafter To 
avoid repetition, I shall consider these issues 
in a skeleton manner as 1 have discussed 
them at length elsewhere 43 

(a) India’s competitiveness in the world 
market is, inter alia, dependent on export 
prices which, in turn are closely related to 
the costs of production in export industries 
The main determinants of costs are the 
prices of inputs which derive from the struc 
ture of costs in the economy, and the levels 
of productivity which are a function of the 
scale-of-output, the technology-in-use, 
managerial efficiency and labour skills 
India is often at a disadvantage in the world 
market because its costs of production, 
hence export prices, are higher than in com 
peting countries This is attributable in part 
to the higher prices of importable or non- 
traded inputs and in part to much lower 
levels of productivity,-to some Extent, the 
origin of both may he in the failure to realise 
economies of scale It is hardly surprising 
that such problems reduce competitiveness 
particularly in the sphere of manufactured 
exports While these constraints on exports 
are often perceived as a consequence of the 
management of the economy at a macro 
level, they are as much a consequence of the 
management of firms at a micro-level 

(b) A large proportion of India’s exports, 
whether consumer goods or intermediate 
goods, are exportables that enter into 
domestic consumption and use Oiven the 
relatively slow growth in output, the pressure 
of domestic demand squeezes the surplus 
available for exports and worsens the price 
competitiveness of exports There are two 
basic factors underlying the pressure of 
domestic demand First, the rapid growth in 
population leads to a rapid increase in 
consumption Second, the income elasticity 
of demand for most exportables is quite high 


in the domestic market In any case, the 
gigantic size of the home market means that 
even small increases m per capita consump¬ 
tion have serious repercussions on the sup¬ 
plies available for export Available evidence 
suggests that, for many exportables, domestic 
absorption has tended to increase faster than 
domestic production, and this has often con¬ 
stituted a dominant constraint on the 
possibilities of export growth, particularly 
in the sphere of primary commodities and 
agro-based manufactures where a significant 
proportion of the total output is exported 44 
Insofar as such a domestic demand pull im¬ 
proves the relative profitability of sales in 
the home market vis a-vis exports, it has a 
further adverse effect on export performance 

(c) infrastructural constraints in the 
economy at large and supply bottlenecks in 
specific sectors influence exports just as 
much as the performance of the economy 
Frequently enough, export supplies are 
restricted by the inadequate infrastructure 
or the noif availability of domestic and im¬ 
ported inputs at the right time While some 
scarcities directly affect competitiveness 
through higher input prices which are 
reflected in the costs ol production, other 
bottlenecks simply limit the output available 
for exports Such supply constraints are 
common enough m India and examples of 
how they constrain export performance 
abound 

(d) The competitiveness of exports also 
depends, to a significant extent, upon fac 
tors which are not reflected in prices In fact, 
non price factors such as quality and 
marketing have an important bearing on 
export performance This is particularly true 
for non traditional manufactured exports 
where the ability to compete in the world 
market is, m important part, a function of 
these non price attributes of exports 
Apropos quality, Indian exports have been 
constrained by failures on two counts the 
maintenance of quality control at any given 
point of time and the improvement of 
quality over a period of time the former has 
sometimes tarnished the reputation of 
Indian firms as reliable exporters, while the 
latter has often taken away the competitive 
edge from Indian exports, in the world 
market It is also possible to discern a serious 
constraint on export performance in the 
realm of marketing There has been little 
systematic effort to develop products or 
markets for exports so that, as a rule, India 
has attempted to sell what it produces rather 
than produce what it can sell What is more, 
the development of brand names, the im 
provement in designing and packaging, the 
execution of export orders in accordance 
with promised delivery-dates and the provi 
sion of an adequate after sales service, all 
of which are an integral part of success at 
exports, have simply not received the 
necessary attention 

(e) Many of these constraints were beyond, 
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the reach of policy, some others were, or 
could have been, alleviated by compensatory 
policies, a few may even have been accen¬ 
tuated by inappropriate policies the export 
promotion regime sought to compensate the 
export sector for the disincentives implicit 
in domestic economic policies largely by pro¬ 
viding access to importable inputs at world 
prices and reimbursing taxes paid on inputs 
that entered into export production, it also 
provided some incentives for product and 
market development This constituted a vast 
improvement over the discrimination against 
the export sector associated with the 
pessimistic neglect of exports during the 
1950s, and a rationalisation of the map 
propriate export promotion during the 1960s 
which concentrated attention on a narrow 
range of non-traditional exports while it 
neglected traditional exports and other 
promising new exports 41 All the same, 
given the level of tariffs on imports and the 
degree of compensation or incentive implicit 
m the gamut of export promotion 
policies, 44 it is likely that the effective 
exchange rate for import-competing produc 
tion was significantly higher than that for 
export production, even during the period 
under review Export performance may also 
have been influenced by the policy frame¬ 
work in its wider context Industrial policies 
which placed limits on capacity expansion 
or capacity creation may have pre-empted 
the realisation of scale economies or erected 
barriers to entry for new firms, thus increas¬ 
ing the degree of monopoly and creating an 
environment where thfcre was no pressure on 
manufacturers to reduce costs or improve 
quality The fiscal regime, which opted out 
of the difficulties associated with domestic 
resource mobilisation through direct taxes, 
relied more and more on indirect taxes, both 
import tariffs and excise duties, so that an 
escalation of costs across the-board was in¬ 
evitable given the cascading effect of such 
levies, and the export sector was not quite 
immune 


A study of past Indian experience con¬ 
firms that the factors outhned above have 
always acted as constraints on export per¬ 
formance. It is not as if these constraints 
vanished in the period 1970-71 to 1977-78 
It is simply that an unusual combination of 
internal and external factors, discussed 
earlier m the paper, neutralised their impact 
and led to a rapid growth m exports not 
witnessed before or after Obviously, it is dif¬ 
ficult to generalise because the relative im¬ 
portance of each factor, or the dominant 
constraint, can only be determined by sector 
specific analysis Nevertheless, in retrospect, 
it is clear that export performance m 
primary commodities and agro based 
manufactures (particularly in sectors where 
a significant proportion of output is ex¬ 
ported) was constrained by the pressure of 
domestic demand, sometimes exacerbated by 
supply bottlenecks On the other hand, 
industrial exports were constrained by the 
lack of price and non price competitiveness, 


attributable perhaps to the limited sue pf, 
and the absence of competition in, the 
domestic market In the manufacturing sec¬ 
tor, the failure to realise economies of scale 
has meant high costs while the absence of 
competitive pressure has meant poor quality 
It has not been possible to circumvent the 
prbblem by isolating production for exports 
from production for the home market, 
because exports are the end of, rather than 
the beginning of the typical market- 
expansion-path for most firms in India 
Let me now turn to the significance of 
foreign constraints in India's export per¬ 
formance. It is widely accepted, as also 
established by existing research on the sub¬ 
ject, 47 that external factors have not con¬ 
strained the growth of Indian exports in the 
past 4(1 Indeed, our analysis of the trends in 
exports since 1970 shows that external fac¬ 
tors had a very favourable impact on export 
performance during the period 1970-71 to 
1977 78 However, in the context of the 


Tabi f 9 Composi rioN 0| Indias Exports 


(Per cent) 


SITC 

Category 

Commodity group 

1970 71 

1973 74 

1977 78 

1980-81 

1984 85 


Primary Loin modi tu it 

of which 

47 0 

46 1 

41 1 

406 

46 9 

0 + 1 

Tood beverages and 

29 2 

29 8 

310 

27 7 

22 3 


lobacco 






2 + 4 

Raw materials 

17 0 

157 

96 

12 5 

90 

3 

Fuels 

08 

06 

05 

04 

15 6 


Manufacture a 

of which 

52 7 

52 7 

58 6 

591 

52 9 

5 

Chemicals 

24 

23 

23 

35 

41 

6 

Manufactured goods 

404 

39 7 

406 

34 7 

30 8 

7 

Machinery and transport 

49 

46 

62 

79 

56 


equipment 






8 

Miscellaneous 







manufactured goods 

50 

71 

95 

130 

12 4 


loial 

1000 

100 0 

1000 

1000 

1000 


Note The columns do not add up to 100 as the category of unclassified exports (SITC 9) is 
not included in the above figures 
Source DGC1 and C, Calcutta 


Tabu 8 Index Numbers of the Voujme of Exports trom India 
(By major commodity groups) 


Commodity Group 





1968 69 

- 100 






1978 79 

= 100 



1970 71 

1971 72 

1972 73 

1973 74 

1974 71 

1975 76 

1976 77 

1977-*78 

1978 79 

1979 80 

1980-81 

1981 82 

1982 83 

1983 84 

Food 

112 

113 

128 

121 

138 

163 

162 

131 

159 

231 

114 

118 

111 

106 

Beverages and 
tobacco 

93 

120 

199 

165 

157 

158 

167 

168 

160 

157 

108 

163 

157 

105 

Crude materials 

114 

108 

107 

128 

129 

129 

138 

109 

117 

145 

147 

106 

107 

115 

Mineral fuels 

100 

62 

138 

85 

85 

67 

70 

61 

48 

22 

78 

689 

4821 

4244 

Animal and 
vegetable oils 

45 

50 

117 

86 

105 

141 

232 

70 

39 

90 

96 

92 

127 

167 

Chemicals 

167 

149 

185 

233 

229 

208 

254 

301 

376 

448 

128 

189 

184 

137 

Manufactured goods 

92 

94 

102 

105 

94 

110 

145 

157 

150 

141 

85 

88 

81 

84 

Machinery and 
transport equipment 

166 

144 

156 

188 

386 

325 

373 

397 

486 

473 

130 

129 

110 

92 

Miscellaneous 

manufactured 

articles 

151 

171 

275 

283 

341 

410 

620 

633 

719 

693 

126 

119 

105 

114 

General index 

106 

107 

120 

125 

133 

147 

174 

168 

180 

199 

108 

110 

117 

113 


Note The data for the period 1980-81 to 1983-84 are not strictly comparable with that for the earlier period, 1970-71 to 1979-80, because oi 
the change in the base year and the associated changes in coverage, classification and weights 
Sourer DGCI and S, Calcutta 




changed situation in the world economy, it 
is necessary to re examine the accepted 
perception about foreign constraints, In my 
judgment, external factors, which have 
always been significant for a few categories 
among Indian exports, probably became 
significant for the export sector as a whole 
during the 1980s, when there was a near 
stagnation in international trade flows This 
view deserves some elaboration 
The orthodox literature assumes that, in 
principle external factors should not con 
strain export performance wherever India is 
a small or maiginal supplier in the world 
market, w hich is the case for a large proper 
non of India s exports On this presumption, 
it is often argued that it should be possible 
for India to increase her share of world 
exports in such cases irrespective of the 
growth m world impoit demand This pro 
position is open to question, for it needs to 
be recognised that restrictions on inter¬ 


national trade flows in certain products do 
impose on external constraint on Indian 
exports For example, quantitative restric¬ 
tions embodied in the MFA limit the growth 
in exports of clothing Similarly, non-tariff 
barriers in importing countries constitute a 
foreign constraint on many of India's exports 
such as oilcakes to the E£C, marine pro¬ 
ducts to the United States and meat to the 
Middle East But that is not all The increas¬ 
ing incidence of protectionism in the in¬ 
dustrialised countries, embodied m the 
escalated tariff structures and a range of 
unquantifiable non-tariff barriers, also 
places a limit on the growth of manufactured 
exports, even where India is a marginal sup¬ 
plier in the world market because, in prac¬ 
tice, such restrictions constrain exports from 
countries which are either not established as 
suppliers in the importing country or are 
new entrants in the world market for a 
product 


Iabie 10 Fxihanoe Rail oe the Rupee 


Year 

Rupees Per US 
Dollar 

(Average ol period) 

Rupees Pei SDR 
(End ol period) 

Nominal Effec 
rive Exchange 
Rale 1975 =- 100 

Real Hlective 
Exchange Rate 
1975 = 100 

1970 

7 M) 

7 so 

127 39 

112 96 

1971 

7 50 

7 83 

125 42 

113 24 

1972 

7 59 

8 70 

116 90 

11092 

1977 

7 74 

9 81 

106 34 

105 13 

1974 

8 10 

9 98 

104 12 

107 83 

1975 

8 38 

10 46 

10000 

100 00 

1976 

896 

10 32 

98 70 

89 93 

1977 

8 74 

9 97 

98 52 

90 46 

1978 

8 19 

10 67 

93 79 

82 88 

1979 

8 13 

10 42 

91 81 

82 66 

1980 

7 86 

1011 

94 19 

90 32 

1981 

866 

10 59 

94 50 

94 44 

1982 

946 

1061 

94 81 

92 34 

1983 

10 10 

1099 

92 88 

95 15 

1984 

11 36 

12 21 

87 36 

93 82 

1985 

12 37 

13 36 

82 99 

92 44 


Notes The effective exchange rale of the rupee, computed as an annual average, is measured 
m relation to the ten industrialised countries, among the developed market economies, 
with the largest shares in India s visible exports leading to a ten-country bilateral export 
weighted index 

Source s for the exchange values of the rupee IMr International Financial Statistics 

For the nominal and real effective exchange rate of the rupee Vqay Joshi, op cit 


Tabu- II Inoidfnc e oe Export Promotion 
(As a percentage of the fob value of total exports) 


Year 

Duly Drawback 

Cash (ompen 
satory Support 

Interest Subsidy 
on Export Credit 

Import Replenish 
ment Licences 

1973 74 

1 7 

2 1 ( n a) 

018 

60 

1974 75 

18 

1 8 (141) 

022 

50 

1975 76 

20 

3 1 (13 2) 

0 23 

59 

1976 77 

23 

4 4 (12 2) 

019 

81 

1977 78 

25 

5 7 (91) 

018 

13 7 

1978-79 

26 

6 3 (13 7) 

0 23 

191 

1979 80 

24 

5 4 (13 2) 

019 

17 0 

1980 81 

24 

5 6 (11 8) 

025 

212 

1981-82 

26 

5 8 (12 7) 

0 23 

22 6 

1982 83 

14 

5 1 (119) 

0 23 

22 2 

1983 84 

14 

4 4(112) 

0 22 

23 6 


Notes (i) The percentages in the columns have been calculated from the absolute values for 
each and the data on the total value of exports 
(it) The figures in parenthesis relate to cash compensatory support as t percentage of 
the fob value of exports eligible for CCS 

Source Ministry of Commerce, Report of the Committee on Dade Policies, New Delhi, December 
1984 


These are, of course, the familiar limits 
to market access which impose foreign con¬ 
straints on the export performance of 
developing countries in general But coun¬ 
tries from the developing world do not have 
equal access to the markets of industrialised 
countries The problem of market access is 
often compounded for some because inter¬ 
national trade flows, which constitute tran¬ 
sactions between countries, are mtra-firm 
transactions within transnational manufac¬ 
turing or trading firms In many of these sec¬ 
tors, the export performance of individual 
countries is determined not so much by their 
competitive ability as tt is by the sourcing 
decisions of transnational corporations 
What is more, market access is determined 
not only by the economics of competi 
nveitess but also*by the politics of inter¬ 
national relations In an international 
trading system where the principles of 
multilateralism are increasingly violated, the 
resort to bilateralism means that some coun¬ 
tries benefit from a preferential market 
access as compared to others, this is easily 
done through a manipulation of non tariff 
barriers or grey area measures These are 
manifestations of foreign constraints which 
may have exercised an important influence 
on India’s export performance but are 
seldom recognised or discussed in the 
literature on the subject Such external 
factors may also constitute a part of the 
explanation for why Brazil, China or South 
Korea have succeeded in the sphere of 
exports but India has not, in an endeavour 
to explore this issue, further research should 
examine the comparative export perfor¬ 
mance of developing countries in the inter 
national context 

While it is difficult to provide conclusive 
evidence, it is plausible to suggest that ex 
ternal constraints on India’s export perfor¬ 
mance have acquired greater significance fn 
the 1980s as there has been a steady increase 
in protectionism in the industrialised coun 
tries and as the near-stagnation in inter¬ 
national trade flows has led to fierce 
price an<j non-price competition in major 
markets The pressure of external factors on 
manufactured exports from India has con¬ 
tinued to mount as Indian Arms have been 
unable to offer the generous terms of export 
credit or the large price discounts which have 
become increasingly necessary to circumvent 
existing market channels It is likely that 
these problems would only be accentuated 
m the remaining years of this decade 
Therefore, an assessment of India’s export 
prospects must extend beyond domestic 
economic factors or policies and also con¬ 
sider the influence of the international trade 
environment 
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the participants in the discussion at the con 
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Abhtjtt Sen for helpful discussion and valuable 
suggestions This revised paper has been writ 
ten for the conference volume "The Indian 
Economy Successes, Current Policies and 
Externa] Links", edited by Gustav Papanek and 
Robert Lucas which is being published by 
Westview Press ] 
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Government of India, New Delhi 
December 1984 pp 21 34 

17 Calculated from the data in the Report of 
the Committee on Dade Policies ibid, 
p 109 cf Thb!e II 

18 Ibid p 28 

19 The data about the magnitudes of CCS, 
cited in this paragraph, arc obtained from 
ibid, pp 26 27 and 110 113 

20 Following an announcement by the govern 
ment in March 1986, pre shipment and 
post shipment export credit is now available 
at a concessional interest rate of 9 5 per cent 
per annum for a period of 180 days, the in¬ 
terest subsidy has been raised to 3 per cent 
per annum 

21 The annual expenditure on the Export 
Credit Development Scheme under the 
MDA used to finance the interest subsidy, 
is reported in ibid, p 109, during the period 
1973 74 to 1983 84 as shown in Thble 11, 
it was in the range 0 20 to 0 25 per cent of 
the value of total exports it is assumed that 
the implicit cost for the commercial bank 
tng system was the same, at the rate of 1 5 


Fable 12 Trfnds in the Import Inttnsiiv ot Exports 



1972 73 

1977 78 

1980 81 

1984 85 

(1) Import replenishment licences for exports as a 
percentage of the value of total exports 

69 

13 7 

21 2 

23 5 

(excluding gems and jewellery) 

(2) Import replenishment licences for exports as a 

(4 4) 

(8 3) 

05 7) 

(15 3) 

percentage of the value of the exports eligible 
for such licences 

104 

18 6 

29 5 

75 5 

(excluding gems and jewellery) 

(6 8) 

(117) 

(22.7) 

(24 5) 


Notes- (t) The figures on the value of import replenishment licences include all import licences 
issued on the basis of export performance REP licences advance licences, imprest 
licences, special imprest licences, and additional licences 
(u) It is assumed that all exports expect for tea, coffee, sugar, rice, raw cotton, oilcakes 
iron ore, jute manufactures and crude oil and petroleum products are eligible for 
import replenishment facilities 

(ui) The estimated percentages in parentheses exclude gems and jewellery both from the 
numerator and the denominator as the import intensity of these exports is much 
higher than the average for exports 

Sources' (a) For data on the value of unport replenishment licences, Office of the CGI and E 
and Ministry of Commerce, Report on the Committee on Thide Policies, Govern 
ment of India, December 1984 
(b) For data on the value of exports, DGCI and S, Calcutta 
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per cent per annum, as export credit beyond 
the specified period was then provided at 
an interest rate of 13 5 per cent per annum 
22 The budget for 1985 86 replaced this with 
a new provision under which 50 per cent of 
the profits attributable to exports, deter 
mined bv the proportion of export sales in 
total sales were exempted from income tax 
The following budget for 1986 87, modi 
lied the situation further It provided that 
4 per cent of the nci foreign exchange ear 
nings derived from txporis (defined as the 
gross lob value ol exports minus the value 
of import replenishment licences obtained 
for export production whether ex post or 
ex ante ) wodld be deductible from taxable 
income, in addition 50 per cent of the pro 
fits from exports would be exempt from in 
come tax, subject to the condition that such 
deductions do not exceed the total profus 
from exports 

23 lor a detailed discussion see Dcepak 
Nayyai ‘India s Exports and Export 
Policies opcit pp 232 236, and Report ol 
the < ommittee on Irade Policies op cit, 
pp 30 32 

24 This is clear Irom the data on selected years 
presented in Tabic 12 for tunc scries 
evidence on the value of REP licences 
issued, and the value of exports, in each of 
the eligible pioduu groups see Report ol 
the Committee on Trade Policits, op cit 
lablc 12, pp 121 123 

25 In 1983 84 import licences issued in an 
ticipation for export production (including 
duty free advance licences imprest licences 
and special imprest licences) accounted for 
48 per cent ot the total value of licences 
issued under the import replenishment 
regime while e\ post REP licences ac 
counted tor the remainder ol which 44 3 
per cent were issued to registered exporters 
and 7 7 pi r cent were issued to Export 
Houses ind Trading Houses, see Report of 
the Committee on Trade Policies op cit 
pp 31 32 

26 It is known that the maikel premium on 
REP licences declined with the import 
liberalisation that began in the late 1970s 
The assumptions about the aveiagt market 
premium in the carlv 1970s and the earlv 
1980s ate based on my discussion with 
knowledge ible petsons hi official circles 
and in the export sector The assumption 
that all transferable REP licences were sold 
in the market to realise a premium would 
obviously tend to over estimate the export 
incentive implicit in import policy insofar 
as such licences were in fact, used to itn 
port inputs that went into export produc 
non All I he same, it does provide a measure 
ot the ultimate benefit to the export sector 
for two reasons (i) in the absence of these 
special provisions in import policy exporters 
would have paid market prices for imported 
or home produced importable inputs and 
(u) even when used in domestic production 
by exporting firms REP imports which 
were significantly cheaper than their 
domestic substitutes enhanced profitability 

27 These estimates of the implicit subsidy 
equivalent are derived from the stated 
assumptions and the figures on impott 
replenishment licences as a percentage of 
(a) eligible exports (b) total exports, 
presented in Table 12 for the years 1972 73 


and 1984 85 

28 The implicit subsidy equivalent works out 
at 5 8 per cent of the net foreign exchange 
earnings from exports eligible for REP 
facilities or 3 7 per cent of the net foreign 
exchange earnings from total exports in 
1972 73 and 5 3 per cent or 3 I per cent 
respectively in 1984 85 For this computa 
tion net foreign exchange earnings are 
defined as the gross fob value of exports 
minus the value of import replenishment 
licences The results of the exercise are 
hardly surprising given the inciease in the 
average import content of export produc 
non over the period (cf fable 12) 

29 Strictly speaking, these export promotion 
measures are not perfectly additive because 
all are not available for the same set of ex 
ports Thus it is quite appropriate to use the 
fob value of total exports as the deno 
mmator for its does provide an index of 
how, if at all, the incidence of export pro 
motion has changed over time 

30 It is worth noting that this estimate, which 
is based on data available at the macro-level 
is quite consistent with the results of the 
ICIC1 study compiled from data obtained 
at the micro level Information provided by 
a sample of 46 firms (drawn mostly from 
the engineering goods sector with a few 
Irom chemicals and textiles) shows that, 
during ihc period 1978 79 to 1980 81, ex 
port incentives received (duty drawback, 
CCS and premium on REP licences) added 
upto 20 per cent of the tob value of their 
expoits (Rs 276 million per annum as com 
pared with Rs I 383 million per annum) see 

I xporl Pcilormance of KIC1 Financed 
Companies 1978 79 to 1980 81 ’ pp cit 
Anncxure 5 2 p 93 

31 This computation is based on evidence 
available lor the 1980s, assuming that the 
subsidy implicit in fiscal concessions the 
premia realised on REP licences and one 
fourth the CCS constituted the element of 
net incentive in (he regime of export pro 
motion Insofar as the compensation pro 
vided bv the regime was not adequate the 
quantitative significance of the incentive 
portion mtv be over estimated here 

32 See for example Jagdish Bhagwati 
and Padma Dcsat “India Planning for 
Industrialisation Oxford University Press 
1970, Jagdish Bhagwati and T N Srtnivasan 
“foreign TVadc Regimes and Economic 
Development India' Columbia Umvtrsity 
Press, New York, 1975 and Martin Wolf 
“India’s Exports ’, Oxford University Ptess 
for the World Bank 1982 

33 following the Alexander Committee 
Import, the Import Policy for 1978 79 
significantly enlarged the access to imports 
under OGL (which became, for the first 
time, a residual unspecified category for im 
ports of raw materials, components, spares 
and consumables) that was maintained, or 
even increased, in subsequent years Exports 
from the two EPZs (at Santa Cruz and 
kandla) began to pick up starting m the late 
1970s while the scheme of 100 per cent 
EOUs was introduced only 1981 

34 The liberalisation of the trade regime began 
in 1976-77, but it gathered momentum star 
ting in 1978 79 when structural changes in 
import policy liberalised import replenish 
ment facilities for the export sector and 


OGL provisions for the economy as a 
whole 

5 Between 1974 and 1979, there was no discer¬ 
nible trend in the exchange rate of the rupee 
vis a vis the US dollar or the SDR basket 
(see Figure B), which suggests that there 
was no conscious exchange rate policy 
intervention 

36 In the last quarter of 1985, the REER was 
lower than it was in 1976 and it is likely that 
m 1986 it dropped to a level lower than the 
trough of 1979 

37 See, for example, Vijay Joshi, 'Exchange 
Rate Policy’, The Economic Times, New 
Delhi January 31, 1986, Vijay Joshi and 
1 M D Little, 'Indian Macro Economic 
Policies’, Economic and Political Weekly 
February 28, 1987, and Charan Wadhwa 

38 Cf Charan Wadhwa, ibid 

39 Joshi and L idle, for instance, make such 
point to point comparisons and argue that 
(luring 1974-1979, a period which witnessed 
a sharp depreciation of the REER, India's 
exports rose as never before or since 
whereas the reverse happened during 
1979 83 (op cit, p 377) 

40 For a detailed discussion on this issue, with 
reference to devaluation of the rupee in June 
1966, see Deepak Nayyar India’s Exports 
and Export Policies op cit. Chapter 11 
p 267 295 

41 Sec for example, Martin Wolf, op cit, 
pp 55 76 

42 Manmohan Singh India’s Export Trends’, 
Oxford University Press 1964 Deepak 
Nayyar India s Exports and Export 
Policies', op cit and Martin Wolf 'India’s 
exports’, op cit 

43 Deepak Nayyar, op cit, pp 9 15 and 341 350 

44 See Manmohan Singh, op cit, and Deepak 
Nayyar op cit Much the same is true for 
the period under review This is borhe out 
by the fact that exports of jute manufa, 
tures, coir products, leather and leather 
manufactures tea coffee, tobacco, castor 
oil, pepper and cardamom (sectors in which 
20 60 per cent of total output is exported), 
taken together, contributed 37 6 per cent of 
India’s non oil exports in 1973 74 but this 
share dropped to just 17 8 per cent in 
1983 84, Cf, Report of the Committee on 
Trade Policies, op cit pH 

45 1 or a detailed tfyscussion and analysis, see 
Deepak Nayyar op cit 

46 It has been shown earlier that the subsidy 
implicit in export promotion policies, dur 
mg the period under consideration, added 
upto a little more than 10 per cent of the 
fob value of total exports Over the same 
period the average level of tariffs, as 
measured by the ratio of total import duties 
to the total value of imports, was m the 
range of 30 per cent If we consider the sub¬ 
sidised exports and protected unports alone, 
the difference between 20 per cent and 80 
per cent respectively would turn out to be 
even greater 

47 See Manmohan Singh (op cit) and Deepak 
Nayyar flap cit) 

48 The expectations to this conclusion are few 
because even in traditional exports where 
India faced an inelastic demand it failed to 
exploit the limited opportunities that were 
available, for it was not even able to main 
tain its market share (cf, ibid) 


AhWfl 



On Reform of the International 
Trading- System 

Vijay Laxman Kelkar 

This paper examines the economic factors that have changed the world economy in a fundamental sense, com¬ 
pared to the Bret ton Woods system of the fifties, as the quantitative change due to rapid post-war economic growth 
led to striking qualitative changes The author discusses the implications for the developed and developing coun¬ 
tries of the new wave of technological innovations which has emerged on the world scene as well as the insights 
of the new trade theories regarding optimal trade policies in the presence of oligopolistic market structures and 
increasing returns to scale Against this background, the elements of a new international trading system, based 
on multilateralism, transparency and universality with the accelerated development of the developing countries 
as one of the primary objectives are outlined 


PRESENTLY, the international trading 
system is in turmoil It is important to 
understand the factors, both economic and 
political, which have led to the present crisis 
in the international trading system It is only 
a proper and coherent understanding of the 
underlying processes that will facilitate the 
identification of required reforms When we 
talk about the international trading system, 
we are talking about the rules, institutions 
and practices governing transborder flows of 
goods and services The way the inter 
national trading system has evolved over the 
years it has become a collection of sub¬ 
systems with mutual interaction of varying 
intensities The major subsystems consist of 
mtiasociahst countries’ exchanges and the 
exchanges in the .nternational capitalist 
economy consisting of both developed 
market economies and the majority of the 
developing countries In terms of magnitude 
of course, the exchanges within the inter¬ 
national capitalist system account for more 
than three fourths of the total world trade 
In this paper we are essentially focusing 
on the developments m the international 
capitalist economy, although, m our con 
eluding section we will link the discussion 
to the socialist countries 
We can summarise the basic thrust of the 
paper as follows The GATT system, which 
was the lynchpin of the international trading 
system for goods in the international capita 
list system is under serious stress as, in many 
ways, the present world is very different from 
the fifties and the sixties, when the GATT 
system functioned well Economic principles 
governing GATT presume that we are deal¬ 
ing with competitive markets and economic 
decisions are at the “margin” In other 
words, it was a world of “economics of small 
change” However, the present international 
economic system is in the midst of the 
phenomena of “large changes” Consequent¬ 
ly, the neo-classical economics, which pro¬ 
vides the analytical foundations of the 
GATT system, is i n adequa t e in designing the 
international trading system Basically, we 
are facing the macro-economic problems of 
dynamic disequilibrium- and the micro¬ 
economics of dynamic economies, leading 
to new complexities in international com¬ 
petitive behaviour, where the firms and the 


governments are engaged in the “strategic 
games” for deciding today’s market shares 
and thus, tomorrow’s dominance One of 
the major reasons for the continued macro 
economic disequilibrium is the emergence 
of a multipolar world where no single 
economic power is large enough to provide 
growth and stability to the world economy 
To achieve this, requires a new paradigm for 
the management of the world economy 
Historically there is yet another new feature 
of the international trading system, i e, the 
dominance of transnauonals in international 
exchange of goods and services, leading to 
oligopolistic market structures and growing 
importance of private barriers or restrictive 
business partices in deciding trading patterns 
and gains from trade. Resulting instabilities 
and uncertainties are being further com 
pounded by the synergic and rapid techno 
logical changes Consequently, how to deal 
with these uncertainties has become a ma 
jor concern in designing the international 
trading system 

Growing integration in world financial 
markets, due to unprecedented capital 
mobility, has led to fluctuations of large 
amplitude m the real exchange rates amongst 
the major currencies This has made the 
tariff based commercial policies rather lm 
potent This is compounded further by the 
pursuit of deflationary policies reflecting a 
different correlation of economic forces in 
the developed market economies, compared 
to the one obtained in the sixties Ail these 
factors have led to a sharp decline m the 
growth rates of the OECD economies and 
in world trade Under these circumstances, 
the relative economic power being the major 
desiderata of the present international 
trading system, the developing countries 
have suffered most grievously as the burden 
of adjustment is being passed on to them 
m a grossly disproportionate manner 
lb get out of the present maladies, new 
initiatives are required on macroeconomic 
policies, trade policies and the rules gover¬ 
ning the international trading system In this 
context, efforts taken only on the lines of 
Punta del Este, may prove to be a "cul-de- 
sac” as, what is required, is to adopt more 
comprehensive reforms on the scale of the 
Havana Conference and the Bret ton Woods 


Conference and a new policy consensus on 
accelerating the development of developing 
countries and achieving full employment in 
the developed countries, these being the 
primary objectives of the international 
economic system 

In Part I of this paper, we examine the 
economic factors that have changed the 
world economy in a fundamental sense, 
compared to the Bretton Woods- system of 
the fifties, as the quantitative change due to 
rapid post-war economic growth led to strik¬ 
ing qualitative changes We also discuss the 
implications to the developed and develop¬ 
ing countries of the new wave of techno¬ 
logical innovations which has emerged on 
the world scene In this part, we also discuss 
the insights of the new trade theories regar¬ 
ding the optimal trade policies in the 
presence of oligopolistic market structures 
and increasing returns of scale In Part II 
of the paper, we have outlined the elements 
of the new international trading system, 
based on multilateralism, transparency and 
universality with the accelerated develop 
ment of the developing countries as one of 
the primary objectives 

I 

There are a number of features that have 
emerged m the international trading system 
that are contrary to the framework of the 
post-war international economic system of 
payments and trade As seen in Thble 1, 2 
and 3,' the international trading system has 
become arbitrary and discriminatory against 
the developing countries moving away from 
multilateralism and transparency Conse 
quently, it is also becoming hostile to the 
autonomous development aspirations of the 
developing countries as multilateralism is 
being replaced by an exercise of “unmasked” 
bilateral economic power The earlier system 
of tariff-based protective measures is being 
progressively replaced with non-transparent 
and quantitative protective measures Accor¬ 
ding to one estimate, now international trade 
is governed by the MFN tariff principle. 2 
Some analysts have argued that the world 
trading system is already resembling a col 
lection of regional blocks, each revolving 
around a large developed market economy 3 
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Since its inception, the GATT discipline was 
only primarily for the manufactured pro¬ 
ducts and the agricultural sector was given 
special dispensation Over the years, the 
distortions in international trade in the 
agricultural sector have got accumulated 
with adverse implications for the exports of 
many developing countries 
Although the exports of developing coun 
tries undoubtedly grew in the decade of the 
sixties and sevehties, this increase was in spite 
of the growing protectionism practised in the 
developed country markets The incidence 
of these measures was particularly severe on 
the countries which were fast growing and 
on those which were pursuing self-reliant 
development strategies For instance, a 
patently discriminatory regime was introduc 
ed for regulating textile exports of develop 
mg countries through an instrument of the 
MFA Further non tariff measures were 
taken m many sectors particularly in steel, 
leather manufactures, in which the develop¬ 
ing countries have become competitive As 
a number of UNC TAD studies show, both 
tariff and non tariff barriers against 
manufactured exports from developing 
countries have been muc'i higher than 
against developed countries Consequently, 
compared to their potential the trade per 
formance of developing countries has con¬ 
tinuously weakened The discriminatory 
trade practices of developed countries have 
also led to erosion m the gams from trade 
of the developing countries This has been 
particularly severe in the commodity exports 
of the developing countries and during the 
eighties there has been a steady decline in 
the terms of trade of developing countries, 
reaching perhaps its nadu during recent 
years To sum up the international trading 
system has progressively become inefficient 
and iniquitous m allocating world's resoun.es 
and in promoting full employment in the 
developed countries and m accelerating 
development of the developing countries 

Of course, there has been a view that there 
is nothing new in the recent trends in the 
sense of it being a qualitative change but it 
merely reflects an acceleration of the prac¬ 
tices already apparent in the international 
capitalist system, or “GATT system” as it 
has been called For instance, the long term 
agreement in textiles was instituted as early 
as the sixties by the developed market 
economies against the exports from Japan 
Equally, the GATT system was discnmi 
natory since its inception against the exports 
of socialist countries and it has always 
been oriented towards favouring the large 
economic powers There is some validity in 
this argument However, there is little doubt 
that the erosion of the GATT principles of 
multilateralism or MFN principle and 
transparent protection. 1 e, tariff or price 
based protection, is being eroded at a much 
faster pace in the recent years than at any 
other time in the post-war experience. 

Since the last few years there have been 


new demands that are being made by the 
developed market economies and, especially, 
by the United States, to extend the GATT 
discipline to the areas such as services, trade 
related investments and high technology pro¬ 
duct These developments are a reflection of 
structural changes that are undergoing in the 
international economy and can have far 
reaching consequences for the development 
prospects of the developing countries 
The international trading system is an 
integral part of the international economic 
system in both organic and institutional 
sense In other words, it is not possible to 
look at the developments in the uiternabonal 


trading system in isolation from what is hap¬ 
pening in the patterns of world production, 
macro-economic policies and international 
monetary system It can be argued that the 
international trading system is a derived 
system in the sense that the driving forces 
are really the underlying factors reflected in 
the pace of capital accumulation, patterns 
of savings and investment, macro-economic 
policies, the pace of technological progress 
and the international financial system, while 
the international trading system seeks to 
accommodate these forces This of course 
is not to deny that a well designed inter 
national trading system can facilitate a more 


Tabi e l Avfrace * Applied Tariffs of Eleven Developed Market Economies by 

Product Group, 1983 
(Ad Valorem Equivalent, Percentage) 




On Imports from 


(a) All Sources 

(b) Developed 
Countries 

(c) Developing 
Countries 

rood 

X 1 

$ 1 

$5 

Agricultural materials 

OX 

06 

0S 

Ores and metals 

1 5 

1 7 

09 

Fuels 

06 

04 

06 

Chemicals 

I 1 

10 

37 

Other manufactures 

4 7 

4 2 

67 

Textile yarn and fabrics 

79 

76 

84 

Clothing 

II 9 

7 1 

14 6 

Footwear 

90 

77 

101 

All items 

10 

32 

27 


Vote- * Based on tariff line by country ol origin import values and tariff rales averages weighted 
by import sallies 
Source M Finger and S Laird 

Tabu 2 Lmlnioi Industriai Countries NTB on Impohis irom Induxtriai andirom 

DFvriopiNc, Countries 


Product Category 


Per Cent Covered by NTBs 


Value ot Imports from 

Number of Categories from 

Industrial 

Countries 

Developing 

Countries 

Industrial 

Countries 

Developing 

Countries 

All items 

17 

19 

II 

21 

Agricultural products 

44 

33 

42 

35 

Fuels and ores 

18 

10 

13 

11 

Industrial 

14 

21 

7 

18 

Textiles 

2S 

62 

20 

58 

Steel 

50 

46 

21 

21 

Footwear 

2 

4 

14 

14 

Electrical machines 

10 

7 

5 

8 

Vehicles 

30 

3 

6 

10 


Source M Finger and S Laird 


Tabi e 3 Import Coverage Indices ok NTBs Appi ied by Selected DMECs 1981-8$ 



1981 

1982 

1983 

1984 

1985 

All products 

All NTBs 

100 

104 

105 

72 

74 

Hard core NTBs 

100 

104 

106 

109 

110 

All products except fuels 

All NTBs 

100 

108 

UOk. 

114 

119 

Hard core NTBs 

100 

106 

109 

114 

US 


Note Hard core NTBs include quantitative restrictions, voluntary export restraints and measures 
to enforce decreed domestic prices Monitoring and surveillance measures and various 
tariff type measures are excluded 
Source M Finger and S Laird 
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efficient and equitable allocation of world 
resources 

If we accept this view, it is necessary to 
look at the international economic system 
as a whole or, what is being called the 
“Bretton Woods system" The Bretton 
Woods system was designed by the victorious 
powers in the Second World War, namely, the 
United States and Great Britain Although 
at the conceptual stage it consisted of institu¬ 
tional arrangements covering the Inter 
national Monetary Fund, the International 
Bank for Reconstruction and Development 
and a comprehensive International TYade 
Organisation, the final agreement covered 
the IMF, the IBRD and only that part of the 
International Hade Organisation which 
covered tariff arrangements, i e, GATT 

Basic features of the system have been the 
international monetary system consisting of 
adjustable par value exchange rates and full 
convertibility for current transactions while 
allowing controls on capital movements It 
also signified a process of mutual consults 
tions before changing the par values The 
system also provided for short term balance 
of payments support with varying degrees 
of conditionalities about domestic policies 
The IBRD provided the framework for long 
term development loans and the General 
Agreement on Hade and Tariffs (GAT1), 
provided the legal framework for inter 
national trade The MFN principle and the 
tariff based protection were the two corner 
stones of the sysum The other working 
principle which was very important for the 
GATT was that the only weapon a country 
had against the trading partner was that of 
retaliation as the multilateral enforcement 
mechanism was left very weak This feature, 
of course, had profound implications for the 
developing countries 
There is little doubt that the Bretton 
Woods system performed remarkably well 
for several years and the developed market 
economies and a number of developing 
countries did benefit wonside rably in terms 
of economic expansion and economic 
transformation There is no doubt that the 
years of I960 to 1973 can be called as the 
“Platinum age" of international capitalism 
when it achieved the highest rates of growth 
for output and trade and, consequently, the 
per capita incomes and the standard of liv 
ing for the developed market economies and 
the fast growing developing countries 4 The 
stresses that now afflict the international 
economic system are in a way due to tl\e 
successes of the 1960s, especially in sti¬ 
mulating the growth in the developed market 
economies through macro-economic policies 
and where some of the developed countries 
achieved much higher growth rates than the 
largest economy, i e, the US 
Our proposition is that the success of the 
Bretton Woods system was due to the “initial 
conditions” that were then obtained in the 
international economic sysem and the policy 
consensus that had emerged in the developed 


market economies Further, the production 
structure revolving around relatively more 
stable technologies also facihated the work* 
ing of the Bretton Wiods system Currently, 
the Bretton Woods system is in trouble 
precisely because the “conditions” for the 
1980s are now vastly different Equally, the 
correlation of political and economic forces 
operating within the major developed 
market economics, as well as between, have 
radically changed As if these developments 
were not enough there has been a “new 
wave” of Schumpeterian technological 
innovations and all these factors have pro 
foundly affected the working of the inter¬ 
national economic system and consequently 
the international trading system 
The dramatis persona of the Bretton 
Woods system was, of course; John Mevnard 
Keynes It is the Keynesian revolution of ag 
gregate demand management that has been 
the major factor in starting the virtuous cir 
cle in the developed market economies as the 
buoyant demand led to rapid capital ac 
cumulation thus initiating the process of 
rapid technology diflusion of the best prac¬ 
tice technologies which, in turn led to higher 
rate ot growth and, ihus, high investments 
These mutually reinforcing factors led to 
more opening ol markets through trade 
liberalisation ‘a la GATT” when GATT 
initiated major tariff cutting exercises 
through the different rounds in the fifties 
and sixties Essentially, this growth process 
was a “catching up” process, where there 
were dynamic follower countries, e g, Japan, 
EEC, etc, and the leader, namely, United 
States 

The Keynesian consensus about macro- 
economic policies of pursuing full employ 
ment and economic growth of course 
reflected the balance of power within the 
national economies of the major developed 
countries, broadly speaking, the balance of 
power between capital and labour 5 It was 
also motivated by the fear of recurrence of 
the slump of 1930s which, of course, 
threatened the foundation of the entire 
capitalist system itself It is a tribute to these 
policies that the last forty years has indeed 
avoided the depression of the dimension of 
the 1930s However, as Kalecki foresaw, the 
success of full employment, which titled the 


balance of power in favour of the working 
class, led to the new economic policies ap¬ 
pearing under the brand name of 
“monetarism” * lb understand the political 
economy of macro-economic policies in the 
developed market economies, the insights 
provided by Kalecki are sine qua non He 
has proved to be right in his analysis as the 
experience the thirties and the seventies 
shows A recent study by S Bowles and his 
associates, has also shown how the labour- 
capital relationship plays a critical role ui the 
dynamics of an expanding economy 7 

With the ‘ monetarism”, the policy con¬ 
cern shifted from growth and employment 
to inflation and, thus dramatically reversed 
the domestic macro-economic policies in the 
OECD countries This led to a much greater 
emphasis on a tight monetary policy in the 
United States and contractionary fiscal 
policies in the EEC and Japan, leading to 
considerable misalignment among the big 
three of the OECD economies Growing 
defence expenditure, increased the US 
budget deficit and the combination of tight 
monetary policies with a growing budget 
deficit led to an all time increase in the real 
interest rates This increase in the real 
interest rates, in the world of growing finan¬ 
cial integration, threatened the capital ac¬ 
cumulation in the OECD economies, due, 
inter alia, to the conflict between finance 
capital and manufactunng capital This con¬ 
flict is a development of major consequence 
to the world economy For instance, these 
warring parties have taken diverging posi¬ 
tions regarding the trade policies of the 
developed countries and the measures to 
meet the debt problems oi the developing 
countries 8 

Due to the new policy mix within, and 
amongst, major developed countries, in the 
decade of the eighties, the OECD economies 
are faced with all time low rates of economic 
growth of the post war period, with un¬ 
employment rates two to three times higher 
than those obtained m the decade of the six¬ 
ties This has led to a sharp decline in the 
growth of world trade and adverse move¬ 
ment in the terms of trade of developing 
countries These developments had, of 
course, disastrous consequences for the 
developing countries 


Tvbif 4 Growth in WoridOi rpm anu Tradi in Mani iai h kin 
(in Percentage per Annum) 



18*3 72 

1872 99 

1900 11 

1929 17 

1958 73 

1973 81 
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32 
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2 5 
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Manufactured exports 
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Sources- For columns 1,2, 3 W A Lewis, * World Production and Trade, 1870 1960”, Manchester 
School, 1952 

For column 3 A Maizels ‘ Industrial Growth and World Trade' Cambridge 

University Press, 1963 

For column 4 Economic Commission for Europe, “The European Economy 

from the 1950s to the 1970s”, Geneva, 1972 
For column 6 This is a provisional estimate based on GATT and other sources 
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One of the things about Bangalore is 
that it s always in bloom — season 
after season Anything that takes seed 
here grows And that holds good for 
the seeds of enterprise as well 
making Bangalore the fastest growing 
metropolis in India 

With a fantastic growth rate of 761% 
over the last decade, Bangalore has 
shot ahead of even Delhi, Bombay 
and Calcutta And when people call 
it the new Mecca for industrialists, you 
can see what they mean 


So, who's been part of this 
growth story? 

In the growth story of any city its 
newspaper institutions play a highly 
critical role Not just in news reporting 
Or in the reflection of views 
Importantly, it’s in giving talent and 
enterprise the wide audience it 
deserves For public interaction And 
support Also to give readers a fair 
and accurate picture of developments 

It s a responsibility The Deccan 
Herald Group has lived up to in 


Bangalore’s oldest publishing house, 
brings out four No 1 publications 
Deccan Herald, the mainline English 
daily Prajavam, the most popular 
Kannada daily Sudha the complete 
Kannada family weekly And Mayura 
the most widely read Kannada 
monthly 

All of which means unparalleled 
state wide infldence EXCELLENT 
COVERAGE in other words To 
readers it means news And to 
advertisers it means readers 
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This qualitative change m the macro- 
economic environment was triggered by the 
sharp increase m oil prices as it heightened 
the concern m the major OECD countries 
about inflation The international trade m 
oil accounts for more than 20 per cent of 
the total value of trade and more than ten¬ 
fold increase in its price had, of course, a 
major impact on international trade and 
economic growth Of course, the oil price 
rise was only a proximate cause and the 
deeper reasons for the changes in the 
economic policies have to be seen m the light 
of the other developments So began the era 
of deflationary policies and the consequent 
initiation of a vicious circle of declining 
growth in output and world trade, greater 
macro-economic instability and growing 
protectionism and arrested development of 
the developing countries 
When the post-war growth process was 
initiated, the leading economy was that of 
the United States In fact, some observers 
have described post-war economic system to 
be the "Pax Americana” 01 the hegemony 
of the United States In 1950, the United 
States accounted for halt of the world out 
put and perhaps had the monopoly ot the 
“best practice” technologies in almost all 
branches of industry The United States 
being a continental economy was not dtpen 
dent on foreign trade and expons accounted 
for less than 4 per cent of the US gross 
national produot Consequently, the United 
States was insulated fr<> n developments in 
the international economy For political 
reasons, the United Statts also was willing 
to transfer largt amounts ot resources lor 
the reconstruction of hurope through the 
Marshall Plan These objective reasons 
coupled with the political factors led to an 
assumption of hegemonic role b> the United 
States where the United Statts was willing 
to accept short term costs, it necessary for 
the long term benefits of maintaining the 
international capitalist system 0 
Historically, a dominant hegemonic power 
seems to be associated with a stable inter 
national capitalist system 10 It is, of course, 
important to be aware that technological 
dynamism is crucial m the concept of 
hegemony as the economic leadership, or 
hegemony, is critically decided by the relative 
primacy of the country in commercialising 
the new technology and to establish a domi¬ 
nant position in the leading sectors 11 
Although all economies grew over the 
post-war period, there was a wide divergence 
in this growth experience, both m terms of 
growth rates and labour productivity For 
instance, for the years 1950 to 1973, the 
growth rate of DGP per person employed 
was only 2 4 per cent for the United States 
while, for Japan it was 7 3 per cent and for 
France and Germany it was 4 6 and 4 9 per 
cent, respectively The growth rate in per 
capita productivity in the manufacturing 
sector showed even greater divergence and 
the long-term growth of the per capita pro¬ 


ductivity in the manufacturing sector, bet¬ 
ween 1960 to 1982, in Japan was 7 3 per ceftt 
per annum, compared to 1 7 per cent per an 
num in the United States 12 Consequently, 
economic distance amongst the developed 
market economies decreased, both m terms 
of per capita income and per capita produc 
tivitv and the US GNP share in the global 
output declined dunng this period In 1982, 
the combined gross national product of the 
EEC and Japan exceeded that of the United 
States Similarly, the US share in the (korld 
trade in manufactures also declined quite 
sharply, the logic of differential exponential 
growth rates thus asserting itself into mak¬ 
ing the international capitalist economy a 
multipolar one in the place of hegemony of 
a single economic power 
As we stated earlier, the technological 
leadership is the heart of the matter and the 
locus of the process of initiating major 
technological innovations seems to have 
shifted from the Unites States increasingly 
towards the Pacific and, partly, to Europe 11 
Consequently, there is a breakdown in the 
pattern ot technological leadership and this 
has been heightened by the arrival of a new 
wave of technologies linked to the basic 
sciences and covering the synergic activities 
of microelectronics telecommunications, 
space technology, optocleciionics and 
new materials These changes have been 
called the fourth industrial revolution, by 
Rostow 14 These technological changts have 
profound implications in the global pattern 
of production, tndc and international com 
petitiventss as thc> affect the most univer¬ 
sal intermediate input, i e information 
Further these technologies are producing 
completely new products tnd proctsses sug 
gestive ot the Schumpeterian process of 
creative destruction The principal implica¬ 
tion of these changes is that competitive 
strength of an economy is increasingly based 
on knowledge and learning about the ap 
plication of knowledge Further, the relative 
positions of the national economies in the 
industrial sectors will be continuously shif¬ 
ting, both because of the heightened speed 
of change and the nature of change. This has 
led to enormous difficulties in determining 
ex ante comparative advantage of patterns 
of trade Consequently, uncertainty has 
become one of the most dominant features 
of world production and trade 
In passing, wc note that there is a 
tendency, among some US scholars, to treat 
the present problems of the international 
economic system as a transition from the US 
hegemony to a US Japan bipolar world 13 
Such a perspective would surely prove to be 
incorrect as ft does not fully recognise the 
possibility of the EEC coming back into the 
race EEC is today the world’s largest 
industrial power and given its scientific base, 
it is likely to be sooner than later when the 
EEC will assert itself Similarly, the present 
changes in the Soviet Union are also sug 
gestive of the USSR taking a leap in the high 


technology sectors In addition, countries 
such as China, India and fast growing 
economies of South Korea and Brazil, will 
also become a source of strength to the 
world economy in the coming decades 
Hence, it is more appropriate to think the 
emerging world economy as a multipolar 
rather than a bipolar one This, obviously, 
implies that intensified international 
economic co operation will have to be 
the new mode of working international 
economic system as otherwise it may only 
lead to growing trade conflicts that adversely 
affect all the trading nations 

The erosion of US hegemony in the inter¬ 
national capitalist system represents a major 
departure in terms of initial conditions com¬ 
pared to the early fifties 01 course this is 
not the only change further, thanks to the 
success of the 1960s, the world economy has 
become more open as the interpenetration 
ot *the national economies have increased 
quite sharply According to one estimate, the 
share ot world exports in the world output 
is now as high as 20 per cent, almost doubl¬ 
ing what was obtained in 19^0, and eveh the 
continental economy of the United States 
has not been immune to the structural 
changes In 1980 itself the share of exports 
in the US gross national product had 
exceeded 10 per cent IA The interpenetration 
of the national economies was, of course, 
not linked only through goods It was also 
achieved m the capital markets through the 
movement of capital 17 The financial in 
tcgration through a sharp increase in the 
international financial flows has profound 
impact on the working of the international 
economy as this has been one of the major 
factors of limiting the efficacy of purely 
national economic policies 

The movement in capital markets, both 
short term and long term, of course had a 
profound impact on the exchange rate 
system and the Bretton Woods system had 
to be radically changed from fixed exchange 
rate to a flexible exchange rate regime. This 
has led to sharp two-way movements of ef 
fective real exchange rates amongst major 
trading countries, thus affecting the trade 
flows and questioning the efficacy of one of 
the major axioms of the GATT system, 
namely, tariff-based commercial policies 
Obviously, when real exchange rates can 
move by as much as 30 to 40 per cent in one 
way or another in a short period of time, 
tariff based protection lost its meaning 
and the national economies have to willy- 
nilly review the basis of their commercial 
policies " 

Of course, unstable exchange rates among 
the principal currencies and consequent 
uncertainties are, once again, perhaps, a 
reflection of the multipolarity of the inter 
national economic system When capital 
markets are more integrated rather than less 
integrated, the basic economic parameters 
such as growth in Qictor productivity, the 
state of politico-economic stability and the 
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3.3 million tons of 
additional food grain 

Zuari Agro, with an annual production of 
over b,00r0()0 tons ot fertilisers, helps to meet the 
food requirements of India s vast population 
lop-quality fertilisers that lead to ini reased 
productivity and prosperity 

Zuari Agio s jai Kisaan fertilisers help to 
produce 1 3 million tons of additional food 
grains annually 

Zuari Agra's jai Kisaan fertilisers — the 
name that farmers trust The name that is the 
nation's pride 

A 

jflimstinn 

Zuari Agro Chemicals Ltd. 

GROWTH FOR A GOLDEN FUTURE 

Jai Kisaan Bhawan, Zuartnagar, Goa 403 726 
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balance of economic forces decide the move¬ 
ment m exchange rate as the transactions in 
asset markets dominate those in the goods 
market 19 In other words, stocks dominate 
the flows and as we know from our ex¬ 
perience in the commodity markets, this is 
a sure reape for instability unless co¬ 
ordinated intervention takes place by public 
authorities This is the second and a major 
source of uncertainty in the world economy 
that affects investment deastons, production 
decisions and, of course, the trade flows 
Once again, the present situation of flexi¬ 
ble exchange rates with greatly enhanced 
mobility in short-term and long-inter 
national capital movements is radically dif 
ferent from one of the major initial condi 
tions of the Bretton Woods system, 1 e, fix¬ 
ed exchange rates 

Historically, the international trading 
system, organised under the hegemony of 
Great Britain in the nineteenth centufy, had 
difterent characteristics from the one 
organised under the United States hegemony 
at Bretton Woods In terms of monetary 
mechanism, the nineteenth century was gold 
standard with a fixed exchange rate but 
without any restriction on capital move 
ments In the commercial policies, the MFN 
principle was the key part of the free trade 
system with the leading economic power, 
namely, Great Britain having little import 
barriers Most of the capital movement was 
in the nature of long term capital in the form 
of portfolio investment Short-term capital 
volumes were comparatively much 
smaller 30 Post-war international trading 
system was fundamentally different as in this 
system, it is the transnationals that played 
th$ decisive role in terms of designing rules 
apd the practices of the international trading 
system Consequently, it is the transnational 
investments that dominated the capital flows 
and, comparativclv the role of portfolio 
capital was much smaller 

We have already noted that the GATT 
system was essentially for international trade 
in manufactures as the agricultural sector 
was given full latitude vis-a vis the GATT 
rules and principles In the manufactures, 
it is the intra firm trade of the transnationals 
which was the most dominant feature of the 
post war trade expansion 21 In a way, all the 
GATT rounds of the fifties and sixties can 
be described as enlarging “economic space” 
for the operations of the transnationals 22 
There is now plenty of evidence to answer 
qui bona! 1 from the GATT system 23 The 
obvious answer is the transnationals In 
other words, as one o f the observers 
describes it, “free trade" in the post-war 
economic system really meant free enterprise 
and free enterprise, of coufse, meant 
freedom for transnationals 24 

The fact that it is intra-firm trade ^nd 
intra-industry trade that were the most 
dynamic sectors in world trade has been 
already noted Further, in the fifties anfl in 
later years, the protectionist measures m 


developed market economies were maximum 
in those sectors where transnationals had 
little role in production gives further sup¬ 
port to our hypothesis about the relation¬ 
ship between the GATT and the trans 
nationals For instance, m the textile* trade, 
the transnationals had little role in their pro¬ 
duction in the developing countries Similar¬ 
ly, thi; singling out of Japan in the early 
years, tor protective barriers, may have been 
also accentuated by the fact that Japan did 
not allow the transnationals from either the 
United States or Europe to have any role. 
Increased participation by transnationals 
had two very important implications to the 
structure of international trade, namely, 
growing oligopolistic nature of the world 
trade and substituting private barriers m the 
international trading system in the place of 
public tariff and non tariff barriers In other 
words, the restrictive business practices have 
become a key issue It is interesting to recall 
that in their proposals for international 
trading organisations, restrictive business 
practically were given important considera 
tion Knowing the sensitivity of the transna 
tionals to this issue, it is perhaps perfectly 
understandable why ITO did not succeed in 
coming into being 

It was the pioneering work of Stephen 
Hymer which focused attention on the 
role of transnationals m the international 
economy 25 Hymer points out that the post¬ 
war growth in world trade is due to 300-500 
oligopolistic corporations which operated on 
the global basis He also describes how the 
gains of trade are unequalising if they are 
left to market forces and the weak public 
institutions as the operations of trans 
nationals were aimed at maximising the rents 
from their monopolistic advantages accru¬ 
ing because ot better access to technology, 
finances, distribution networks, etc 

Growth m Eurodollar market, which has 
led to revolutionising the working of the 
international capital markets, was due to the 
growth of US-based transnationals in 
Europe and other parts of the world This 
accentuated the process of privatisation of 
the international financial system 26 This 
was the beginning ot rapid internationalisa¬ 
tion of banking services, a forerunner for 
other services Consequently, the invest¬ 
ments of transnationals in the services sec¬ 
tor grew much more rapidly and they are 
becoming increasingly as important as the 
direct foreign investment in goods Fbr 
instance, from 1970 to 1983, US direct 
foreign investment of the transnationals in 
the manufacturing sector increased from 75 
to 225 billion dollars while the assets abroad 
of US banks increased from 13 8 to 429 
billion dollars 27 There seems to be similar 
trend of growing share of the services sec 
tor in the emerging pattern of investments 
by the Japanese transnationals 

Of course, the technological changes that 
revolutionised the telecommunications 
industry meant further investments by the 


transnationals in this new and emerging 
informatic sector The dominance of trans¬ 
nationals and their need to tap global 
markets and global freedom of action is 
perhaps the most important reason for the 
new demand that is being made by the domi¬ 
nant developed market economies for a 
GATT-ltke discipline in the services sector 
What GATT did for the transnationals in 
goods, is being now sought for the trans¬ 
nationals in services 2! Hence, it is not sur 
prising that the pressure is fierce on those 
countries which are seeking to develop their 
indigenous capabilities in the services sector 
Keynesian economists, which dealt with 
short-run disequilibrium, and the neo¬ 
classical economics, deriving the normative 
rules of resource allocation from the general 
equilibrium theory, were the analytical 
foundations of the international economic 
and trading system Clearly, in an era of 
(i) greater interpenetration of the national 
economies, (u) rapid technological changes 
in a multipolar world, (m) the international 
market structures which are oligopolistic and 
(iv) technologies exhibiting non-hneanties, 
the earlier analytical foundations need to be 
augmented Equally, it is necessary to take 
into account explicitly the issue of the 
distribution of gams from trade so as to 
inject equity in the working oi the inter 
national trading system It is perhaps, true 
that understanding of these issues amongst 
even the professional economists is still not 
so complete that one can say with any con 
fidence about the precise nature ot inter 
national rules and regulations that should 
govern the international economic system, 
including the international trading system 
However, the view about the direction in 
which the new arrangements will have to 
move is much clearer 

It is difficult to overemphasise the poim 
that under present circumstances successful 
co ordination of expansionary national 
economic policies amongst the OECD coun 
tries has become a precondition for getting 
out of the low growth rate equilibrium trap 
which currently the world economy seems 
to be got into As several studies have shown, 
the co ordination ot national policies would 
encompass both fiscal as well as monetary 
policies For several reasons, the present con 
diiions arc, perhaps, propitious to initiate 
changes Firstly, the international oil markets 
are weak and global supply-demand balance 
is such that the energy prices should remain 
stable for some years Secondly, new growth 
possibilities to the world economy have been 
opened because of the new technologies such 
as informatics, telecommunications, new 
materials, biotechnology etc, and thndlv, 
there seems to be growing understanding of 
the implications of worldwide economic 
integration 

It needs to be organised that, since 1980, 
the real wages do not explain the sharp jump 
in unemployment in the OECD countries 2 ' 
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and to a large extent tin present uncmplov 
mem in the Oft I) usuntnes is bee urn ot 
the deficiency in lggitg lie durum! lobin 
has also pointed out tint in the total 
unemployment ol tht Of ( D sountiies the 
Keynesian um.niplovmuit has a mush I irger 
component thin ills stiueiuiul unemploy 
msnt, and now 1 mots buoyant aggregate 
demand with so oidmatsd m tsio ssonornis 
polisits sail I lunsh Ills ntw growth inoineil 
tilin'" To tslnsu this shtngs in pohsy 
slants would intpls Iht risw sorislation ol 
forces within the Of t D sountnss dsrnan 
ding full tniploymsnt as a maior policy ob 
jsstise Sush a pohsy mix would not otilv 
be expansionary tor the OK D sountnss but 
can only have stimulating impost on the 
development prospects ol the dtvclopini' 
countries and will also mitigate tbs debt pro 
blent thil is threatening the international 
(manual system and the economic well 
bung ol tht developing sountries 11 
Regarding the micro economic manage 
ment ot the capitalist economies one obser 
vatton is in otdet Intun ittonal s tptt ilist 
economy is intrinsictllv cyclical pionc is 
demonstiated by I Risiniiti 1 Fhisiscssut 
tially due to the intii iction ol changing eon 
sumption patterns and increasingly avul 
ability of goods and suvices in an exp in 
ding teonoms In in interactive economic 
system the existence of such economic flue 
Illations is even more likely 1 Ins rue ms that 
the task ot eo oidmation of mutually sup 
porttve national economic policies is not 
going to be in eass one and consequently 
cyclical giowth ind uncut inns mas he the 
dominant features ol the internatiotnl 
economy in the years lo copie 

We have alieady seen the adverse implic i 
lions of rapidly lluetuiting exchange rites 
to the well lunetioning ol the intun ittonal 
trading system Hurt seems to be t grow 
ing consensus that e\ch mge idle st ibiiisa 
tion may be a precondition foi proper 
management ot the international economic 
exchanges I here are stseial proposals in this 
connection 11 It is getting mueasingls clt ir 
that the appropriate legulatton of capital 
movements would hold l kev lor the stahi 
lisation ol exchange talcs I he regulation ol 
short tetin capital flows c in ol course bt 
price-based by mucismg their transaction 
costs Although the volume ol such Mows 
ts vety large the number ol letois that le 
count lor the bulk ot these flows bung a 
limited one eg tiansnational banks tuns 
national eorpoiatiou etc the icgulatorv 
framework may be l feasible one Obviously 
such a regulatory liainework mav have to 
be under in international supusision 
As tar as the international trading system 
is concerned tht earliu analytical liame 
work will have to be reworked Ken in the 
early fifties the b tsit premises ot fret trule 
philosophv were questioned As Ralogli 
pointed out Irec trade mav in fact worsen 
the welfare ol the weaker countiics because 
of its effect on iht supply ol tnireprcntui 


ship and the itnrktt failure due to the 
numuous impcrlttlions in the factor and 
product markets According to him there is 

no a prion ink for maximising inter 
n it ion d welfare M These observations eon 
tunic to be valid lor the developing coun- 
mts It has been also argued by the critics 
of tht nco classical trade theory, that in the 
trade amongst expanding economics, the 
gain from rtade will be unequaltstng if there 
is a grtat divergence between tht rates of 
profits and the growth rates " In other 
words under certain conditions even in an 
expanding (ramework the developing coun 
tries position mav worsen In addition there 
are now new issues which have emerged, 
which ate alfeeting both the developed and 
developing countries 

We have already noted tht role ol the 
transnationals in the international markets 
C onsequently, world markets in manufac¬ 
tures have become oligopolistic In such ur 
uimstanccs, these producers and sellers art 
quite tware of their market power and will 
ing to exeiusc this power to their advantage 
I uither the international economy is amidst 
ol lapid technological changes and thus 
dsn mile ccoriomits ol sc tie have become 
ubiquitous t spec* illy in high technology 
sectors leading to sharp shifts in the maikct 
sh ires 

What is happening in the world maikct 
lot telecommunication pioduus a sector 
which is a prime example ol the high 
technology sector, is illustrative ol this pro 
cess Within a shoit span of live years 
(1979 1984), the shait of Jipari h is muciscd 
I rum 17 to 26 per cult in world exports 
while the combined shaic ol l-RG and the 
Netherlands declined from 28 to I ? per cent 
During this penod the US share also 
declined Irom almost 17 per cent to II pet 
cent or so The story is no different in 
the miuoeleetroniLS and semiconductor 
tndusliy wheie drinntic shills are liking 
place in the race lor technological leadtr 
ship ’ An OCCD study suggests that this 
phenomenon is occurring acioss almost all 
high technology industries e it lobolics 
biotechnology new materials etc I he 

picstnce ol increasing returns to scale with 
endogenous determination ol mtei national 
differences in costs has made the normative 
conclusions of nco classical trade theory in 
operatise C intently there his been an up 
singe in working out new models that takes 
into account the emerging features of inter 
national trade especially in 
manufactuicrs w 

One of the implications of trade amongst 
‘similar’ economies is that there is much 
greater market concentration and intra 
industry trade, w lor instances, in the United 
kingdom, seven corporations alone account 
lor more than 20 per cent of the total 
manulaeturcd exports, while in the Federal 
Republic of Germany only 20 corporations 
or so account for 40 per cent of Germany’s 
manulaeturcd exports 41 Once we take into 
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account the teatureof “dynamic” economies 
of scale, resulting both from the research and 
development and from the experience curve, 
the rules of the international competition, 
especially in high technology goods, are 
much too complex For instance, the stra¬ 
tegic use of research and development by the 
country s government, can give the firms 
Irom that country a decisive advantage in 
the international competition 42 Internalisa¬ 
tion ol uncertainties and exploitation of 
increasing returns to scale, become dominant 
obicetives of the oligopolistic firms and 
government poltcv is to help the domestic 
firms lo pay this ‘ strategic game ’ in achicv 
ing international competitiveness and in 
eretsc their share in the global maiket In 
the prtstnec ol ‘ learning” curves and 
increasing returns the past actions have 
much greatei consequences on the outcome 
in terms of market shares, both due to 
cumulative effects and to path dependent se 
quenees ol economic events 41 In this eon 
itxt the tiadinonal international tiadc 
theotv is woeltills misleading in terms of 
desirable commercial policies l< has been 
shown that under tlust conditions trade 
intervention bs the government may be 
an optimal policy in high technology 
industiies 11 

In these strttcgie games the larger 
ti insnationals hive i decisive idsani tge 
tVitone’ll both economies ol scale and 
economies ol scope I conomics of scope 
make il e ism to cope with uncertainties 
which now seem to be mhuent in innos mve 
industries due to short product cycles and 
synergic chinge tmcmgsi new industries 
Under ihesc eircinnst uicts ihe larger Ol ( D 
economies hive i dtcisisc idv ml tge over 
snnller developed countries and ol couisc, 
sis i sis the developing countries it one has 
lo depend only on the liarket limes ic Ihe 
tree tiadc philosophv ol the GAI I As 
kaldor Ins loieelulls irgued this approach 
would widen the distance between the 
developed countries md the developing 
countries as the developed regions would 
achieve much higher giowth and labour pro 
ductivitv and thus per capita income 4 ' 
Clearly this ought to be unacceptable to tlu 
developing countries and indeed to the 
international community on the grounds of 
inefficiency and inequity Hence, the inter 
national trading system must ptovide foi 
much greater flexibility to the developing 
countries in their application of commercial 
policies In other words the present demand 
by some of the developed countries, to 
depart Irom the differential and more 
favourable treatment of the developing coun 
tries, has little analytical basis, especially 
when one takes into account the new features 
of international trade 

During recent ytars there has been in 
creasing demand by the developed countries 
to initiate a process of formulating GATT 
like regimes for the services This has also 
found an important place in the final agree 
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menr at Punta del Este Undoubtedly these 
demands are due to the increasing inter 
nationalisation of the services sector made 
possible by the revolution in information 
processing technologies which has reduced 
drastically the transaction costs in the scr 
victs sector We have already seen how now 
the transnational investments in the service* 
sector arc catching up those with the pro 
duction sector Consequently there is a need 
by them to guarantee their access to enlarged 
“economic space ’ 

Although one can understand these ob 
jectivc factors, it is not at all dear whethu 
the GAF1 philosophy or GATT principles 
ate valid in the normative sense After all 
there is a qualitative difference between trade 
in goods and trade in services With tiadc 
in services, transbordcr movement of faetois 
of production either labour or capital seem 
to be always associated in contiact to trade 
in goods Under thest urcumsianccs theic 
is no guarentec thrt Ircer trade would benefit 
bothpaitics In fact imperfection in capital 
markets and pool icsess to infoiillation sug 
gest that the developing countiics may 
indeed be worse off bv Irecr opciations of 
the translation ils in the set sites scctoi In 
anv c isc present disslission seems 'o revolve 
onlv around capital itlaitd suvices and to 
hndlv discuss the international trade 
possibilities in labom intensive services II 
the international comrnunitv only liberalise 
c spiral related scrvius e g, banking, in 
surance telecommunications, etc and leaves 
out libour intensive services c g construe 
non software health services, ethic ition scr 
vices (tide and distribution services etc it 
is possible lo conjecture even on analvtical 
grounds the adverse impacl on developing 
countries of such a mi istirc Hurt ate 
doubts whether trade in >omc savices docs 
lollow the pimciplc ol cornpai nice advan 
tigc 46 As many services e e banking, 
Iclecommunie inons art ol strategic n ilure 
an atiempt to formulate a regime to aeeom 
modatc the demands ol ihc transnationals 
will threaten autonomous development 
stiategics ih it the developing countries may 
like to pursue lo sum up the inadequacies 
ol the present state ol knowledge about the 
dciciminants of nadt and the gains from 
trade in ihc services sector suggest a great 
deal of caution in formulating ideas about 
an international regime foi the services 
sector 

II 

It is possible to argue that our analysis, 
so far, suggests the direction into which the 
reforms in the international trading system 
will have to be undertaken Clearly there 
have to be simulianeous initiatives towards 
ensuring better management of the world 
economy through intensified international 
economic co operation amongst all the 
countries For instance, expansionary macro 
economic policies and measures for ex 


change rate stabilisation art ol fundamcn 
tal importance tor achieving sustained im 
provement in the growth in world irade as 
well as in the international mding svstem 
Achieving success in this piocess will 
facilmte simultaneous universahsaiion 
ol the international tiading system by 
associating actively the socialist countries in 
this piocess ot economic co operation and 
global consultation In the GATT ministerial 
conference at Puma del bstc tht Soviet 
Union had formally expressed its desire to 
join ihe GATT lurihcr recent report sug 
gist that C OMrCON is in the process of 
initialing a number ot tetoims I his should 
laciht itc the process ol universahsaiion ol 
the international Hading system 

Multilateralism and transparency of policv 
measures will have to be the hallmarks of 
tile n foimcd intern itional trading system 
Bil iicrulisni or rcgiomhsation would be 
egainst the long term interests of all the 
trading nations and certainly against the 
interests of tht developing countries As far 
as the developing countries are concerned 
multilateralism is only a necessary condition 
md intact there will have to be additional 
explicit measures m suppoil ol the develop 
mg countnes taking into account thttr 
structural weaknesses md the desclopment 
needs 

Ihe heightened uncertainty in the levels 
of output and structure ol demand due to 
technological changes and growing inter 
dependence will have to be recognised in 
designing the nadt policy reforms This will 
c ill tor allowing much greater flexibility to 
the national economics in taking sector 
specific measures In oihcr wotds there can 
not be inv rigid lults which are valid for all 
scclors and valid irrespcclivc ol the state ol 
the business cycle Howcvtr, this flexibility 
lor the countries wall have to be bdanced 
bv their willingness to give compensation to 
the dinted partus I his compensation will 
have 10 be determined mulnlaterally and 
given under multilateral supervision To be 
effective, this will have to be automatic Ihis 
would call for enhanced multilateral enforce 
mem mechanisms One of the wavs of finan 
cine such compensation m the cases where 
compensation is in the form of financial 
resources, would be to collect regularly turn 
over tax on exports ol manufactured pro 
ducts from developed countries and deposit 
it with the multilateral institution and use 
these resources whenever nccessirv tor pay 
ing cornpuisiiion to the affected countries 
because ot the measures t iken h\ a eoncun 
cd developed country against the imports of 
<i pirticiil ir product ot a pioduct group It 
is also clear that the flexibility ol action will 
have to be accompanied bv the actions being 
‘ transparent 

One should not minimise the difficulties 
that are likely to be encountered in the im 
plcmentation ol the compensation proposal 
Some ol the basic advantages of this pio 
posal, however, are that it will protect the 


interests of the weaker partner countries 
enhance the transparency of Ihe trading 
system and, unlike retaliation, which is the 
present implicit GATT philosophy, the com 
pcnsation route will be trade promoting and 
mitigate the balance ol payment problems 
ot developing countries The kind of flex¬ 
ibility which would be possible under the 
new arrangements could be, for tnstanace, 
temporarv unbounding of the MFN tariffs 
Similarly, it is also possible to think of allow 
mg the countries under specific situations, 
the deployment of global quotas that are 
degressive 

In the Iokyo Round, certain codes were 
devcloptd regarding ihe economic policies 
ol the contracting parties, c g, domestic sub¬ 
sidies, export subsidies etc In the light of 
our earlier discussion, it is clear that the 
Lountiies whose economic agents, that is, 
national lirms, are relatively smaller, are 
handicapped in more than one way For cx 
ample unlike the large transnationals, these 
would not be able to minimise then risks in 
the high icchnology scctois through inter¬ 
nal cross subsidisation of products and pool 
mg of risks C onsequently, these firms would 
require government policy support through 
subsidies, if necessary In other words, a 
symmetric discipline of Tokyo Round type 
code on the firms of unequal sizes would 
be non-optimal given the institutional dif¬ 
ferences in the different countries Even 
among developed countries e g United 
States and Japan, different institutional 
structure have led to trade policies differing 
from each other in terms ot the emphasis 
on measures that are more market related 47 
Of course in the case of developing coun 
tries, the instruments could take the lorm 
of much greater state participation through 
public sector operations state trading ac 
live policies vis a vis foreign investment etc 
One of the principal re isons for such in 
tcrvcntion is of course an absence of ap 
propriatc markets in the developing coun 
tries and which needs to be rectified in the 
interest of improving allocation of resources 
across tht stciors and over time Hence the 
inter national trading system needs to give 
greater flexibility to tht developing countries 
in thur economic policies, including trade 
policies 

There is considerable evidence that ihe 
nansnationals do deploy a number ol 
measures that lie detrimental to the giowth 
in world tiade and ihc interests of tht 
developing couniries 4S Given the large 
shares of the transnationals in the world 
trade, especially in manufactures and in 
icchnology il is ol utmost import nice that 
a multilateral discipline on restrictive 
business practices is put in place as quickly 
as possible I his would help in removing 
private barriers in the technology markets 
discourage entry deiurent strategies of the 
transnationals etc This issue is of particular 
importance to those developing countries 
which seek to develop their economies tssen 
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tially only through their own national enter 
prises Given iht growing importance of in 
ternational trade in scmccs restrictive 
business practices will have to also address 
themselves to the transnationals in the sn 
vices sector An encouraging beginning was 
made when the international community ac 
cepted a set of multilatcrally agreed pun 
ciples and rules for the control of restrictive 
business practices This forms a useful basis 
for undertaking further work in this vital 
area ^ 

There is a final point The direction which 
is being taken via the Uruguay Round may, 
at best, aehieve little and, at worst, mas pro 
vc to be counter productive as that attempt 
means to do more of the same, which wt 
have seen, is unworkable on various grounds 
If the Uruguay Round as suggested by an 
influential policy-oriented US study, eon 
tinues the Tokyo Round trend of enlarging 
the domain of conditional MFN principle 
it would only accentuate the problems' ll 
What is needed is a much more imaguntivc 
and eomprehensive approach encompass 
mg international monetary system develop 
ment finance and trade not unlike the 
Havana Conference Without a consensus 
on the macro economic policy objectives 
there is little that a tariff reduction round 
tan do Similarly when the aspirations of 
!ht developing countries aie considered as 
1 derogation of operating principles there 
is something basical', wrong with tht 
operating principles themselves When no 
single economic powci is large enough to im 
pose its will intensified economic co 
operation will have to be the new mode as 
otherwise the trade conflicts tan lead to 
trade wars helping nobody and harming ill 
The loithconung UNCTAD conference c in 
make the beginning for eventually conven 
ing a world economic conference on 
development trade, employment and the 
monetary system, where comprehensive dtci 
sions tan be taken on the interrelated issues 
of the international economic system in 
eluding the international trading system 
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Pfizer India: 
Profile of a 
Responsible 
Corporate 
Citizen 

For over three de< ades Pfizer operations in 
India have brought to the < ountry a rtumbei of 
tangible benefits In several ireos the Company 
has contributed significantly over the. years 
both to the nation s ext he quei and to the 
health and well bring of its people Here arc 
some ol the lain nt t onlnbuhons made by 
Pfizer during the years of its existence in the 
country 

• The Company commenced opeiations in 
India as early as 1950 

• Pflii r has three manufacturing units in India 
- one at Chandlgaih the second at Phane 
Belapur Road rw ar Bombay and the third at 
Kalyani in West Bengal 

• Pfatr commenced bask manufacture ot 
isonicotinic acid hydrn/ide in 1956-protein 
hydrofysate in 1956 -tetracycline and oxy 

telracyilint in 1961-para aminosalicylic 

acid in 1961 - chlorpropamide In 1966 

• Today the Company lias an employee force of 
2.200 and all them are Indians Nearly 1500 
employees have completed more than 20 years 
of sendee 

• The lowest paid employee m the Company 
qeLs approximately Rs 1674/ per month 
plus benefits 

• Pfuer became a Public Limited Company as 
early as 1966 and now has more than 
40 000 shareholders holding 40 per cent 
Equity Shares. 



• Pfizer India s earnings from exports over the 
last many years have exc ceded their total 
remittance abroad lor the same period 

• For introducing new Pflzt r discoveries in 
India the Company does not pay any royalty 
or In hnical Ices to its associates ab nad 

• I he Company s Researc h and D« velopment 
Laboratories < airy out on l continuing basis 
Important programmes of produi t develop 
ment process impicvement and import 
substitution 

• In 1985 Pfizer m ide the following contribution 
to the exchequer DirectlaxesRs Mfl crores 
Indirect taxis Rs 1107 trores-Total 
Rs 13 4j c lores 

• Inter nation illy Pflzei today has 14 J menu 
factoring units and the Indian operation has 
an access to the impiovements and develop 
m« nts that are lakmq plat e in any of these 
centres In 1985 Pfizer spent on a worldwide 
basis over Rs 280 notes on Research and 
Development 

• The Company has one of the most modern 
and up to date quality control laboratories 
in the country manned by highly qualified 
scientific pi rsonnel 

• T he Company s product idnge today covers 
pharmaceutic als vitamins and nutritional 
products animal health products and 
pharmaceutical chemicals 
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Pharmaceutical Patents in Developing 
Countries: Policy Options 

Kumanah Balasubramaniam 

The Pans Convention for the protection of industrial property originally signed in 1883 has since been revised 
six times Each revision has extended the exclusive monopoly powers of the patent holders and weakened the 
bargaining powers of developing countries which have to purchase technology from TNCs who own the majority 
of the patents Most national legislations have incorporated the major provisions in the Pans Convention regardless 
of whether the countries are members of the Pans Union or not A critical examination of the existing national 
and international patent systems reveals that these have had an adverse effect on the ec onomic, c ommenial and 
technological development of the pharmaceutical sector in (he Asian and other developing countries 

The economic and social policy on patent legislation should be to secure the maximum possible benefits in 
relation to social costs entailed A rational patent policy should be one o) the components oj an integialed na¬ 
tional pharmaceutical policy A number of developing countries have in recent years introduced significant changes 
in their national legislation on patents These reforms were so designed as to make the patent system strike a 
balance between the need for economic development and social change on the one hand, and the rights granted 
by the patents on the other 


I 

Pans Convention for Protection of 
Industrial Property 

THE Pans Convention is an international 
agreement for the protection of industrial 
property Since 1967 the World Intellectual 
Property Organisation (WIPO) has provided 
the International Secretariat for the Paris 
Convention There are several forms of in¬ 
dustrial property protection for inventions 
These include patents trademarks, inven 
tors' certificates, utility models, industrial 
designs, service marks and tradenames O! 
all these forms ot industrial property, 
patents and trademarks are the two which 
are of critical importance to the development 
of the pharmaceutical sector in developing 
countries In this seminar we shall bi 
looking at patents only 

The international patent system, for the 
purpose of this paper, may be regarded as 
a system which consists of two important 
components (1) domestic or national laws 
and practices and (u) international 
agreement 

A country can formulate its own national 
laws on patents to suit its development 
needs However, the scope of policy and 
legislation and the flexibility of administ¬ 
rative practices open to a country depend on 
its commitments entered into through its 
membership of the Paris Convention Not 
all developing countries are members of the 
Paris Convention However, many of these 
countries which are not members of the 
Paris Union have enacted their national 
legislations on patents These laws are based 
essehtially on the provisions contained m the 
Pans Convention Apnexurcs 1 5 give ex¬ 
amples of national patent laws of developing 
countries both members and non-members 
of the Pan» Union 

The Paris Convention for the protection 
of industrial property originally signed in 
1883 came into effect on July 7, 1884 with 


fourteen member countries At present there 
are 97 members (Anncxurc 6) 

The Convention consists of 10 articles of 
which the first 12 deal with questions ot 
patents, trademarks and other forms ol in 
dustrial property and the remainder with 
procedural and administrative matteis in 
eluding amendment of the Convention 
There is no preamble and no geneial state 
ment of the objectives ol the C onvenlion 
Article (I), however, makes clear that the 
Convention is intended tor the ‘protection 
of industrial property It is in fact a charter 
of rights for patent holders its essential con 
cern being to determine and safeguard their 
privileges As contrasted with the detail and 
precision with which their privileges are 
stated there is little about the rights ot coun 
tries which grant these privileges Ihcte is 
little recognition of the public interest that 
is expected to be seived by the system ol 
patents and fe.w provisions about the 
remedial measures to deal with the possible 
abuses of the system T he key rules of the 
Convention are mandatory on the member 
states These provisions define the rights of 
the holders of industrial property and are 
stated in considerable detail 

articles in Paris Convention or 
iMPORrANCt ro Developing countries 

The basic rules regarding the privileges 
and rights of patent holders are contained 
in the provisions in various articles of the 
Paris Convention including 

1 National treatment (Article 2) 

2 Right of priority (Article 4) 

3 Independence of patents (Article 4 bis) 

4 The safeguards against forfeiture for lack 
of working the patent (Article 5 A) 

5 Stipulation on imports of products 
manufactured with a patented process 
(Article Squater) 

A brief discussion of the provisions con¬ 
tained in the above articles will reveal how 
drug transnational corporations (TNCs) use 


them to virtually hold many developing 
countries to ransom and excit a monopolistic 
control of the market A small number of 
TNCs control thev ist majority of pharma 
ceutical patents (lablc D 
National treatment 

T he principle ot n itional treatment means 
ihai as regards the prelection of industrial 
property each country which is a member 
of the Pans Union must grant the same pro¬ 
tection to nationals of other member coun 
tries as it grants to its own nationals It will 
not be possible for a member country, how 
ever underdeveloped it is in its economy or 
in us scientific and technological capacity, 
to discriminate in tavoui of its own citizens 
as a means of inducing local inventiveness 
ind initiatives It will be clear to anyone that 
foimal equality will operate to the mutual 
advantage ottlv when the countries involved 
arc at approximately the same level of 
technological development and if there is 
genuine exchange of the patent protected 
technology among them When the countries 
involved are at vastly different levels of 
technological development with one parly 
having no technology to sell this provision 
in the Paris Convention gives patent holders 
who are all TNCs in industrially advanced 
countries unlimited freedom to utilise their 
power at the expense of technology buyers 
in developing counmes 

Right of priority 

According to this provision, any person 
who has filed a patent in one of the member 
countries of the Convention has a right of 
priority in other member countries a right 
which in the case of patents, is for a period 
of 12 months This provision adversely af 
fccts developing countries dut to the follow 
ing reasons 

a) This provision may well constitute a 
strong disincentive (o initiate tesearch and 
development activities in the third world In 
vestments ot time and money may become 
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useless because of an application made in 
some other country in the world and still 
unknown to nationals 

b) For the same reason entrepreneurs in 
developing countries would be discouraged 
in putting new inventions into use Tor nearly 
a year national enterprises will not have any 


certainty whether they would be asked to 
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Source D behwartznnn Innovation in the 
Ph irimiciitical Indusirv (John 
Hopkins University Press I ondon 
1976) tables 6 8 and 6 9 The original 
souict w is Deivuil Central Patent 
Index Patents were listed the lirst time 
thev were granted in one of the follow 
mg countries United States United 
Kingdom Netherlands, Belgium, 
I ranee South Atriea, C anada Federal 
Republic ol Germany German Demo 
crane Republic Japan Switzerland 
and the Soviet Union Patents were for 
pharmaceutieal compounds and pro 
cess primarily 


stop such use due to the granting of a patent 
in some other country 
The consequences of this provision could 
be mote drastic if patent holders take advan 
tage ol this provision and deliberately delay 
their application until the last month of the 
Convention year, is for example in Canada 
Sample statistics from the Canadian patent 
office indicate that two thirds ol all Con 
vention filings arc received in the last month 
of the Convention year 1 Such a practice is 
connected also with the provisions in Artt 
cle l(bis) on independence ol patents - 
discussed below—to lengthen the period ol 
validity ol the patent 

It is interesting to note that when the C on- 
vention was ongmally framed m 1881 when 
means of communication were far slower 
than today the period of priority allowed 
was onlv six months In the age ol elections 
communication the Convention has been 
revised to increase the period ol priority 1 
This clearly indicates, as will be shown later 
that all subsequent revisions ol the Paris 
Convention since 1881 have increased the 
monopoly powtrs of the pattnt holdei 

Independc m e of patent s 

Patents applied for m the various member 
count!ics shall be independent of patents 
obtained lor the same invention in other 
countncs whether members ol theConven 
tion or not as regards the grounds foi nullity 
and torlcituic and as regards their normal 
duration It would appear that this provision 
is consistent with the principle that nidi 
vidual countries remain free to decide for 
themselves on matters such as patentability 
duration of patent etc 

However in rerhty, this provision hrs i 
negative impact In many developing conn 
tries, there is an acute shortage ol technic ll 
staff required to engage in a thorough ex 
animation of a patent application loi us 
novelty, inventive activity and industri il ip- 
plicability For these countncs the >aluc ol 
information on the granting and validity ol 
patents applied lor in a developed countiy 
would be quite high 

For example in the c irly sevenlics the 
United States justice department asked lor 
and obtained cancellation of what it regard¬ 
ed as the “fraudulently procured ampicillin 
patent and the invalidation ot ampicillin 
trihydrate patents Patents lor this ampicillin 
were taken out in over 60 countries and in 
1968 the worldwide sales by one company 
alone and its licensees were about $ 170 
million 2 The possible costs to developing 
countries which continued to grant protec¬ 
tion to this “fraudulently procured" patent 
could therefore be quite high In developing 
countries when a patent is accepted and filed, 
it usually runs its full life without any htiga 
tion regarding its validity This is not so in 
advanced industrialised countries, m the UK 
56 per cent of invalidations of filed patents 
by the courts had been reported for the 
period 1918-49, the United States Courts of 


Appeals invalidated 62 7 per cent of patents 
litigated during the period 1948 1954 3 
It there had been a mechanism formally 
established for the exchange of information 
on forfeiture proceedings, developing coun 
tries need not continue to protect fraudulent 
and useless pharmaceutical patents which 
are damaging to the national economy and 
people’s health 

Safeguards against forfeiture for tack of 
working and stipulation on imports of 
products manufactured with patented 
process 

These two articles are ot great importance 
to the development of the pharmaceutical 
sector m devclc^nng countries One of the 
arguments lor the international patent 
system is that it facilitates transfer of 
technology to developing countries It is 
issumed that when an invention is pattnted 
in a country, that particulir invention will 
be put to effective industrial use I et us 
tx inline this assumption in relation to 
pharmaceuticals 

Patent protection for pharmaceuticals are 
of two kinds (a) Ptotcction tor the plinr 
maccutical pioduct and (b) Piotcction for 
the process bv which the product is 
manufactured 

Product patents 

When a INC obtains patent protection 
lor a ph umaccutical product in the coun 
try the piovisions in Article 5 A ol the Paris 
Convention give it the following privileges 
i) An exclusive right to manufacture, ini 
pint ind distribute the pharmaceutical pro¬ 
duct in lint countiy however there is no 
ohhg ition that the drug should be minufac- 
mred locally 

u) Prevent others Itoni manufacturing, 
importing ind distributing the phar 
miceulical product in that country 

In actual practice TNC s use the provisions 
in this article to secuic an exclusive import 
monopoly in developing countries The cf 
fective utilisation of loreign patents in 
developing countries is negligible For exam¬ 
ple an examination of 2534 patents in the 
phaniiactutical industiy in Colombia reveal 
ed that onlv 10—or 0 3 per cent of the 
total—were actually used in the production 
process in the country in 1970 4 
While the Convention does not require as 
such the working of the patented invention 
it authorises remedial action to deal with 
abuses associated with non working, 
through the devise of compulsory licensing 
in Articles 5A(2) to 5A(4) It has been stated 
that “these provisions have had a turbulent 
history because they touch directly on the 
conflict between the interest of the national 
economy as a whole and the interest of the 
individuahpatentee in obtaining the maxi 
mum return for his patent 5 A study by the 
United Nations has shown that the com¬ 
pulsory licensing procedures as laid down 
in the Convention have proved in practice 
of virtually no value whatsoever and in 
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dicated that the provisions for compulsory 
licences are extremely weak 6 
Taken together, the provisions in Article 
SA contain a number of obstacles impeding 
the working of patents particularly in 
developing countries The present text pro 
tects the patentee in a number of ways 
i) A compulsory licence may not be applied 
on the ground of failure to work or in 
sufficient working before the expiration 
of four years from the date of filing of 
the patent application or three years 
from the date of grant of the patent 
n) A compulsory licence shall be refused if 
the patentee justifies his inaction by 
legitimate reasons, 

in) Such compulsory licence shall be 
non exclusive 

iv) Revocation of the patent could not take 
place except in cases where the grant of 
compulsoi y licence could not base been 

sufficient to prevent the abuse, and 

v) No proceedings tor the revocation ol a 
patent may be instituted before the 
expiration of two years from the grim 
of the first compulsory licence 

Process patents 

Another element of the import monopoly 
aspect of the Parts Convention is given bv 
Article 5quater which ‘provides that when 
a product is imported into a member slate 
where there exists a patent protecting a pro 
cess for the manufacture of that particular 
product, the patentee has all the lights, with 
regard to the imported product that would 
be accorded to him by the law of the eoun 
try of importation on lilt basis of the 
process patent with respect to products 
manufactured in that countiv’* 

The existing provision contained in Ai tide 
5quater refers essentially to the issue of 
whether a country which according to its 
law, grants process patents (with an exten 
sion of the protection to the products 
manufactured by such process) should 
regard the sale of the product manufactured 
by such process as illegal onlv when the pro 
duct is manufactured in that country, 01 it 
such a sale would also be illegal if the pro 
duct has been manufactured abroad and 
subsequently imported 
Article Squater was introduced into the 
Paris Convention at the Lisbon Revision 
Conference ol 1958 and is, therefore the 
youngest of the principal provisions 

Revision oe Paris Convention 

The Paris Convention has been revised 
from time to time after us signature in 1883 
Six Revision Conferences, starting with the 
Brussels Conference ended up with the 
adoption of a revised Act of the Paris Con 
vention There are several interesting features 
about the increase of the number of develop 
ing countries in the membership of the Paris 
Convention At the first revision in 1900 
there were only three developing countries 
The number rose to 14 at the fifth revision 


in 1958 when almost all the developed coun 
tries (26 of them) had toined (Table 2) The 
thret developed countries which joined after 
1958 were Iceland and the Holy See and San 
Marino 

Between 1900 and 1958, when ihc dc 
veloped countries had an absolute majority, 
significant revisions of the basic provisions 
of the convention have tended to strengthen 
the position ol the patentee and weaken the 
rights and privileges of the patent granting 
countiy A historical compromise originally 
embodied in Altaic 5 has been steadily 
diluted, strengthening the interest of in 
dividual patentees and correspondingly 
weakening the defence ol the interest of the 
national economy As alreadv mentioned 
the priority period under Article 4 has been 
doubled as compared with the original pio 
visions The introduction ot Article 5quattr 
in 1958 added a further constraint on na 
tional flexibility to legislate on the extension 
ol the i ights of the palcnttc Aflei tht rev i 
sion in 1958, the Paris C onvention took its 
present (orin Upto 1958 the participation 
ol the developing countries in shaping as 
well as in the operation of the international 
patent system has remained minimal 

At the sixth revision in 1967 the number 
of developing counliies had risen to 43 
twentv six Atii r an countries which regained 
thur independence joined the Paris Union 
between 1958 and 1967 tn spile ot the tact 
that developing countries constituted ma 
jority in 1967, the Stockholm revision did 
not reflect the urgent needs ot these coun 
tries It is also relevant to note that some ol 
the largest developing countries have not 
joined the Convention 1h<,se ineludc 
Afghanistan Bangladesh Burma C hilc, 
Colombia, Ethiopia, India Malavsia, 
Pakistan, Peru Thailand and Venezuela 
(Anncxurc 6) Tht Soviet Union joined in 
1965 imi C hm i in 1985 

Background io()n<.oinci Revision oi 
Paris C onuniion 

Imliat'vcs for the seventh revision ol the 
Pans Convention were started after the 
Declaration ot the New Intel national 


Economic Order was adopted in May 1974 
by the Sixth Special Session of the UN 
General Assembly This Declaration aims at 
correcting inequalities and redressing ex¬ 
isting injustices between the developed and 
developing countries The principles upon 
which the New International Economic 
Order is to be founded have at their centre 
the need for restructuring the existing inter¬ 
national agreements among countries Such 
restructuring is to work towards fulfilling the 
development objectives of developing coun 
tries I his particular requirement would have 
to be the guiding consideration in the 
revision of the Paris Convention 

At its Seventh Special Stssion, the General 
Assembly adopted Resolution 3362 on 
Development and International Co opera 
non A section of this Resolution provides 
“International conventions on parents and 
tradt marks should be reviewed and revised 
to meet in particular, the special needs of 
the developing counti ics in order that these 
C onvcntions may become more satisfactory 
instruments for aiding developing countries 
in the transfer and development of 
tcthnologv’ 

In December 1975 the Ad Hoc Group of 
Governmental Experts ot tht Revision of the 
Pans Convention set up bv WIPO adopted 
a Declaration of Objectives ot the Paris 
Convention This Declaration of Objectives 
eompnscd inter alia the following objectives 
to be achieved by the revision 

(a) To give full recognition to the needs 
lor economic and social development ol 
countries and to ensure a propei balance bet 
ween these needs and the rights granted by 
patents 

(b) To piomotc the actual working of 
inventions in each country, 

(c) To facilitate the development ot 
technology by developing countnes and to 
improve the conditions foi the transfer ol 
technology undci fan and reasonable terms, 

(d) To encourage inventive activity in 
developing countries, 

(e) To increase the potential in develop 
ing countries in judging the real value of in 
vcntions for which protection is requested. 
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in screening and controlling licensing con 
tracts and in improving information for local 
industry, 

(f) lb ensure that all forms of industrial 
property be designed to faeilitate economic 
development and to ensure co operation bet¬ 
ween countries having different systems of 
industrial propeity protection 

The Declaration of Objectives also stated 
that as far as the Revision of the Paris Con 
vention was concerned consideration should 
be given to eeitain defined cases in which 
exceptions and/or correctives to the prin 
eiplcs of national treatment, independence 
of patents and preferential treatment for 
developing countries should be allowed 

The Third Ministerial Meeting of the 
Group of 77 in Manila (lanuary/February 
1976) stiessed in the Manila Declaration and 
Programme of Action that ‘the economic, 
trade and development interests of the 
developing countries should be fully 
reflected in the revision of the international 
system of industnal property and, in par 
fieutar in the revised Paris Convention' 

Ongoing Revision oe Paris 
Cons t ni ion 

An Ad Hoe Group of Governmental Ex¬ 
perts of the Revision of the Paris f onven- 
tion was set up bv WIPO in 197^ The Group 
held three sessions between February 1975 
and June 1976 All member States of the 
Paris Union and members of WIPO were in 
vitcd to the first and second sessions and all 
state members of the United Nations or any 
other specialised agenev of the UN were fur 
ther invited to the third stssion During the 
sessions of the Group of Experts and 
throughout the pioctss of preparatory work 
tor the Revision of the Convention, groups 
of countries had informal consultations The 
three main groups of countries that acted in 
this process wen the Group of 77 and othei 
developing countries, Group B (which is the 
group of industrialised market economy 
countries) and Group D (comprising the 
socialist countries of Eastern Europe) 

On the basis of a recommendation by the 
Group of Fxperts, the Preparatory Inter- 
govt rnmental C ommittcc on the Revision of 
the Paris Convention was established in 
1977 The Preparatory Committee held five 
sessions in Geneva betwetn November 1976 
and December 1978 To these sessions were 
invited all state members of the Paris Union, 
of the UN and its specialised agencies as well 
as a certain number of intergovernmental 
and non governmental organisations The 
Preparatory Intergovernmental Committee 
submitted its draft proposals to the 
Diplomatic Conference These contained 
amendments to articles already existing in 
the Stockholm Act of the Paris Convention 
or proposals tor new articles 

The proposed amendments which are of 
great relevance to the development of the 
pharmaceutical sector in the third world are 
Ihose in relation to Articles 1, 5A and 


Squater 

The proposed new text of Article 1 in¬ 
troduces as the mam change in the current 
text of the Convention, the recognition of 
inventors' certificate as a title of industrial 
property to be accepted on the same footing 
as patents for inventions The proposed text 
includes definitions of inventors’ certificates 
and patents for inventions in order to assert 
a parallellism and balance between both 
titles 

The new text of Article 1 also contains 
alternatives with respect to the question 
whether the recognition of inventors’ cer¬ 
tificates should m all cases depend on a free 
choice between a patent and an inventor's 
certificate or whether exceptions from the 
‘ tree choice principle” could be permitted 

The revision of Article 5A constitutes the 
most important aspect of the present revi 
sion process From the point of view of 
developing countries the mam objective of 
the revision of these Articles has been the 
promotion of the working of patents in the 
country granting the patent As described 
earlier the present texts contain a number 
of obstacles impeding the working of patents 
and enable patent holders—the TNCs—to 
obtain import monopoly for their products 

The proposed new text of Article 5A con 
tains provisions authorising national laws to 
take certain measures under three types of 
cases namely where the patent rights are 
abused where the patented invention is not, 
or not sufficiently worked in the country 
where the patent was granted, and where the 
public interest is involved In each case, the 
laws and competent authonties m the coun¬ 
tries of the Union would be able to apply 
several measures, according to the situations 
referred to previously, within certain lunita 
tions For the case of failure to work or in 
sufficient working, it would be possible for 
any country to provide for the grant of non 
voluntary licences to work the patented in 
vention Other measures include, in par¬ 
ticular, forfeiture and revocation of the 
patent in the case of abuse of the patent 
rights, and—as a subsidiary measure— 
foreiture and revocation also tor the case of 
non working or insufficient working of the 
patented invention Finally, where the public 
interest requires exploitation of the inven 
tion, it is proposed to allow national laws 
to provide for the grant of authorisation to 
exploit or work the invention by the state or 
by any person designated by the competent 
national authorities 

It is an important feature of the draft new 
text of Article 5 A that some of its provisions 
have been specifically intended for develop 
ing countries For these countries, shorter 
periods and easier requirements have been 
submitted, in order that they may regulate 
more freely the grant of non-voluntary 
licences and the application of sanctions and 
other measures to deal with failure to work 
and abuse of patent rights 

The basic proposal submitted to the 
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Diplomatic Conference with respect of 
Article Squater is that it be omitted entirely 
from the Convention, or at least that the 
developing countries be exempted from the 
obligation to apply this Article 

First Session of Diplomatic Conference 
The First Session took place in Geneva 
from February 4 to March 4,1980 The Con¬ 
ference initially ran into some difficulties in 
approving the Rules of Procedure according 
to which the Conference would have to func 
tion There was a strong controversy on the 
rule dealing with the number of votes which 
would be required to adopt the revised Act 
of the Convention 

The Group of Developing Countries sup¬ 
ported by the Group of Socialist Countries, 
submitted that the new Act should be 
adopted by the Conference (meeting in 
plenary) by a qualified majority of two 
thirds of the votes cast The Group of 
Developed Countries (Group B) wanted the 
new Act to be adopted by unanimity arguing 
that all the previous decisions of the Paris 
Convention had been adopted by unanimity 
During further negotiations Group B 
gradually yielded from their original posi 
tion requiring unanimity and accepted a 
compromise that the revised Act would be 
adopted by a qualified majority of unaninn 
ty minus 12 votes against However, when 
the compromise was adopted, the delegation 
of the United States of America stated that 
it could not accept the compromise and that 
the adoption of this rule would have required 
unanimity 

Second Session of Diplomatic Conference 
The Second Session was held m Nairobi 
(Kenya) from September 28 to October 24, 
1981 This session dealt with mainly Article 
5A A new text of Article 5A was provi 
sionally agretd upon by the three regional 
Groups (developing, developed and socialist 
countries), the United States of America, 
however, opposing some of the provisions 
contained in the agreed text of this Article 
In addition to Article 5A, Article 1 was 
also discussed without reaching a conclu 
sion At this meeting, Australia, Canada, 
New Zealand, Portugal, Spain and TUrkey 
supported the position of the developing 
countries These six countries stated that 
they being net technology importers, were 
being harmed by the present international 
patent system 

Third Session of Diplomatic Conference 
The Third Session was held in Geneva 
from October 4 to 30, 1982 and from 
November 23 to 27, 1982 While the Main 
Committee examined other Articles, negoti 
ations on Article 5A continued in an infor¬ 
mal body Delegations from the three re¬ 
gional Groups partiapatrd m these unofficial 
meetings but no consensus was reached 
Several proposals on Article 1 were submit¬ 
ted to the Main Committee but no decisions 
were taken 
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Fourth Session of Diplomatic Conference 
The Fourth Session was held in Geneva 
from February 27 to March 24, 1984 7 he 
Main Committee continued its debates on 
Article SA Certain ideas were put forward 
by the Group of Developing Countries for 
consideration by other groups but no new 
proposals for amendment were presented 
and no agreement could be reached 
The Main Committee also discussed two 
new documents containing proposals con 
ceming the definition of patents and inven 
tors’ certificates None of the proposals were 
rejected or adopted 

Spread of National PArtNt Laws 

■fable 2 summarises the changes in the 
number of countires having national patent 
laws between 1900 and 1987 The dates have 
been chosen to reflect the years when the 
Pans Convention was revised This table 
illustrates the the following 
Twenty five developing countries which 
are not members of the Paris Union have 
established their own national patent laws 
These are based essentially on the provisions 
contained in the Paris Convention (for eg sec 

Tabic 3 Pailnt Legislation in 
15 Dlvliopinc Aman Countries 


Country Patents Legislation 


Afghanistan 

Bangladesh 

Burma 


Hong Kong 

India 

Indonesia 


Malaysia 

Maldives 

Nepal 

Pakistan 


Philippines 

Republic of 
Korea 
Singapore 


Sri Lanka 
Thailand 


No legislation 

Patents and Designs Act 1911 
Burma Patents and Designs 
(Lmetgcncv Provision) Act 
1946 

UK Patents Ordinance 1932 
Patents Act 1970 
Provision il Patent 
Regulation 

1953 (Patent Law under 
preparation) 

Act No 291 or 1983 
Introduced on October I 
1986 

No legislation 

Patent Design and TM Act 

1985 

Patents and Designs Act 
1911 

as amended upto 1961 
Act No 165 of 1947 as 
amended upto 1968 
Patents Act 1961 amended 
upto 1980 

Registration of UK Patents 
Ordinance 1937 55 Patents 
(Compulsory Licensing) Act 
1968 (studying various option 
for a national patent law) 
Code of Intellectual Property 
Act, 1979 
Patents Act, 1979 


Source A survey of the Industrial Property 
Situation m the Developing Countries 
of Asia and the Pacific—document 
prepared by the International Bureau 
of WIPO (SPAC/83/9) p 5 


Annexures 1 5) 

By the end of the 19th century the 
establishment of national patent laws in 
nearly all what are now the developed 
market economy countries was completed 
(The seven countries which had not yet in 
troduced patent laws were Australia, Greece, 
Iceland, Ireland, Leichtenstein, Monaco and 
South Africa The Holy See and San Marino 
are members of the Fans Union but have no 
patent laws) 

On the other hand only 24 developing 
countries had established their patent laws 
by 1900 At present 85 of them have their 
own patent laws The rise in numbers is 
mainly explained by the fact that former col 
omes whose legal codes included-some form 
of patent system during dependence, came 
to be shown later as independent countries 
with national legal codes 

Majority of the developed countries have 
legislated new laws, many of them within the 
last 25 years Among the developing coun¬ 
tries the position varies from region to region 
(see Annexijre 6) 

In Africa the lust patent law still prevails 
in all the countues and in 13 of them the 
law dates from before 1950 1 e, when they 
were under foreign domination There is 
more evidence of change m Latin America, 
however 13 of the 25 countries have never 
brought m fresh patent laws Asia presents 
a different picture Many countries do not 
have patent laws in half the number of 
countries with laws the current legislation 
is prior to 1950 l c when they were under 
colonial rule 


II 

Major Provisions of National 
Legislation on Patents 

Table 3 gives the existing patent legisla 
lion in 15 developing Asian countries Twelve 
of these countries have national legislations 
giving legal protection to invention by means 
of patents Afghanistan and the Republic of 
Maldives havt no patent legislation 
Indonesia has a law known as the Provi 
sional Patent Regulation, 1953 Under this* 
law, patent applications are received, examin 
cd as to form and given a filing date 
However, no patents are granted and none 
will be granted until a patent law has been 
enacted The government of Indonesia has 
been in the process ot finalising a draft 
patent law 

Of the countries listed in table 3, only 
four, Indonesia, the Republic of Korea, 
Philippines and Sn Lanka are signatories to 
the Paris Convention The eight non 
member countries, however, have enacted 
their national legislation on patents based 
essentially on the Provisions of the Paris 
Convention Copies of the national patent 
legislations of China, Pakistan, Srt Lanka, 
Thailand and Vietnam listing the major pro 
visions are given in Annexures I 5 to com¬ 


pare the legislations in member states and 
non member states of the Paris Union 

application Examination and 
Grant ing of Protection 

Under the provisions in the national 
legislation, the applicant files his applica¬ 
tion with the competent administration The 
application is examined by or on behalf of 
the competent administration The examina¬ 
tion consists of 

1) Examination as to form, and 

2) Examination as to substance 

Examination as to form In this procedure 

compliance with the minimum requirements 
such as complete name and address of ap¬ 
plicant, presence of the necessary documents 
and information and the payment of a 
prescribed fee are checked 

Examination as to substance This pro 
cedure requires the patent office to search 
the state of the art (or requires a report on 
this from the applicant) and to examine the 
invention claimed in the application in the 
light of that art and thereby determines 
whether the invention fulfils certain criteria 
of patentability (differing from country to 
country), the most commonly accepted of 
which are the inventive step, novelty and in 
dustrial applicability After the examination 
and any opposition, the competent administ¬ 
ration decides whether to grant a patent of 
invention 

In Burma and Nepal patents are granted 
after the examination as to form only 7 In 
Sn Lanka, under the existing legislation 
which was introduced in 1979, patent ap 
plications are examined as to form only, 
whereas from 1925 they were examined as 
to substance also Now disputes concerning 
whether or not the invention represents a 
meaningful technological advance and other 
grounds ot invalidation are matters for the 
courts to decide 

In Bangladesh, India, Malaysia, Pakistan, 
Philippines, Republic of Korea and Thailand, 
the patent offices examine patent applica 
tions as to form and substance before dttcr 
mining whether a patent for an invention can 
be granted 

Singapore does not examine any patent 
applications before granting a patent but has 
a re registration scheme under which, patent 
protection is granted to United Kingdom 
patentees who apply for their patents to be 
re-registered within three years of the grant 
of the patents by the UK patent office 

Nature or Tints Granted 

The two mam forms of protection of 
inventions are patents and inventors’ cer¬ 
tificates In practical terms and as a means 
of stimulating technical progress, patents 
and inventors’ certificates have much m 
common The mam difference is that 
whereas the owner of a patent has the right 
to exclude others from using the patented in 
vention up to a limited period of time, the 
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owner of an investors' certificate transfers 
the exclusive rights to the state, has the right 
to receive remuneration when savings are 
made through the use of the invention and 
this right is not limited in time. Another dif¬ 
ference is that a patentee has to pay a fee 
to have his invention examined and pro 
tected, no payment of fees is required for 
inventors' certificates 

Inventors’ certificate is not mentioned in 
any of the laws of the countries listed in 
table 3 All socialist countries grant mven 
tors' certificates Mexico introduced it in its 
Law of Inventions and Marks in 1981 and 
amended in 1982 

Inventors’ certificates are particulury 
useful for developing countries In the 
ongoing revision of the Paris Convention 
which attempts to introduce in the Conven 
non for the first time special provisions that 
will respond to the panic ulat needs of 
developing countries, one of the amend 
ments to the existing text proposes the 
recognition of inventors’ certificate as a title 
of industrial property io be icccptcd on the 
same footing as patents for inventions 

Non Pailn iabi t Subject MArrtR 

A central feature ol an> patent law must 
be the specification of those items that aie 
eligible to be patented or the exclusion of 
those that are not Howescr a comprehcn 
sive definition of the subject matter that may 
be protected by patier s has so tar not been 
adopted m any national law 

An examination of the national patent 
legislation of vanous counlues show that 
many countries have recognised the need to 
discriminate between sectors in their patent 
policy The main sector that is excluded from 
patentability by many countries is that ot 
pharmaceuticals The exclusion of pha, 
maccuticals is based on tht consideration 
that the grant of patents could have adverse 
effects on the gencial availability or the price 
of these which arc of vital importance to the 
people of the country In this sector the 
general provision appears to be that the pro 
cesses of production are patentable but the 
products manufactured arc not Table 4 
shows that a number of countries including 
many developing countries and a lew ad¬ 
vanced industrialised countries do not grant 
patent protection for pharmaceutical pro 
ducts In our region India, Indonesia and 
Thailand do not grant patent protection to 
the pharmaceutical products Republic of 
Korea is introducing changes in its patent 
laws to include pharmaceutical products a« 
subjects for patentability 

Durai ion oi Pat lnts 

One of the aims of granting a patent is 
to provide an inventor with some return of 
his investment It is therefore essential to fix 
the duration of time during which the 
patentee can retain monopoly privileges 
However, in spite of vanous comments in the 
patent literature on the question of duration 


of patents, there has been no thorough 
economic analysis to determine an optimum 
duration Ihe notion of a fair return is a 
highly subjective one and its determination 
may vary from country to countiy from 
sector to sector and from lime to time 
The analytical work in the literature on 
patents has failed to examine whether op¬ 
timum duration should be considered only 
in terms of the private interest of the inven¬ 
tor rather than the public interest of society 
The historical piecedent and political 
compromise which determined the duration 
of patent rights are very interesting The 
14-year term ol the English patents m 1624 
was based oil the idea that two sets of ap 
prentices should in stvtn sears each, be 
trained in the new techniques 8 
Table 5 giscs the duration ot patents in 
eleven Asian countnes Analysis of the dura 
tion of patents worldwide icveals that in ad 


\anted industrialised countries patents are 
mainly granted for 16-20 years The data for 
developing countries show a wide range of 
patent duration ranging from five to twenty 
years Costa Rica is the only country to give 
a one year term for pharmaceutical 
patents 9 It would therefore appear that a 
developing country could determine the 
period of duration of a patent grant m ac¬ 
cordance with its own specific requirements 
and policy considerations An example of a 
law under which the appropriate duration 
of a patent was subject to determination by 
the government in each case was the Chinese 
I aw of 1950 10 

Limitai ions ot Exfrc isf or Paifnt 
RIGHTS IN PUBl 1C INILRENT 

The patent legislations of most countries 
provide for various measures for the limita¬ 
tion, in the public interest of the exercise 


Tabu 4 C ot nikils l xc iuniNi Patini Pkoik tion id Phvrmai n in ai Products 


1974 75 1979 80 


1974 75 1979 80 


Developing ( ounlru t* 

Argentina x x 

Benin x x 

Bolivia x x 

Brazil x J x‘ 

Cameroon (United 

Republic) x x 

Central African Republic x x 

C had x x 

Chile x x 

Colombia \ x 

Congo x x 

Ecuador x x‘ 

Fgypt \ x 

Gabon x x 

Ghana x x 

Guyana x x 

Honduras — x 

India x x 

lndonesi t x b x* 

Iran x x 

Iraq x x 

Ivory C oast x x 

Korea (Republic ot) x x 

Kuwait x x 

Lebanon x x 

I ibvan Arab Jamahiriya x x 

Mexico x x' 

Morrocco x x 

Niger x x 

Paraguay x x 

Peru x d x 


Senegal x x 

Syrian Arab Ri public x x 

1 hailand x l x 

Togo x x 

Tunisia x x 

Upper Volta x x 

Uruguay x x 

Venezuela x x 

Yugoslavia x x 

Divelopeil market 
tronnmv countries 

Austi la xx 

Finland x x 

Greece x x 

Italy x" 

Japan x 

Norway x x 

Poitugal x x 

Spam x x 

Switzerland x 

TUrkcy x x 

Somalia! Countrn a of 
Eastern Lump! 

Albania x 1 x 1 

Czechoslovakia x 1 x 1 

German Democrauc 

Republic x x 

Hungary x x 

Poland x x 

Romania x f x 1 

USSR x 1 x 1 


Sources ‘ The Role of the Patent System in the Transfer of Technology to Developing Coun 
tries (United Nations publication Sales No E 75 II D 6) table 14, and ‘ Patents 
throughout the World” TYade Activities Inc (New York ed Anne Marie Green, 2nd 
edition, 1980) 

Soles x Products are excluded from protection — Products are granted protection, a Phar 
maceuucal processes are also excluded from patentability; b There is no patent law in 
Indonesia, c Processes are not patentable but they may be protected under inventor's 
certificates, d Before the introduction of Decision 85 the Peruvian Patent Office refused 
product patents on the grounds that a patent is to be granted “siemprc que sea de in 
teres social” (as long as it is in the public interest) (article 46, legislation Decree No 
18350, of 1970), e Patents were introduced in Thailand m 1979 f Only inventor’s cer 
tificates are granted for inventions relating to medicines 
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of me exclusive rights conferred by the grant 
of a patent In the Indian Patent Act of 1970, 
both the applicable measures to limit the ex 
erase of the patent rights and the grounds 
upon which the application of such 
measures are based have been increased and 
diversified 

Faiiure ro work or Insufficient 
Working 

One of the major put poses of a patent law 
is to encourage working of inventions in a 
country The Pans C onvenlion gives failure 
to work as an example of an abuse which 
might result from the exercise of the exclusive 
rights conferred by a patent However, no 
attempt is made in the Convention to define 
‘working’ The definition will therefore 
depend on the relevant national law The 
tendency in recent patent laws is to specify 
a clear requirement for manufacture so that 
importation or sale do not amount to work 
mg of the' patented invention 

An example is the patent law of Israel 
which provides that the exercise ot patent 
rights is regarded as abuse it the product, 
the subject ol the patent, is not manufac 
tured in Israel " 

Ust and Expropriation hv the state 

Most national laws provide for either use 
of patented inventions by the state or tx 
propnation ot patents by the state Compen 
sation is normally payable to the patentee 
in either evtnt, the basis of the assessment 
of compensation and the legal or administ 
rative procedures required are provided tor 
in the national laws Recent changes m na 
tional laws indicate a general trend towards 
conferring upon the state more extensive 


T Mil F S DllK SOON (ll Paiini Pkoikiion 
in 11 Asian Coiintriis 


C ounlrj 

Duntion in Years 

Hong Kong 1 

20 

India 1 

5 7 14 

Republic of Korea 

12 

M ilaysu 

15 

Nepal’ 

is 

Pakisl m J 

lh 

Philippines 

17 

Smgipore 1 

20 

Sri lanka 

15 

Thailand 

15 


Notes I Patents in UK re registered and expire 
when the UK patent expires 

2 Process patent for pharmaceuticals 
and food are given S 7 years Patents 
m other sectors are protected for 14 
Years 

3 May be extended for a further term 
twice 

4 May be extended for a further term 
ol five years or in exceptional cases 
for 10 years 

Source Pedro Roffe—technology Division, 
UNCTAD Geneva Personal 
Communication 


powers with regard to use of patented inven¬ 
tions and expropriation of patents 
The patent law of India for example con¬ 
tains provisions which give to the state the 
right to both use the patented inventions and 
to acquire patents in the public interest, 
subject to payment of a compensation 
The need to apply punitive measures 
similar to the three referred to above does 
not arise when an invention is covered by an 
inventor s certificate m which case the rights 
in the invention are vested in the state or a 
state enterprise Therefore when such pro 
visions are found in the laws of countries 
where inventors’ certificates are available, 
they relate to patents only In such countries, 
where both patents and inventors’ certi¬ 
ficates are issued, the number of patents 
granted is much smaller than the number of 
inventors’ certificates granted Toi example, 
in the Soviet Union 2,516 patents were 
granted and 38,632 inventors’ certificates 
issued in 1972 12 

III 

Impact of Patent Protection on 
Economic, Commercial and 
Technological Development of 
Pharmaceutieal Sex tor in 
Developing Asian ( ountnes 
In contrast to the extensive data available 
on foreign trade, national income and 
numerous other economic variables mfor 
mdtion on patents is limited The first fully 
fledged patent statute was introduced in 
Venice in 1474 The next legislation was the 
English Statute ot Monopolies of 1623 
However it was not until the adstnt of the 
Industrial Revolution that national patent 
laws became widespread in Europe There 
was a temporary setback The liberalisation 
of international trade which was gathenng 
momentum under the bannei ot ’free trade 
in the mid nineteenth century provoked con 
siderablc criticism of patent laws Some 
critics asserted that national patent laws, by 
granting temporary monopolies acted in the 
same way as prohibitive tariffs In two Turo 
pcan countries discussion led to ihc repeal 
(in ihc Netherlands) and rejection (in 
Switrerland) ot national patent laws The 
majority of the members of the parliament 
tn the Netherlands citing as authority 
classical economists, accepted that a ‘good 
law of patents is an impossibility’ and in 
1869 the existing patent law was repealed 
However, following the signing of the 
Pans Convention and during the first 
quarter of the twentieth century, when the 
so-called ’advanced industrialised countries’ 
acquired economic and political control of 
the third world, national patents laws 
became firmly established in the industrialis¬ 
ed countries and the international patent 
system controlled international trade m 
technology Patent lawyers and businessmen 
offered various arguments to justify the 
patent system in both its national and in¬ 


ternational aspects It was after 1970 that 
studies by Firestone, 13 Vaitsos, 14 Katz, 13 and 
the United Nations 14 appeared which ex¬ 
amined the impact of the patent system on 
the economic development of the developing 
countries and the sectors most affected by 
patent legislation 

The United Nations report referred to 
above, analysed the empirical data collected 
from member countries and found that in¬ 
stead of being used in production, an over¬ 
whelming majority of patents granted to 
foreigners through national laws of develop¬ 
ing countries have been used to secure lm 
port monopolies It would therefore seem 
that patent practices of developing countries, 
following international standards, have 
legalised this peculiar situation which has 
come to act as a reverse system of preferences 
granted to foreign patent holders in the 
markets of developing countries A suvery 
of 22,736 patents registered in Mexico as of 
February 1980 that were supposed to be 
worked, revealed that only 1,951 or 8 6 per 
cent were industrially exploited 11 

The small number of foreign patents 
which arc used m production processes in 
developing countries does represent a 
transfer of technology but at a very high 
price Examination of the agreements, 
entered into by developing countries, con 
cerning use ot patents through foreign in 
vestments or licensing arrangements reveals 
that these agreements frequently contain not 
only high royalty paymtnts and charges for 
technical services raising the direct costs of 
obtaining the technology, but also restrictive 
practices and in some instances abuses of 
patent monopolies either explicitly em 
bodied in the contractual agreements or im 
plicitly followed by subsidiaries and affiliates 
of transnational corporations, which impose 
heavy indirect or ’hidden’ costs through 
overcharging for imported inputs The 
foreign exchange buiden of these costs 
much larger than direct costs—applies to all 
developing countries regardless of whether 
tht\ have national patent laws, or whether 
they aic members of the Pans Union 

Pharmaceuticals and Patent System 

The role of the national and international 
patent sytem is of great significance in the 
pharmaceutical industry which is now 
perhaps the only major industry which 
depends on patent generated monopoly to 
protect its innovation By far the greatest 
concentration of patents in developing coun¬ 
tries is in the pharmaceutical sector For ex¬ 
ample, out of a total of 3,513 patented pro¬ 
cesses or products registered in Colombia in 
1970, 72 per cent of them belonged to the 
pharmaceutical industry and of these only 
10 or 0 3 per cent were actually used in the 
production process 14 

Pharmaceutical patents are a source of 
monopoly power not only because they give 
the patentee the exclusive nght to exploit his 
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innovation commercially for a certain length 
of time but also, of much more adverse 
effect on developing countries, they can be 
used to prevent the importation of cheaper 
products and to prevent a local manufacturer 
from starting the production of similar pro¬ 
ducts, even if the patentee does not set up 
production facilities m that country An 
illustrative example was the Andean ex 
perience in the early seventies The Andean 
group of countries (Bolivia, Colombia, 
Ecuador, Peru and Venezuela) wished to 
establish a regional plant for the manufac¬ 
ture of certain antibiotics The patents for 
these antibiotics were registered in each 
country of the Andean group but they could 
not proceed with local manufacture because 
the patent holder, a transnational corpora 
tion, figured that it was more profitable to 
export drugs than to give a licence and 
therefore refused a licence 
Realising that the national legislation in 
their countries on industrial property 
prevented their technological development, 
the Andean group introduced new laws An 
example of this is Decision 8S of the Andean 
commission which dealt specifically with 
patents, trade marks and industrial designs 
The basic principle established in Decision 
85 was that the interests of the society 
prevailed over the private privileges ol the 
patent holder Article 28 ol the Regulations 
ot the Andean group completely eliminated 
import monopoly Porn among the rights 
conferred by a patent—a right enshrined in 
the Paris Convention and fully exploited by 
all transnational diug companies 
When a subsidiary ol a TNG undertakes 


production of a patent protected drug m a 
developing country, there are usually some 
imports from either the parent company or 
any of its branches m some other country 
The prices recorded for these imports may 
differ drastically from prices for similar 
products elsewhere in the world and such 
‘transfer-pricing’- can lead to substantial 
outflows of foreign currency 
In his pioneering study of this subject 
Vaitsos has shown that pharmaceutical com¬ 
panies examined in Colombia charged, on 
the average, prices some 155 per cent in c\ 
cess of the world average He estimated that 
if the same figure held true for all firms in 
the pharmaceutical industry the balance of 
payments cost incurred in 1968 would have 
been in excess of $ 20 million—in other 
worlds, over pi icing in the pharmaceutical 
industry alone was ol the samt older of 
magnitude as all known and explicit annual 
payments for industrial technology made by 
the whole economy of Colombia 19 
Another illustrative example was the level 
of overcharging by a TNC in its sales to the 
British National Health Service ol its brand¬ 
ed products of dia/epam (valium) and chlor 
diazepoxide (librium) The much weaker 
technological status of developing countries 
might render them still more vulnerable to 
foreign exchange costs of this kind 
The British government, following the ad 
vice of its Monoplies Commission ordered 
Roche Products, a British subsidiary ot the 
world's leading drug company Hoffman-La 
Roche Ag of Basel to cut its selling prices 
for the tranquillisers by 60 to 75 per cent and 
to refund $ 27 5 million for overcharging 


The Monopolies Commission found that 
Roche Pioducts was paying the parent com 
pany S 925 per kg for one substance that 
could be bought m Italy (were these products 
were not under patent protection) for $ 22 5 
per kg and S 2,305 per kg tor another 
substance which could be procured in Italy 
for S 50 per kg The overcharging amounted 
to 41 times the cost of alternative supply in 
the former instance, and to 46 times in the 
lattei Official investigations were also taking 
place in Australia, Belgium, Federal Republic 
of Germany Greece, the Netherlands,, New 
Zealand, South Africa, Sweden, and before 
the FEC Commission In self-defence, 
Hoffman La Roche has cited Eastman 
Kodak, Kellog, and Procter and (iambic as 
being open to attack on similar grounds 20 
Table 6 gives import prices of ampicillin 
and t&tracyclme by Philippines importers m 
1975 and 1976 The import prices in this 
table show the extent of transfer pricing The 
price of ampicillin ranged from US S 81 to 
$ 251 per kg and tetracycline from $ 19 to 
$ 1)0 

Owni rship or Patents in St tic ifd 
Asian Coumros 

Table 7 gives the number of patent ap¬ 
plications filed and patents granted by nine 
Asian countries to residents and non¬ 
residents ftom outside Asia in 1980 Non 
residents owned the vast majority of'the total 
patents granltd and varied from 77 per cent 
in India to 99 8 per cent in Singapore. These 
figures are similar to those reported for other 
developing countries 21 
This table also shows that 25 per cent of 


Tablf6 Import Prius oi Sun Tin Antiiiioik Dki i s iok Trsnsnationai Corporaiion and Iocai Irnsts 


Philippine Importer 

Mechanism ol Transfer 

Date ot Import 

Source ol Import 

Quantity 

Import Puces 

of Technology 



Kgs 

(US dollars 






Pei kg) 

1 Ampicillin 
Bristol/Mead Johnson 11 

direct investment 

1976 Janu iry 

parent company abroad 

115 

( II 177 47 



1976 March 

parent company abroad 

50 

( II 189 28 



1976 April 

parent compjny abroad 

100 

(If 242 99 

Beecham* 

direct investment 

1975 Pccembti 

parent company abroad 

393 

I OB 20000 



1^76 f-ehruary 

parent company abroad 

362 

1013 251 00 

Zodiac 11 

through voluntary licensing 

1976 April 

Reccham the foteign licensor 

25 

C IP 11500 

United Laboratories* 1 

through voluntary licensing 

1976 June 

Rcccham, the foreign licenser 

1 600 

C II 141 00 

Doctors Pharmaceutical* 1 

through compulsory 

1976 lanuary 

Irom international market 

50 

I OB 81 38 


licensing 

1976 May 

by open tender 

from international market 

by open lender 

100 

Ul 9140 

2 Tetracycline HC1 
Bristol 

direct investment 

1976 february 

Bristol ((rislobal) 

50 

(ir 130 51 

Squibb* 

direct investment 
(TNC subsidiary) 

1975 January 

Linson (Ireland) 

133 

CO 75 30 

Wmthrop* 

direct investment 
(TNC subsidiary) 

1975 March 

Belsman (Hamburg) 

150 

Cir 3811 

Cyanamid* 

direct investment 
(TNC subsidiary) 

1975 August 

(New Yoik) 

35 

( If 117 00 

United Laboratories 

through voluntary 

1975 September 

Biochemico (Genoa 

1200 

CII 2176 


licensing 


Pharma (Rotterdam) 

1 000 

CO 18 80 


Notes * TNC subsidiary 

b Filipino-owned firm 

Sourer Technology Resource Centre, Philippines 
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the application filed by residents were 
granted patents compared to 47 per cent for 
non-residents The giand total of patents in 
force in December 1980 varied from 657 in 
Sri Lanka to over 12,000 each in India and 
the Philippines 

The following information on these 
patents are not available but will be useful 
for an analysis of the impact of pharma 
ceuttcal patents in the economy of thtse 
countries 

i) Of the grand total ol patents, the number 
granted for pharmaceuticals 

a) for pharmaceutical products 

b) for pharmaceutical processes 

n) Of the total pharmaceutical patents 
granted the number put into eftective 
use in the country 

in) The total number of licensing agreements 
for manufacturing pharmaceuticals 
entered into between national manufac 
turers and foreign drug firms and the 
number of licensing agreements among 
these which involved a patent, 
iv) Names and addresses of those corpora 
lions which own the pharmaceutical 
patents 

Rtc.toNAt Trade in Patented 
rECHNOLOlA 

Table 8 gives the number of patents filed 
by and granted to residents of seven Asian 
countries in the other six It is seen that there 
is very little intra regional trade in patented 
technology among the seven countries 
Indian and Korean residents who filed over 
12,000 patent applications m their own coun 
tries hast only filed one and eight applita 
tions respectively within the region It is of 
course possible that they had filed patent ap 
plications in countries outside the region 
Singapore icsidents on the other hand filed 
only two in their own country and eight in 
the region 

Two possible reasons could be given to ex 
plain this phenomenon 
i) The definition of what constitute a resi¬ 
dent whether physical or juridical, usually 
depends on some kind of consideration 
relating to the residence of an individual or 
to the place of legal establishment of a cor¬ 
poration It is well known that a corpora 
non that is effectively in the control of 
foreign groups may, under such legislation 
be treated for legal purposes as a national 
corporation Thus for example, a corpora 
tion which is established m one of these 
Asian countries may have the majority of 
shares owned by foreign interests, yet it is 
regarded, tor legal purposes, as a national 
entity Under these circumstances the patents 
granted to that corporation will be treated 
as a patent granted to a resident II this 
happens, that particular corporation need 
not file an application in the region since the 
foreign interests which control this corpora 
tion would also have similar establishments 
in the other countries of the region 


u) A second explanation is that the ma 
jority of patents granted to nationals in 
developing countries are owned by indi¬ 
viduals whereas foreign patents are almost 
always owned by corporations Patents 
owned by individuals are seldom exploited 
industrially Many of these patents may be 
obtained more for intellectual satisfaction 
than for commercial exploitation Detailed 
information as to the ownership of national 
patents may throw light on why there is little 
intra-regional trade in Asia 

adverse Effects of Patent 
Protection 

The pharmaceutical market in the region 
is characterised by the dominance of foreign 
INCs Given the oligopolistic structure in 
this industry with its concentration of 
R and D activities and active component 
manufacture by a small number of these 
TNCs, the extent of the protection of patents 
in pharmaceuticals in the countries of the 
region may further contribute to reinforcing 
such features 

The impact of patents in a countiy 
depends on the extent of proteciion and the 
degree of industrial development reached or 
desired Of the countries in the region India 
is the only one where the local industry is 
advanced and importation of dosage formu 
lations or finished products is minimal In 
all other countries, local manufacture does 
not meet the total requirement, and varying 
amounts ol finished products have to be 
imported in addition to almost all raw 
materials and active ingredients for local 
manufacture ol dosage forms In these coun 
tries the crucial problem will be the mono 
polv ot importation either on the basis of 
product patents or process patents which ex 


tend the protection to products manufac¬ 
tured by patented process 

The exclusive right of the patentee to mf- 
port can be used to prevent cheaper alter¬ 
natives from being marketed in a country 
where product patents are protected A 
cheaper generic alternative can therefore be 
marketed in a country only if there is no pro¬ 
duct patent law in that country For exam¬ 
ple, generic cimelidme is available in 
Thailand at US S 0 34 for one day’s therapy 
compared to ‘Tagamet’, the innovator’s 
brand at US $ 1 68 for one day’s therapy 22 
This is possible because Thailand does not 
grant patent protection to pharmaceutical 
products • 

All the countries in the region, except 
India, manufacture dosage formulations 
from imported raw materials Existence of 
a patent granted in respect of a product is 
likely to deter or drastically hinder the 
development ot the industry in these coun 
tries in spite of the fact that there is free ac- 

TMil c 8 Pah Nrs hit et> bs and Gran mi to 

RisintNTs or Si vln Asian Countrits 
in OmtR Six in 1980 


Country 

Field 

Granted 

Indonesia 

1 

Nil 

India 

1 

Nil 

Malaysn 

32 

X* 

Philippines 

2 

Nil 

Republic ol Korea 

8 

1** 

Singapore 

8 

Nil 

Sri Lanka 

4 

Nil 

ToUl loi the seven 



counlrits 

56 

6 


Notts * Pxttms granted 3 in Singapore and 
2 in Sri Lanka 

•* Palmt granted in Philippines 
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Country Residents _ Nor Residents_ 

No of No of No ol No of No of No of Total Grand 

Pattnts Patents Patents Patents Patents Patents Patents Total of 

Applied Granted Granted Applied Granted Granted Granted Patents in 

loi in 1980 as a Per for in 1980 as a Per in 1980 force on 

m 1980 ccntage in 1980 centage 31 12-80 

of Total ol Total 

Granted Granted 

in 1980 in 1980 


Bangladesh 

34 

7 

7 

102 

94 

94 

101 

1071 

India 

1207 

349 

23 

1817 

1152 

77 

1501 

12627 

Indonesia 

5 

Nil 

— 

475 

Nil 

- 

Nil 

na 

Pakistan 

37 

14 

4 

369 

335 

96 

349 

8081 

Philippines 

119 

93 

10 

1454 

811 

90 

904 

12539 

Republic ol 
Korea 

1241 

186 

11 

3829 

1446 

89 

1632 

9073 

Singapore 

2 

1 

2 

631 

548 

998 

549 

7511 

Sri 1 anka 

13 

II 

14 

607 

67 

86 

J 78 

657 

Thailand 

18 

Nil 

— 

184 

Ail 

— 

— 

na 

Total 

2676 

661 

13 

9468 

4453 

87 

5114 



Note na = data not available 

Source World Intellectual Property Organisation, document No SPAC/83/9, dated May 1983, 
Annex 3 
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cat to regular supplier of good quality raw 
materials in countries like Italy, Scandina¬ 
vian and socialist countries The growth aqd 
development of national firms in the Latin 
Amerioah countries,'despite lack of govern¬ 
ment support policies, was due to the fact 
that national firms enjoyed one essential 
legal condition, in these countries patent 
protection was not granted for products and 
process patents in general did not prevent the 
free importation of raw materials and active 
ingredients 23 Process patents may become 
a hindrance to the local manufacture of raw 
materials and active ingredients. It is for this 
reason that the national drug industry in 
India and Latin America have been arguing 
for the abolition of pharmaceutical patents 
Perhaps the best argument that a patent 
free environment is essential for the develop¬ 
ment of the pharmaceutical industry is given 
by changes In the national patent legislation 
of five advanced industrialised countries— 
France, Federal Republic of Germany, Italy, 
Japan and Switzerland, home for some ot 
the big drug TNCs All these five countries 
introduced product patents only after their 
domestic pharmaceutical industries had at¬ 
tained a considerable level of development 
France introduced product protection in 
1958 and Federal Republic of Germany in 
1968 As table 4 indicates, Italy, Japan and 
Switzerland had no product protection in 
their national laws as late as 1974 75 

Patent Policy as Component of an 
INTEGRATED RaI IONAL DRUG POLICY 

It must be emphasised that a rational 
policy on drug patents by itself will not lead 
to the development of the national industry, 
lower drug prices and increase the availability 
of drugs to all sections of the population 
The absence of pharmaceutical patents by 
itself in a country where foreign firms 
dominate the local market and where the 
government has not implemented an inte¬ 
grated national drug policy, will hardly 
modify'the availability and price of phar¬ 
maceuticals in that country This can be best 
illustrated by comparing the pharmaceutical 
supply systems in Sn Lanka and Thailand 
in the early seventies 
Sn Lanka in 1972 introduced pharma 
ceutical reforms A rational drug policy was 
adopted The national patent laws contained 
provisions for both product and process 
patents for pharmaceuticals However, in 
spite of the patent protection, an innovative 
procurement policy which was one of the 
major components of the new drug policy 
led to the rationalisation of the phar¬ 
maceutical sector The national formulary 
contained about 600 dosage forms All im¬ 
ports were channelled through a state cor¬ 
poration, imports were restricted to drugs in 
the national formulary Drug prices were 
much lower than during the previous 
years 24 The World Health Organisation 
recommended the Sri Lankan model to oth^r 
countries. 25 


Thailand on the other hand, in the early 
seventies did not grant product patents This 
policy alone; in the absence of the other 
components of a drug policy, was not ade¬ 
quate to rationalise the pharmaceutical 
supply system An in-depth study 24 of the 
pharmaceutical industry in Thailand con¬ 
cluded, among other 4hmgs 
i) “The consumption of drugs in Thailand 
seems to have lost relation with actual 
requirements, to be getting out ot con¬ 
trol evolving in a wasteful manner, all of 
which calls for a Systematic measure " 
u) “Comparison of consumption and re¬ 
quirement figures shows that health 
priorities are drug wise disregarded Only 
tiny proportions of the patients are 
treated Huge amounts of resources are 
diverted to non-essential drugs" 

These examples underscore the fact that 
patent reforms alone are not sufficient but 
should be an integrated component of an 
overall rational drug policy 

IV 

Review of Recent Changes to Patent 
Legislation ui Developing 
Countries 27 

A number of developing countries have 
introduced significant changes in their no 
tional legislation on patents These reforms 
followed the concern expressed by these 
countries that the patent system should 
strike a fair balance between the need for 
economic and social development and the 
rights granted by patents These changes 
were made to the following provisions in the 
patent legislation 
i) | Non patentable subject matter, 
it) Import monopoly, 
m) Non-voluntary licences unrelated to non¬ 
working of patents, 

iv) Definition of exploitation or working of 
the patent, 

v) Importation and working of patents, 

vi) Grounds for legal exemption from 
working of the patent, 

vu) Duration of patent protection 

Between 1970 and 1975, five developing 
countries introduced changes in their patent 
legislations India and Peru in 1970, Brazil 
and Colombia in 1971, and the Republic of 
Korea m 1973 Since December 1975 at least 
nine developing countries, of which three 
(Mexico, Philippines and Sn Lanka) are 
members of the Ruts Union, have introduced 
substantive changes m their legislation In 
two cases (Costa Rica and Honduras), the 
reform was basically related to specific 
industrial sectors, mainly pharmaceuticals 
Thailand established its first law on the sub¬ 
ject In Colombia Ecuador and Peru changes 
emerged as a consequence of the incorpora¬ 
tion into their national legal system of Deci¬ 
sion 85 of the Commission of the Cartagena 
Agreement (Andean Group) Further, in 
Argentina, the interpretation of the 1864 
patent law by the courts has reaffirmed the 


exclusion of import monopolies based on 
process patents, and the enforcement of the 
sanction provided for by the national law in 
order to avoid non-working of registered 
patents The changes in ail these countries 
have, in general, followed a similar pattern, 
particularly as regards the emphasis given 
to working obligations on patentees Signifi¬ 
cant steps have been taken towards adapting 
the patent system to the needs of economic 
development 

Non-patentable subject matter In 1970 
India excluded the patentability of drugs, 
other chemical products and food Colombia, 
Ecuador and Peru are members of the 
Cartagena Agreement (Andean Pact) and 
adopted Decision 85 on industrial property 
in 1977, 1978 and 1979 respectively This 
Decision gave the basic legal framework to 
correct problems due to old patent and 
trademark laws In brief Decision 85 pro¬ 
hibits patents for pharmaceutical products, 
active therapeutic substances and food 
Ecuador by Decree 951 to 1977 further ex¬ 
cluded pharmaceutical processes from 
patent protection In 1982, Bangladesh 
withdrew patent protection for pharma¬ 
ceutical products Process patent may be 
allowed for a limited period of time only if 
the basic substance is manufactured within 
the country The new Mexican Law excludes 
pharmaceutical products and processes from 
patentability, processes however may be pro¬ 
tected by inventors' certificates The Thai 
Law excludes foods, beverages, pharma¬ 
ceutical products and computer programmes 
from patentability 

Import monopoly Colombia, Ecuador 
and Peru on the basis of Decision 85 and 
Mexico have excluded import monopoly 
from the rights conferred to the patentee 
This very important change puts emphasis 
on the industrial function of patents and 
limits their use as mere instruments for 
private regulation of trade 

Non-voluntary licences unrelated to non- 
working of patents- Under Decision 85 of 
the Andean Group, the patentee enjoys, pro¬ 
vided he works the patent, the exclusive nght 
to use the invention during the first five 
years Patents which are worked continue in 
force for another five years but during this 
second period of five years they are ipso jure 
subject to non-exclusive compulsory licences 
Non-voluntary licences, unrelated to non 
working have also been provided for in 
Mexico and in the Philippines 
'Definition of exploitation or working of 
the patent- Decision 85 and the Mexican Law 
include specifc definition of exploitation 
Decision 85 states “working shall mean the 
permanent and regular use of the patented 
process or the manufacture of the product 
covered by the patent in older to put the end 
result in the market under reasonable 
marketing conditions, provided that such 
acts have occurred on the territory of the 
member country which granted the patent’ 

Importation and working of patents- The 
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definition referred to above makes it cleat 
that imports are not to be regarded as a form 
of working of a patent The Indian and 
Mexican Patent Laws, the Presidential 
Decree No 1.263 of the Philippines and the 
Brazilian Code of Industrial Property make 
it clear that imports are not to be regarded 
as a form of working of a patent 

Grounds for legal exemption from work¬ 
ing the patent According to the Pans Con¬ 
vention the patentee may justify his non 
working of the patent by ‘legitimate reasons’ 
This very wide concept may cover any possi 
ble legal, technical or economic justification 
for non working in a particular country In 
Decision 85 the legitimate reason has to be 
recognised as such by the competent na 
tional office In Thailand’s Patent Law, the 
concept of ‘legitimate reasons’ has been 
adopted 

Remedies against non working of Patents 
Despite its limited use compuslory licensing 
still plays a prominent role as a primary 
remedy against non working Recent 
changes in patent laws have attempted to en 
courage the granting ot compulsory licences 
in general and to make greater use of 
revocation 

The Indian Patent Law of 1970 has pro 
vided that the duration ot process of patents 
for pharmaceuticals is seven years from 
filing or five years from granting ot the pa¬ 
tent However, three years after the granting, 
a licence may be applied tor if the patented 
article is not manufactured in India to an 
adequate extent and supplied on reasonable 
terms On the same grounds, and after the 
same period, patents may be endorsed with 
the words, “licence ot right” by which any 
person is entitled to a licence upon terms 
decided, in the absence of agreements, by 
the controller Two years aftci the dare of 
granting a compulsory licence, a patent can 
be revoked if the “reasonable requirements 
of the public” are not effectively met 

In the Mexican Law compulsory licences 
can be granted three years after the registra¬ 
tion of a patent If within one year alter the 
end of this period the patentee has not begun 
to exploit the patent or no application for 
.ompulsory licences have been made the 
patent lapses 

One of the mam objectives of Philippines 
Patent Law retorm of 1978 has been to 
broaden the grounds and shorten the term 
for obtaining compulsory licences 

In Thailand, a compulsory licence may be 
granted when the patented product which is 
manufactured is being sold at unreasonably 
high prices or does not meet public demand, 
without any legitimate reason 

The Argentina patent reforms came 
through decisions in courts of law In 1972, 
the Supreme Court of Argentina established 
that a patent was subject to automatic 
revocation according to an article m the 
patent law when the invention was not ef¬ 
fectively exploited within two years of being 
granted. A number of other decisions by 


lower courts dealt with the applicability of 
Article 5A of the Paris Convention (para 
16-23) They declared the enforceability of 
the revocation provided for by national law 
on the grounds that Article 5 A of the Con¬ 
vention was not self-executing and that com¬ 
pulsory licences had not been regulated m 
the country This interpretation was con¬ 
firmed by the Supreme Court thus stressing 
revocation as a primary sanction against 
non-working of patents 

Duration of Patent Protection There has 
been a trend among developing countries to 
shorten the period of patent protection The 
Mexican law reduced the duration of pro¬ 
tection from 15 to 10 years from the date of 
granting 

Decision 85 provides for initial grants for 
five years which can be extended for an ad¬ 
ditional five years provided that the patent 
is adequately worked Before the introduc¬ 
tion of this decision patents could last upto 
12 years in Ecuador and Colombia and for 
10 years m Peru In the reform of its patent 
law of 1979, Sri Lanka provides protection 
for 15 years According to the previous 
Patents Ordinance, patents lasted for 14 
years from the data of application, but ex¬ 
tensions could be granted for 7 or 14 years, 
or a new patent could be granted if the 
courts found that the patentee had been in¬ 
adequately renumerated by his patent In 
Costa Rica, Decree No 6219 of 1978 provides 
for the grant of pharmaceutical patents for 
one year provided that the products are 
made m Costa Rica 

Effects of Patent Policy Changes on In¬ 
dustrial Development Brazil abolished 
patent protection for pharmaceutical pro¬ 
ducts and processes in 1969 Argentina 
grants protection to process patents but not 
to products An examination of these two 
countries provides some information on the 
effect of patent policy on industrial 
development 

The abolition of pharmaceutical patents 
in Brazil has not yet shown* significant ef 
fects on the structure of the industry This 
is probably due to the great dominance of 
the Brazilian pharmaceutical industry by 
TNCs Between 1971 and 1979 direct foreign 
investment in the pharmaceutical industry 
rose from US $ 114 million to US S 646 5 
million and 15 national firms were taken 
over the TNCs In 1975 the TNCs controlled 
almost 88 per cent of the total sales m the 
Brazilian market 

It would appear that in Brazil, lack of 
patent protection did not constitute a dis¬ 
incentive for foreign investment Available 
data also show that lack of patent protection 
had not prevented foreign subsidiaries from 
continuing intrafirm trade and overpricing 
of invoices This is shown by the fact that 
while the value of pharmaceutical sales rose 
by 137 per cent in the period 1972-1977, the 
vaKie of pharmaceutical imports rose by 191 
per cent 

In spite of the subordinate role to which 


national firms have been relegated, a number 
of these firms have been able to survive and 
grow mainly on the basis of marketing 
strategies The total non-patentability of 
pharmaceuticals had eased the access by 
Brazilian firms to raw materials and active 
ingredients as competitive prices in the in¬ 
ternational market A comparison between 
the rate of growth of sales of the ten largest 
foreign firms and the ten largest Brazilian 
firms in (he period 1974-78 revealed that the 
Brazilian firms enjoyed a growth rate that 
exceeded that of the foreign firms 
In Argentina, domestic firms have 
challenged the domination of the local phar¬ 
maceutical market by the TNCs Their 
challenge has eonsisted of a strategy amied 
at (a) opposing patent protection in order 
to permit access to raw materials and active 
ingredients from cheaper non-patented 
sources and at a further stage to initiate local 
production of raw materials, (b) developing 
marketing skills in the diflerentiation of new 
products, (c) using licences to enter into 
some difficult sub-product markets and 
(d) enagaging, to a certain extent, in local 
research and development In 1978, the na¬ 
tional firms controlled 41 per cent of the 
total pharmaceutical sales in Argentina 
Intergovernmental Decisions The recent 
changes in the national patent legislation in¬ 
troduced by developing countries are in con¬ 
formity wuh the directives taken at the 
highest political level 
The fifth summit conference of heads of 
state or government of non-aligned countries 
held in Colombo, Sri Lanka, August 1976 
unanimously adopted a resolution of phai- 
maceuticals This resolution recommended, 
among other things, that in the context of 
the revision of the industrial property 
systems, consideration be given to excluding 
pharmaceutical products from the grant ot 
patent rights or alternatively the curtailment 
of the duration of patents for pharmu- 
ceuticals (Annexure 7) 

The spokesman for the governmental ex¬ 
perts from the Group of 77, placing the 
collective views of the developing countries 
before meeting of the group of governmental 
experts on the economic, commercial and 
development aspects of industrial property 
in the transfer of technology to developing 
countries, February 1982, UNCTAD Geneva, 
recalled the declaration made by his group 
in 1975 concerning the principles that should 
guide the revision of the national patent 
system and reiterated that (a) patents should 
be conceived as instruments of national 
economic policy, to be used in conjunction 
with other policies relating to incentives to 
national inventiveness, the transfer of 
technology and foreign investment, (b) that 
the patent (rant should be governed by the 
criteria of public interest and nation! 
sovereignty, and (c) that the patent system 
should be geared to promoting the scientific 
and technological capabilities of the patent¬ 
granting country and their incorporation lr 
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the production process, and to facilitating 
access to appropriate foreign technology 
under fair and reasonable terms and condi¬ 
tions He also referred to the important 
changes introduced in the patent system by 
a number of developing countries during the 
last decade, which had tended to reinforce 
the exploitation of patents in the host 
country 

Conclusions and 
Recommendabons 

Since its adoption m 1883, the Baris Con¬ 
vention has been revised six times Each revi¬ 
sion has extended the exclusive monopoly 
powers of the patent holders and weakened 
the bargaining powers of developing coun¬ 
tries which have to purchase technology 
from TNCs, who own the vast majority of 
patents 

The Pans Convention has exeaised such 
profound influence on national legislation 
that, apart from differences in detail, most 
national legislations have incorporated the 
major provisions in the Pans Convention 
regardless of whether the countries are 
members of the Paris Union or not A 
cntical examination of the existing national 
and international patent systems reveals that 
these have had an adverse effect on the 
economic, commercial and technological 
development of-the pharmaceutical sector 
m the Asian and other-developing countnes 

Many aspects of the patent legislation in¬ 
volve the relationship between the patent 
owners and consumers These relationships 
reflect certain individual and social interests 
and to protect the society and the consumer 

Patent legislation provides incentives to 
private parties in the hope of receiving 
benefits to society All incentive policies have 
a social cost Patent legislation is therefore, 
a compromise between benefits to individuals 
(m pharmaceuticals these are all TNCs) and 
benfits and costs to societies Whereas 
benefits to society are easily quantifiable, the 
costs are not This is one of the weaknesses 
of the present laws on patents 

In certain fields, more powerful incentives 
may be needed and, therefore, more exten 
sivc nghts may have to be provided On the 
other hand, highly important areas of 
knowledge production and processing have 
always been excluded from grant of patent 
protection It would, therefore, appear that 
efficient patent laws should be highly flexi 
blc, tailoring the term and other provisions 
of each patent to the particular needs of the 
society But this would involve formidable 
administrative difficulties and costs An 
alternative will be to have provisions in the 
legislation for modifying the nghts and 
privileges of the patentee. 

The economic and social policy on patent 
legislation should be to secure the maximum 
possible benefits in relation to social costs 
entailed Policy formulation should, there¬ 


fore, start with a careful comparative assess¬ 
ment of the costs and benefits to the society 
of all available and relevant devices 
Being net importers of technology, Asian 
and other developing countries will have in¬ 
terests quite different from those countnes 
which are net exporters of technology and, 
therefore; cannot copy the measures which 
have proved successful in advanced m 
dustnaiised countnes Developing countnes 
have to learn from one another’s experience 
and develop solutions suited to their require 
ments This is one of the major challenges 
in every field or sector concerned with the 
economic and social development of third 
world countries 

Developing countnes may wish to have an 
interest in adhering to in international con 
vention at less than the maximum level of 
protection given by other member states 
They may want to retain their freedom to 
grant industrial property rights but for a 
shorter term, on less extensive basis and to 
issue compulsory licences more easily and 
more often 

Patent reforms by themselves will not 
enable a country to rationalise the phar 
maceutical sector A rational patent policy 
should be one of the components of an in¬ 
tegrated national pharmaceutical policy rhe 
formulation and implementation of such an 
integrated national pharmaceutical policy is 
essential for the development of a national 
pharmaceutical industry, lowering drug 
prices and increasing the availability of phar¬ 
maceuticals to all sections of the people 
A number of developing countries have 
introduced significant changes in their na 
tional legislation on patents These changes 
include 

1 Introduction of inventors’ certificates, 

2 Exclusion of pharmaceutical products and 
processes from patentability, 

3 Limitation of the duration of patent 
grants, 

4 A better balance between monopoly nghts 
of patent holders and public interest, a 
shift in favour of greater recognition of 
public interest, 

3 Provisions for expediting the procedures 
for obtaining a compulsory licensing, and 
6 Provisions for revocation or forfeiture of 
the patent 

The recent changes in the national patent 
legislation introduced by developing coun¬ 
tries are in conformity with the directives 
taken at the highest political level 
Summarising the analytical discussion in 
the preceding sections, it seems clear that the 
following policy options are open to Asian 
and other developing countries regarding 
pharmaceutical patents 

1 Exclude both pharmaceutical products 
and processes from grant of patents, 

2 Provide protection for inventors’ cer 
silicates to stimulate technical progress, 

3 As a minimum first-step grant process 
patents only but not product patents Pro¬ 


vide adequate safeguards aimed at ensur¬ 
ing satisfactory working of the patented 
invention These safeguards will include 
the following’ (a) Protection granted to a 
process is not extended to products so that 
'product by process' is not applicable, 
(b) Provision that importation does not 
constitute working of the patent, (c) A 
clear definition of the terms'exploitation’ 
or ‘working’ of the patent, (d) Shorter 
duration of patent and use it to ensure 
working of the patented invention, (e) An 
expeditious system of compulsory licens¬ 
ing, andff) Forfeiture or revocation of the 
patent on specific grounds 
These policy options conform to the 
resolution on pharmaceuticals adopted by 
the fifth summit conference of non-aligned 
and other developing countries and to the 
recommendations of the spokesman of the 
Group ol 77 at the meeting of governmen¬ 
tal experts on the economic, commercial and 
developmental aspects of industrial property 
in the transfer of technology to developing 
countries convened by UNCTAD in 
February 1982 

Annexure 1 
China 

Patent Law, text 2-001, page 001-009 and 
text 2-002, page 001-013, date of publication, 
April 1984 

PAtTNTABILITY 

Non patentable Art 25—-Scientific 
discoveries, rules and methods for mental 
activities, methods for the diagnosis or the 
treatment of diseases, food, beverages and 
flavourings, pharmaceutical products, and 
substances obtained by means of a chemical 
process, animal and plant varieties, 
substances obtained by means of neuclear 
transformation 

For processes used in producing products 
such as food, beverages, flavouring and 
animal and plant varieties, patent may be 
granted 

Art 5—No patent shall be granted for any 
invention that is contrary to the laws of the 
state or social morality or that is detrimen¬ 
tal to public interest 

Patentee's Privileges 

Art 11—lb make, use or sell the patented 
product or use the patented process, for pro¬ 
duction or business purposes 

Exploi iation of the Invention 

Art 51—Compulsory licence for expioita 
tion is granted 

Art 52—(1) when the patentee fails, 
without any justified reason, by the expira 
tton of 3 years from the date of grant, to 
fulfill to make the patented product or to 
use the patented process 
Art 53—<2) where an invention or utility 
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model for„which patent right was granted, 
u technically more advanced than another 
invention or utility model for which patent 
has been granted earlier and the exploitation 
of the later invention or utility model 
depends on the exploitation of the earlier 
invention 

Art 57—Licensee, who is granted a com¬ 
pulsory licence lor exploitation shall pay to 
the patentee a reasonable exploitation fee 

EXPROPRIATION/GOVF RNMfcNT 
USE/PlJBl IC USfc 

Art 14—Any patent of a Chinese in 
dividual or entity under collective owner¬ 
ship, which is 

(1) ot great significance to the interests of 
the state, 

(2) or to the public interest, and is in need 
of spreading and application, may, after 
approval by the state council at the 
solititation of its competent department, 
be allowed designated entities to exploit 
The exploiting entity shall pay a tee lor 
the exploitation to the patentee 

Duration 

Ait 45— 15 vears Irom the day of filing 
the application 

Annt-xure 2 
Pakmlan 

I he Patent and Design Act 1911, text 
2 001, page 001 024 date of publication, 
February 1985 

PATENTABILITY 

Patentable Art 2—Any means of art, pro¬ 
cess or manner of producing, preparing or 
making an article and also any article 
prepared or produced by manufacture 


Non-patentable Art 69—Inventions or 
design, of which the use would be cbntrary 
to law or morality 

Patentee's Privileges 

Art 12—Exclusive privilege of making, 
selling and using the invention throughout 
Pakistan, and of authorising others to do so 

Exploitation of the Invention 

Art 22—If by means of the default of the 
patentee to manufacture to an adequate ex¬ 
tent and supply on reasonable terms the 
patented article, or any parts therpt, which 
arc necessary for its efficient working, or to 
carry licences on reasonable terms, any ex¬ 
isting trade or industry or the establishment 
of any new trade or industry in Pakistan is 
unfairly prejudiced, 
or 

If any trade or industry in Pakistan is un 
fairly prejudiced by the conditions attached 
by the patentee to the purchase, hire or use 
ot the patented article or to the using or 
working of the patented process, 
or 

Art 23—on the ground that the patented 
article or process is manufactured or carried 
on exclusively or mainly outside Pakistan, 
The patentee can be ordered to grant licences 
or if the opinion is that the demand will not 
be adequately met by grant of licences, the 
patent may be revoked 

Expropriation/government 
Use/Public Use 

Art 21—Any department at the govern¬ 
ment may after giving notice to the patentee, 
make, use or exercise the invention for the 
service of government This shall include the 
power to sell any articles made in pursuance 
of such right, which are no longer required 
to, the service of the government 


Nothing shall affect the right of the 
government to sell, or use any article 
forfeited under any law for the time being 
in force relating to custojns or excise. 

Art 25—A patent shall be deemed to be 
revoked if the government declares the pa¬ 
tent or the mode in which it is exercised to 
be mischievous to the state or generally 
prejudicial to the public 

Duration 

Art 14—The term limited in every patent 
for the duration thereof shall be 16 years 
from its date 

Art 15—The term of a patent may be ex¬ 
tended a further term, not exceeding 5 years 
or in exceptional cases 10 years The grant 
of a new patent may be ordered for such 
term not exceeding 10 years 

Asinexure 3 
Sn Lanka 

Code of Intellectual Property Act 
No 52/1979, text 1 001, page 001-074 and 
text 1-002, page 001-011, date ot publication, 
March 1980 

Patentability 

Patentable Art 59—An invention, that 
permits in practice The solution to a specific 
problem in the field of technology 

Non-patentable (1) discoveries, scientific 
theories and mathematical methods, 

(2) plant or animal varieties or essentially 
biological processes for the production of 
plants or animals, other than micro 
biological processes and the products of 
such processes, 

(3) schemes rules, or methods for doing 
business, performing purely mental acts or 
playing games, 


Annexure 6 

Yean of Adoption of National Patent Laws and Accession to Pans Convention for 

Protection of Industrial Property 


Countries 

Year of Adoption of 

Year of 
Accession 
to fans 
Convention 

Countncs 

Thar of Adoption of 

Year of 
Accession 
to fans 
Convention 

Tirst Patent 
Law 

Present 
Patent Law 

First Patent 
Law 

Present 
Patent Law 

Developed Countries 




Japan 

1885 

1959 

1899 

Australia 

1903 

1952 

1925 

Liechtenstein 

— 

1928 

1933 

Austria 

1810 

1970 

1909 

Luxembourg 

1886 

1880 

1922 

Belgium 

1854 

1854* 

1884 

Monaco 

— 

1955* 

1956 

Canada 

1869 

1952* 

1923 

Netherlands 

1809 b 

1963 

1884 

Denmark 

1894 

1967 

1894 

New Zealand 

1865 

1953 

1931 

Federal Rep of Germany 

1877 

1968 

1903 

Norway 

1885 

1967 

1885 

Finland 

1898 

1967 

1921 

Portugal 

1852 

1940 

1884 

France 

1791 

1968 

1884 

San Marino 

— 

Nil 

1960 

Greece 

1920 

1920 

1924 

South Africa 

1910 

1952 

1947 

Holy See 

— 

Nil 

1960 

Spain 

lfc6 

1929* 

1884 

Iceland 

— 

1923* 

1962 

Sweden 

1819 

1967 

1885 

Ireland 

1927 

1964* 

1925 

Switzerland 

1889 

1954 

1884 

Italy 

1864 

1939* 

1884 

Thrkey 

1880 

1880 

192) 
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Countne* 


Vfear of Adoi 
First Patent 
Law P 


option of 
Present 
Patent Law 


Year of 
Accession 
to Pam 
Convention 


Countries 


Tfear of Adoption of 
First Patent Present 
Law Patent Law 


fear of 
Accession 
to Paris 
Convention 


United Kingdom 

1832 

1949* 

1884 

USA 

Developing Countries 

1790 

1952* 

1887 

Afghanistan 

— 

Nil 

— 

Algeria 

1966 

1966 

I960 

Argentina 

1864 

1864* 

1967 

Bahamas 

— 

1965 

1963 

Bahrain 

— 

1955 

— 

Barbados 

1903 d 

1903* 

1985 

Bangladesh 

— 

Nil 


Benin 

1963 

1963' 

1967 

Bhutan 

— 

Nil 

— 

Bolivia 

1838 

1916* 

— 

Botswana 

1920 

1920 

— 

Brazil 

1830 

1971 

1884 

Burkina Faso 

1963 

1963* 

1967 

Burma 

— 

Nil 

— 

Burundi 

I$64 

1964* 

1977 

Cameroon 

1963 

1963* 

1963 

Central African Rep 

1963 

1963* 

1963 

Chad 

1963 

1963* 

1963 

Chile 

1840 

1931 

— 

Colombia 

1869 

1971 

— 

Congo 

1963 

1963* 

1963 

Costa Rica 

1896 

1896 

— 

Cuba 

1936 

1936 

1904 

Cyprus 

Democratic Peoples 

1957“ 

1957 

1966 

Republic of Korea 

— 

Nil 

1980 

Democratic Yemen 

1938 d 

1945 

— 

Dominican Republic 

1911 

1911“ 

1890 

Ecuador 

1890 

1928 

— 

Egypt 

1949 

1949* 

1951 

El Salvador 

1901 

1903 

— 

Equatorial Guinea 

- 


— 

Ethiopia 

— 

— 

- 

Fiji 

1879 

1879 

— 

Gabon 

1963 

1963* 

1964 

Gambia 

1925 d 

1925 

— 

Ghana 

1924 d 

1924* 

1976 

Guatemala 

1886 

1937 

- 

Guinea 

_ 3 

Nil 

1982 

Guyana 

I937 d 

1937 

— 

Haiti 

1922 

1922* 

1958 

Honduras 

1919 

1819 

— 

India 

1859“ 

1970 

— 

Indonesia 

— 

Nil 

1959 

Irqn 

1930 

1931 

1959 

Iraq 

1935 

1970 

1976 

Israel 

1924 f 

1967 

1950 

ivory Coast 

1963 

1963' 

1963 

Jamaica 

1857“ 

1857* 

- 

Jordan 

— 

1953 

1972 

Kenya 

1964 

1964 

1965 

Khymer Republic 

— 

— 

— 

Kuwait 

1962 

1962 

_ 

Laos 

— 

— 

— 

Lebanon 

1924 

1924 

1924 

Lesotho 

1919“ 

1919 

— 

Liberia 

1864 

1864* 

— 


Libya 

1959 

1959 

1976 

Madagascar 

1963 

1963' 

1963 

Malawi 

1957“ 

1957 

1964 

Malaysia 

1951' 

1951 

— 

Maldives 

— 

— 

— 

Mali 

— 

_ 

1983 

Malta 

1889“ 

1889 

1967 

Mauritania 

1961 

1963' 

1963 

Mauritius 

1875“ 

1875* 

1976 

Mexico 

1832 

1942* 

1903 

Mongolia 

— 

-- 

1985 

Morocco 

1916' 

1916* 

1917 

Nepal 

— 

1965 

— 

Nicaragua 

1899 

1899* 

— 

Niger 

1963 

1963' 

1964 

Nigeria 

— 

1970 

1963 

Oman 

— 

Nil 

— 

Pakistan 

1911“ 

1911 

— 

Panama 

1908 

1939 

— 

Paraguay 

1925 

1925 

— 

Peru 

1869 

1971 

— 

Philippines 

1913“ 

1947 

IJ>59 

Qatar 

— 

— 

— 

Republic oi Korea 

— 

1961* 

1980 

Republic of Vietnam 

— 

1957 

1949 

Rwanda 

1963 

1963 

1984 

Saudi Arabia 

— 

Nil 

— 

Senegal 

1963 

1963' 

1963 

Sierra Leone 

1924“ 

1924* 

— 

Singapore 

1937“ 

1937* 

— 

Somalia 

1955“ 

1955 

— 

Sri Lanka 

1892“ 

1906* 

1952 

Sudan 

1971 

1971 

1984 

Suriname 

— 

- 

1975 

Swaziland 

1955“ 

1955 

— 

Syria 

1924 

1946 

1924 

Tanzania 

1931 

1931* 

1963 

Thailand 

— 

1979 

— 

Togo 

1963 

1963' 

1963 

Trinidad and Tobago 

1900“ 

1900* 

1964 

Tunisia 

1888“ 

1888* 

1884 

Uganda 

1939“ 

1939 

1965 

United Arab Emirates 

— 

- 

— 

Uruguay 

1885 

1941 

1967 

Venezuela 

1878 

1955 

— 

Yemen 

— 

Nil 

— 

Yugoslavia 

1921 

1960* 

1921 

Zaire 

1886* 

1886 

1975 

Zambia 

1957“ 

1957* 

1965 

Zimbabwe - 

Socialist Countries of Lantern Europe 


1980 

Bulgaria 

1921 

1968 

1921 

Czechoslovakia 

1919 

1972 

1919 

German Democratic Rep 

1877 

1950* 

1903 

Hungary 

1894 

1969 

1909 

Poland 

1919 

1972 

1919 

Romania 

1906 

1967 

1920 

Soviet Union 

1812 

1959* 

1965 

China 

1950 

1950 

1985 


Notts (a) Present law amended by subsequent revisions (b) In 1869 the patent law was repealed and reintroduced in 1912 (c) Member state 
of the Libreville Agreement of September 13, 1962 for the creation of an African Malagasy Industrial Property Office (OAMP1) 
(d) Law esisting at tune of independence, (e) Law of Zanzibar (f) Law existing at the tune of the establishment of the state (g) Ecuador, 
El Salvador and Guatemala were among the signatories of the Pans Convention but they left the Parts Union in 1886, 1887 and 1893, 
respectively 

Sourer (I) "The Paris Convention for the Protection of Industrial Property Main Features and Revision”, Document prepared by the Interna 
tkmai Bureau of W1PO, September 1983 (USIP/85/4) Annex (2) “Role of Patent System", op cit, Annexure 1 


AW. in 




Annual Number May 1917 


ECONOMIC AND POLITICAL WEEKLY 


(4) methods for the treatment of the human 
or animal body by surgery or therapy, and 
diagnostic methods practised on the human 
or animal body, provided however, that this 
paragraph shall not apply to the products 
used m any such methods 

Art 76—The grant of a patent shall not 
be refused and a patent shall not be in¬ 
validated on the ground that the perfor¬ 
mance of any act m respect of the claimed 
invention is prohibited by any law or regula¬ 
tion, except where the performance of that 
act would be contrary to public order 

Pah ntel’s Privileges 

Art 81—The exclusive rights in relation to 
the patent to assign or transmit the patent, 
to conclude licence contracts, when the 
patent has been granted in respect of a pro¬ 
duct to make, import, offer for sell and use 
the product, stock such product for the pur¬ 
pose of offering for sale, selling or using, 
when the patent has been granted in respect 
of a process, to use the process or doing any 
of the acts referred to above in respect of 
a product obtained directly by means of ihe 
process 

Art 82—The patentee’s privileges extend 
only to acts done for industrial or commer¬ 
cial purposes and in particular not to acts 
done only for scientific research 


Art 166—Import prohibition concerning 
all goods which, if sold, would be liable to 
forfeiture under this part, and also all goods 
made or produced beyond the limits of Sri 
Lanka 

Exploitation of the Invention 

No regulations concerning this subject 

Expropriation/Government 
Use/Public Use 

No regulations concerning this subject 
Duration 

Art 80—The patent shall expire 15 years 
after 

Annexure 4 
Thailand 

Patent Act BE 2522, text 1-001, page 
001 012 and text 1-002, page 001 003, date 
of publication. May 1980 

Patentabiih y 

Patentable Art 8—Inventions that can be 
made or used in any kind o 1 industry, in¬ 
cluding handicraft, agriculture and 
commerce 

Non patentable' Art 9—A patent shall not 
Annexure 7 


be granted for 

(1) for food, beverages, a pharmaceutical 
product or pharmaceutical ingredient, 

(2) for any machine particularly made for 
use in agriculture, 

(3) for any variety of animal or plant or any 
essentially biological process for the pro¬ 
duction of animals or plants, 

(4) for a scientific or mathematical rule or 
theory, 

(5) for a computer programme, 

(6) for an invention the exploitation or 
publication of which would be contrary 
to public order or morality, or public 
health or welfare, 

(7) or for any invention prescribed in a royal 
decree. 

Patentee s Privileges 

Art 36—Patentee shall have the right to 
produce the product or apply the patented 
process, seller have in possession for sale the 
patented product or the product produced 
by the application of the patented process 
1 he provisions above shall not apply to 
(1) the use of the patented product or ap 
plication of the patented process for the 
particular purpose of study, research, ex¬ 
perimentation or analysis, (2) the manufac 
ture of the patented product or application 
of the patented process, provided that the 


Resolution on Co-operation among Developing Countries in the Production, Procurement and Distribution 
of Pharmaceuticals, Adopted at the Fifth Conference of Heads of States or Government of 
Non-aligned Countries, Colombo, Sn Lanka August 1976 

77 ^ Conference " 


Recalling the Non aligned Action Programme for Economic Co-operation among developing countries adopted at the Conference 
ot Foreign Ministers of Non Aligned Countries in Georgetown in August 1972, and approved at the Fourth Summit held in Algiers 
in September, 1973 

Recalling also the Economic Declaration of that Summits calling for the further strengthening of economic co-operation among developing 
countries 

Noting the inclusion of the production and distribution of medicine and medical substances in the Lima Programme for Mutual 
Assistance and Solidarity as an additional area of co-operation among developing countries 

Bearing in mind the possibilities for joint action by developing countries, identified in the study commissioned by UNCTAD on major 
issues in the transfer of technology to the developing countries m the pharmaceutical industry 

1 Endorses the recommendations of the Group of Experts on Pharmaceuticals which met in Georgetown in July 1976 and which 
proposes among other things 

(a) The preparation of a list of priority pharmaceutical needs of each developing country and the formulation of a basic model list 
of such needs as a general guideline for action by the developing countries, 

(b) The establishment of a national buying agehey to undertake the purchase and supply of pharmaceuticals, 

(c) That, in the context of the revision of the industrial property systems, consideration be given to excluding pharmaceutical products 
from the grant of patent rights or alternatively the curtailment of the duration of patents for pharmaceuticals, 

(d) The elimination, wherever possible, of brand names, and the adoption of the generic names for pharmaceuticals, and provision 
of information only from official sources, 

(e) The establishment by each developing country of its own pharmaceutical industry as appropriate, beginning with formulation 
and packaging and building up to more complex production activities, 

(I) The creation of Regional Co-operative Pharmaceutical Production and Ibchnology Centres (COPPTECs), as proposed by UNC¬ 
TAD and UNIDO, in order to draw up drugs lists, to co-ordinate research and development, facilitate the transfer of technology, collect 
and disseminate information on pharmaceutical uses and prices and on the technological capabilities among member countries and 
also to co-ordinate the production and exchange of drugs between different member countries as well ajbetween different regional centres, 

2 Invites the relevant international organisations sOch as UNCTAD^ UNIDO, WHO and UNDP to assist in the achievement of the 
objectives outlmed in operative paragraph 1 above with particular regard to the establishment of appropriate National Pharmaceutical 
Centres in developing countries and Regional Co-operative Pharmaceutical Production and Ibchnology Centres (COPPTECs) among them, 

3 Decides further that the Co-ordinator of the Hade, Transport and Industry sector of the Non-Aligned Action Programme for Economic 
Co-operation among developing countries should take the necessary follow-up action to ensure early implementation of the provisions 
of this resolution 
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user or the manufacturer in good faith has 
manufactured Of made serious preparations 
with a view to such manufacture before the 
publication of the application, or the sale 
or possessing for sale of the product which 
the seller or possessor has acquired in good 
faith 

Art 77~Before th$ patented product is 
manufactured or a patented process is ap¬ 
plied, any person may import the product, 
covered by the patent, that is made in a 
foreign country into the country tor trade 
purposes The importation can be prohi 
bited Where there has been the manufac 
ture of products under the patent, no per¬ 
son shall import any product covered by the 
patent, that is made in a foreign country into 
the country for trade purposes, except in the 
circumstances where the distribution of the 
product does not meet the demand of the 
people 

Exploitation of the Invention 

Art 46, Art 55—After 3 years from the 
grant of a patent any person may apply for 
a compulsory licence or after 6 years from 
the grant of the patent the patent may be 
cencelled, if the patented product has not 
bene produced or the patented process has 
not been applied in the country, without any 
legitimate reason, or that no product pro¬ 
duced under the patent is being sold in any 
domestic market or that such a product is 


bemg sold but at unreasonably high prices 
or does not meet public demand, without 
any legitimate reason 

Art 48—When a compulsory licence is 
granted the patentee shall be entitled to a 
royalty 

Expropriat ion/Government 

UsrvpuBLic ust 

Art 51—In order to carry out any service 
for public consumption or which is of vital 
importance to the defence of the country or 
for search for natural resources or the 
agricultural or industrial development or for 
any other public service, any ministry, 
bureau or department of the government 
may exploit any invention under any patent 
by paying a royalty 

Art 52—The government shall have the 
power during a state of war or emergency 
to exploit any invention under any patent for 
the defence and security of the country 

Duration 

Art 35—A patent shall expire at the end 
of the 15th year Irom date ot filing of the 
application 

Annfxurt* 'i 
Vi< tnarn 

Ordinance on Innovations to Effect 
Technical Improvements and Ralionalisa 
tions in Production, and on Inventions, text 


2-001, page 001-012, date of publication 
September 1982 

Patfntabh ity 

Patentable Art 10—Any technical solu¬ 
tion that is susceptible ot application in the 
national economy in healthy in culture, in 
education or in national defence, or has 
economic and social usefulness 

Art 13—The subject matter of an inven 
tion may be a new device, process or 
substance or a new use for a previously 
known device, process or substance The 
following inventions shall be protected 

(1) new plant varieties and animal breeds, 

(2) new processes for the prevention, 
diagnosis rfnd treatment of diseases in 
human beings, animals and plants 

Art 15—Patents may be granted for 

(1) chemical process, 

(2) processes for the production of medicines 
and substances for the prevention and 
treatment of diseases in human beings, 
animals and plants 

(3) processes for the production ol food 
stuffs intended for human beings and 
fodder intended for animals 

Non patentable Art 15—Only inventors’ 
certificates (certificates that transfer the 
ownership ol the invention to the state) shall 
be granted for (I) service inventions, (2) in¬ 
ventions relating to national defence and 
security, (3) inventions concerning devices 
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and processes for preventing, diagnosing and 
treating disease in human beings,* animals 
and plants,' (4) inventions relating to 
substances obtained by a chemical process 
medecines and substances for the prevention 
and treatment of disease m human beings, 
animals and plants, (5) foodstuffs intended 
for human beings and fodder intended-for 
animals 

Art.13—Solutions that are contrary to the 
socialist morality and those not susceptible 
of application shall not be recognised as 
inventions 

Patentee's Privileges 

Art 22 and Art 24—1 he patentee shall be 
, entitled to utilise his invention for industrial 
and commercial purposes according to the 
procedures laid down m the laws of 
Vietnam, to apply for the protection for the 
invention abroad, to sell, purchase or ex¬ 
change rights of utilisation of the inventions 
m dealings with foreign persons or 
organisations 

Art 17—The utilisation of an invention for 
non-commcrcial purposes shall not be 
regarded as infringing the patentee’s rights 

EXPLOlTAflON or THE INVENTION 

Aft 23—Where particularly important in j 
ventions are not utilised by the patentee or 
where their utilisation docs not meet the re¬ 
quirements of the national economy, the 
state of Viet Nam may decide to purchase 
the patents or authorise organisations or 
enterprises to utilise the patents 

EXPROPRIATION/GOVF RNMFNT 
Use/Public Use 

See Art 23—above 

Duration 

Art 16—The patent shall be valid for 15 
years following the filing date of the 
application 

Notes 

[The paper was presented at the seminor on 
Pharmaceutical Patents for Developing Asian 
Countries organised jointly by the International 
Organisation of Consumers Unions (IOCU) 
Regional Office, Penang the Drug Study 
Group, Bangkok, Thailand, Chulalongkorn 
University Social Research Institute Bangkok, 
Thailand and the Co-ordinating Committee for 
Primary Health Care of Thai NGOs at the 
OIBA International House, Bangkok, Thailand 
on April 4, 1987 ] 
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Meeting Water Demands 

MOST Third World countries have not 
developed their water sources as extensively 
as industrial countries have, and they face 
sortie Special challenges'in a gyea of scarce 
and costly water fluid World economies are 
still largely agrarpn and irrigated agriculture 
claims 85-90 per cent of their developed 
water sources Supplying an expanding 
urban and industrial base while meeting the 
food needs of growing populations will 
require much additional water But these na¬ 
tions now confront far greater capital and 
energy constraints to water development 
than did those undergoing industrialisation 
earlier this century F<ew can afford to double 
water withdrawals within two decades, as, 
for example, the United States did between 
1950 and 1970 Only by building water effi¬ 
ciency into farms, factories, and growing 
urban areas can third world countries pre¬ 
vent the constraints to water development 
from limiting agricultural output and 
economic growth 

* + » 

In many third world cities, incorporating 
water reuse into plants for water and 
wastewater services can help meet rising 
household water demands, which m some 
cities may double or triple over the next two 
decades In the Valley of Mexico, for exam¬ 
ple, 4 out of every 10 litres pumped from 
local aquifers are not replaced by recharge. 
Portions of the land already are sinking from 
the overpumpmg, and few affordable op¬ 
tions exist to import more fresh water In the 
region known as the Federal District, which 
includes about 70 per cent of the Mexico 
City metropolitan area population, treated 
wastewater supplies about 4 per cent of cur¬ 
rent water use, mainly watering public parks 
and filling recreational lakes Planners have 
set the year 2000 as a target for reusing 17 
per cent of the watewater generated in the 
district, which, if accomplished, would meet 
about 12 per cent of projected water 
demands 

In Israel, where vutually no freshwater 
supplies remain untapped, all new demands 
will be met by treating and reusing 
wastewater Reclaimed water will replace 
one-fourth or more of the fresh water cur¬ 
rently used in agriculture; releasing high- 
quality supplies for growing cities and in¬ 
dustries. By die year 2000; treated watewater 
is expected to supply 16 per cent of the na¬ 
tion’s total water needs, up from 4 per cent 
in 1980 

—WorUtwatck Btper, 67. 
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Education in China 

From the Cultural Revolution to Four Modernisations 

Nirmal Kumar Chandra 

Despite some commendable efforts to democratise education, the Cultural Revolution was bogged down by 
the inability of the leadership to develop an alternative vision offugher education that would take into account 
the broader socio-political goals simultaneously with the econo/mc compulsions of a motor world power that 
China already was Out of this ineptitude grew the authoritarian trend culminating in the repression of intellec¬ 
tuals. The succeeding leadership seems to have exploited these weakness to launch a very different socio-economic 
order that promotes inequalities at many levels, including the field of education While committed to the slogan 
of accelerated growth all round, its achievements in the sphere of education are mixed The restoration of the 
status quo ante in higher education and the promotion of postgraduate studies are positive steps, but quite 
insufficient The savage cutback in secondary education is thoroughly unjustified The reintroduction of an 
examination-centred system and of keypoint schools are controversial from an educational viewpoint and retrograde 
from a democratic perspective 

Section I of the present essay provides a statistical overview of the educational scene in China since 1952 Section II 
discusses in turn the educational model put forward by the Cultural Revolution, the actual measures taken, and 
the major drawbacks thereof In Section III are described the more important ones among the recent changes 
in educational practice, the underlying reasons as well as the consequences of these changes are also explored 
critically A few tentative conclusions are drawn in Section IV 


EDUCATIONAL policy m post liberation 
China has gone through sharp twists and 
turns rarely seen elsewhere in the world Dif 
ferences within the leadership existed even 
dunng the relatively quiet First Five-Year 
Plan years, the Great Leap Forward of 
1938-60 provided a major break, followed 
by a policy reversal in 1961 .During the 
Cultural Revolution from around 1966 the 
basic ideas of the Great Leap were revived, 
and continued to guide policies upto 1976 
Then came another shake up with the 
previous policies rejected lock, stock and 
barrel m favour of those prevailing m the 
early 1960s 

The differences between the contending 
groups within the Communist Party have all 
along been political in essence, encom¬ 
passing virtually all aspects—ideological, 
social and economic It was inevitable that 
the sphere of education remained one of the 
nodal points of conflict Mao Zedong and 
his followers were seriously concerned about 
a capitalist restoration m China leading to 
a 'control of the mass of worker^ and 
peasants by a handful of privileged persons 
from among the party cadres, government 
officials and technocrats as in the USSR or 
East Europe. The privileged sections in all 
these countries, they believed, not only lived 
in comparative affluence, but were also bent 
upon reproducing the social conditions of 
their existence by ensuring better access to 
education and jobs for their own progenies 
Consciously echoing the days of the Pans 
Commune of 1871, and revising to some 
extent Lenin’s notion of a centralist Com 
munist Party, 'mass line* was proclaimed as 
a countervailing strategy, which put the 
masses above die party, the slogan had its 
ramification in all walks of life. In educa¬ 
tion H meant a manifoid expansion in educa¬ 
tional opportunities for peasants and 


workers, shorter duration of courses, revi¬ 
sion of the curriculum, large-scale recruit¬ 
ment of teachers from among the workers 
and peasants, changes in the management 
structure of schools, the movement of large 
number of educated persons from the cities 
to the villages, etc The underlying goal was 
to remove as far as possible the age-old 
cleavage between mental and manual labour 
Since Marx himself underscored it 
repeatedly, no avowed Marxist can dispute 
this last point But Marx never spelled out 
the practical or short-to-medium term im¬ 
plications, which leaves ample room for 
controversy The critics of the Cultural 
Revolution emphasised another of Marx’s 
dictums that during the first phase of com¬ 
munism, namely socialism, payments should 
be made “to each according to his ability" 
Hence there was nothing strange in the fact 
that income differentials were substantial in 
China or the USSR, and the fear of capitalist 
restoration was imaginary The hiatus 
between mental and manual labour, from 
this perspective, cannot be eliminated at one 
fell stroke, the productive forces must first 
be developed to a high Iqvel, consumption 
standards must also be raised, and only then 
can the socio economic distance between 
different social classes and strata be removed 
gradually A premature application of the 
'mass line’ in education would be counter¬ 
productive, China's educational pattern 
needs to be tailored to the requirements of 
rapid growth in an economy characterised 
by a low level of development of the pro¬ 
ductive forces 

Section 1 of the present eskay provides a 
statistical overview of the educational scene 
in China since 1932, covering student enrol¬ 
ment and the number of teachers and insti¬ 
tutions at various levels, trends in the enrol¬ 
ment ratios, women’s status, adult education 


and educational outlays, wherever possible, 
China's performance is compared to that in 
other countries Section II discusses in turn 
the educational model put forward by the 
Cultural Revolution, the actual measures 
taken, and the major drawbacks thereof In 
section III are described the more important 
ones among the recent changes in educa¬ 
tional practice, the underlying reasons as 
well as the consequences of these changes 
are also explored critically A few tentative 
conclusions are drawn in section IV 

I 

Statistical Overview 

Educational progress 

At the time of her liberation China was 
among the most backward nations m terms 
of education At least 80 per cent of the 
population was illiterate, only 24 million 
children or a quarter of the appropriate age 
group attended primary schools, 1 3 million 
were in middle schools and 1,20,000 were in 
higher education [World Bank 1983, p 129] 
The basic statistics from 1932 to 1984 put 
together in Thble 1 show the tremendous pro¬ 
gress that the country has made since then, 
though the achievements are by no means 
extraordinary, as it will be shown later, 
when one looks at other Asian developing 
countries 

From Ihble 1 it is evident that in the 
course of the First Five-Year Plan, there was 
only a moderate advance, the growth rate in 
the number of students enrolled in non¬ 
primary education was very high, but the 
initial level was quite small The next three 
great leap years, 1938-60, witnessed a hec¬ 
tic all round expansion, compared to 1937, 
enrolment m primary schools in 1960 went 
up by nearly 30 million as against an in- 
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crease of 13 million only m tbe previous five 
years, at middle schools and higher educa 
tion the numbers more than doubled in 
1957-60 Owing to unprecedented economic 
difficulties and policy changes, enrolment at 
each stage fell after 1960, by 1965, however, 
primary schools had forged ahead of the 
1960 peak by 22 million, but the number at 
middle schools and higher education was 
still below the peak by 5 6 and 0 3 million 
respectively Between 1965 and 1970 there 
was a dip in primary school enrolment and 
a precipitate fall in higher education, but a 
very big jump in secondary education The 
next seven years saw a further advance all 
round at a fairly rapid rate The years 
1977-84 had mixed trends Enrolment in 
primary schools fell marginally owing to the 
deceleration in the population growth rate, 
the fall was quite pronounced in secondary 
schools, which will be taken up separately 
In higher education the number increased 
by more than 100 per cent during the seven 
years "faking all the three levels together, the 
number of students enrolled increased by 70 
per cent in 1965-77 and then fell by 20 per 
cent in 1977-84 

The tune trend m the number of full-time 
teachers was broadly similar a moderate rise 
in 1952-57, an increase of over 100 per cent 
in 1957 65, a differentiated (as between levels 
of education) picture in 1965-70, a very rapid 
rise upto 1977, and then a moderate decline 
in 1977 84 The number of teachers in secon¬ 
dary schools, however, fell by nearly one- 
quarter over this last phase Further, during 
the Cultural Revolution the mmban, i e, the 
pan time teachers who worked on the farms 
and factories for the rest of the time, were 
recruited in very large numbers, an unknown 
but substantial proportion of these part time 
teachers were retrenched after 1978, but this 
is not reflected in "fable 1 


As for the number of educational institu¬ 
tions, that of primary schools reached a 
peak of 1 7 million in 1965, fell drastically 
m 1965-70, increased again at a moderate 
pace m the next five years, and then slowly 
declined Not much importance need be at¬ 
tached to the sharp decline m 1965-70, since 
the number of teachers or of students in pri¬ 
mary schools over the same years decreased 
only marginally, it is likely that there was 
a more rational relocation of schools leading 
to a small reduction in their number On the 
other hand, in respect of secondary schools 
there was a very big, nearly 6 fold, jump in 
numbers from 1965 to 1970 reflecting the 
explosion in student and teacher strength, 
similarly, the more than 50 per cent reduc 
tion in the number of schools from 1977 to 
1984 corresponds to a decline in the number 
of students as well as teachers 
Vocational or speuahsd secondary schools 
were never as important as the regular secon 
dary schools These came under the cloud 
during the Cultural Revolution, but were 
revived by 1975 and were steadily expanded 
right through to 1984 Even in 1984 student 
enrolment'was a mere 3 per cent of that in 
regular secondary schools 
It is generally thought that with the onset 
of the Cultural Revolution, all educational 
establishments were closed down for a 
couple of years or more The actual picture 
was more complex Some universities barely 
opened their dobrs even in 1970, but others 
functioned throughout The annual enrol 
ment figures given by the World Bank (1983, 
p 226], indicate that students were enrolled 
at each level of education m each of the 
years, 1966-69, in primary schools the 
number m million declined from 116 in 1965 
to 103 m 1966, remaining above 100 in 
1967-69 In secondary schools the numbers 
enrolled in million were 14, 13 14, 20 and 


26 respectively from 1965 to 1970, while the 
1970 figure coincides with the more recent 
official figure cited in our fable 1, the 1965 
figure is much above the latter In any case, 
there is no evidence of secondary schools 
being shut down in large numbers during 
these years Higher education, however, was 
in a bad shape with student enrolment 
declining every year by 01 to 015 million 
from 1965 to 1970 Thus education only at 
the top level was severely affected during the 
first quinquennium of thje Cultural Revolu¬ 
tion, and the 1965 level was not reached even 
in 1977 It is only in this' sphere of higher 
education that tlje outcome of the Cultural 
Revolution differed sharply from that of the 
great leap forward when higher education 
expanded at an even faster rate than primary 
or secondary education 

enrolment at Secondary Schools 

As noted earlier, trends in secondary 
school enrolment merit a closer scrutiny It 
was in this sector that the battle of conflic 
ting ideas between the protagonists and op¬ 
ponents of the Cultural Revolution has had 
its maximum impact in terms of the number 
of persons affected, although much more 
has been written about the higher education 
scene As seen in fable 1, enrolment in 
secondary education shot up from 9 3 to 
26 4 million, or nearly by three times, in the 
brief span of five years from 1965 to 1970, 
and by a further 2 5 times m the next seven, 
i e, a more than 7-fold expansion over 12 
years In the era of Four Modernisations 
enrolment was reduced from 67 8 to 45 3 m 
1977 82 and stabilised at the lower level upto 
1984 

The fluctuations in secondary school 
enrolment has affected tar more the upper, 
rather than the lower, secondary level during 


Tabi e 1 Basic Statistics on Fuli Timf Education in China 1952 84 



1952 

1957 

I960 

1965 

1970 

1975 

1977 

1979 

1982 

1984 

A Students enrolled (million) 

1 Primary school (PS) 

51 I 

643 

93 8 

116 2 

105 3 

150 9 

146 2 

146 6 

139 7 

135 6 

2 Middle school (MS) 

25 

63 

14 9 

93 

26 4 

447 

67 8 

59 1 

45 3 

45 5 

3 Higher education (HE) 

019 

0 44 

10 

067 

005 

0 50 

063 

102 

1 IS 

140 

4 fatal 

53 8 

710 

109 6 

126 3 

131 7 

1961 

2)4 6 

206 7 

186 2 

172 5 

B Full time tearh«r» (million) 

5 PS 

1 44 

188 

— 

3 86 

7 61 

5 20 

5 23 

5 32 

5 51 

5 37 

6 MS 

009 

0 23 

— 

046 

1 17 

209 

319 

3 08 

2 68 

2 56 

7 HE 

003 

007 

— 

014 

013 

016 

019 

0 24 

0 29 

032 

8 fatal 

1 56 

219 

— 

4 45 

4 92 

7 45 

860 

8 70 

8 47 

824 

L Institutions (thousand) 

9 PS 

527 

547 

— 

1682 

961 

1093 

982 

924 

881 

854 

10 MS 

43 

11 

— 

18 

105 

124 

201 

144 

102 

94 

11 HE 

0 20 

0 23 

— 

0 43 

0 43 

0 39 

040 

063 

0 72 

090 

D Specialised secondary school 
(thousand) 

12 Students enrolled 

636 

778 

— 

547 

64 

707 

689 * 

1199 

1039 

1322 

13 Full time teachers 

35 

58 

— 

55 

39 

73 

87 

113 

149 

161 

14 Institutions 

17 

132 

— 

127 

104 

2 21 

2 49 

3 03 

308 

3 30 


Note The student enrolment figure for 1979 includes O2 million under secondary schools, who were actually in agricultural as weU as vocational 
middle schools It is not clear whether the tame practice was followed us other years 
Sources Only the I960 data are from World Bank 1983, p 226, the rest are from SYC 1985, pp 582-83 






both the period* u shown in Tfcble 2 From 
1963 to 1977 enrolment in the latter rose 
mote than six times from 8 to 30 million, 
but at the upper schools there was a more 
spectacular, almost 10-fold expansion from 
13 to 12 9 million Conversely, from 1977 
to 1982 in the lower school enrolment Cell 
by 22 per cent to 39 million, while at the 
upper level it was reduced to almost one 
third the peak level The grade-wise data, 
available from 1979 to 1982 only, is more 
revealing At grade I the drop in intake was 
by almost 20 per cent which is steeper than 
the decrease in the total number enrolled in 
lower secondary schools over the same years, 
this is because the grade III enrolment, 
reflecting larger intake two years earlier, 
remained the same in 1982 as m 1979 As 
for upper secondary schools, the intake at 
grade IV fell by 37 per cent in 1979-82, and 
grade V enrolment was nearly halved, but 
the new grade VI had 0 43 million pupils m 
1982 Considering the grade-wise figures 
from 1979 to 1982, it is possible.that total 
secondary enrolment after 1984 might fall 
to some extent unless the intake at grades 
I and IV is stepped up It thus follows that 
under the recent policy upper secondary 
schools has been axed much more sevcrtly 
than the lower secondary schools 

Enrol ment Ratios 

Along with trends in the absolute number 
of students enrolled one must also consider 
the enrolment ratio, especially for a coun 
try like China undergoing a rapid demo¬ 
graphic transition, in order to assess the 
educational developments The gross enrol 
ment ratio is the total number of students 
enrolled divided by the country's population 
in the appropriate age group But then the 
former may include those who are outside 
the usual age limit for a given level of educa¬ 
tion, thus though a country may set the 
primary school age at 7 to 11 years the 
schools may contain a sizeable proportion 
of older pupils who either joined late or are 
repeaters Hence the net ratio might appear 
to be more attractive, here the denominator 
is the same as with the gross ratio, but the 
numerator excludes all students outside the 
specified age boundaries. On the other hand, 
if one is interested in the proportion of 
school age children actually in full-time 
education, the net ratio would be an under¬ 
estimate. Besides, it is not easy to obtain 
reliable information on the net enrolment 
figures Furthermore in China's case the 
population totals for different age groups are 
not universally accepted For, many ques¬ 
tions have been raised and remain un¬ 
answered about the 1982 census, not to 
speak of the earlier one in 1964 [And 1982, 
and Aird 1983], consequently, the official 
data on the age structure of the population 
in the two census years, and a fortiori during 
the intervening yean, are not beyond doubt 
Nevertheless, these are used fautedt mteux 
Tfeo sets of data on the enrolment ratio 
in China aje presented in Tkble 3 The World 
Bank set refers to the net ratio, and the 


UNESCO set to the gross ratio. How the net 
enrolment figures were obtained is not ex¬ 
plained The actual figures in the table ha* 
been read off a graph which makes the 
numbers approximate, further, the graph 
becomes (quite wrongly) a straightline bet¬ 
ween 1975 and 1979 for each level of educa¬ 
tion With all these caveats thrown in, it 
appears from the World Bank estimates that 
in primary education the big thriftt came in 
1930-58, and another leap forward in 
1970-75 Still as many as 8 per cent of the 
relevant age group had no access to primary 
education upto 1979, this is also admitted 
by the Chinese themselves In secondary 
education the enrolment ratio climbed 
steeply from 2 5 per cent to 16 per cent or 
Tabi E 2 Grade Wist Enkoi ment in 


more than six-fold In 1950-58, mid almost 
stayed there till 1963; the ratio doubled in 
1965-70 and rose’ 13 times in the next five 
years, i e, a 3-fold rise in 1965-75 In higher 
education there was again a big spurt in 
the 1950s and a catastrophic decline was 
witnessed in 1965-70, when the ratio fell to 
a fraction of the low value for 1950 The 
recovery since 1970 was at a high rate; and 
yet the ratio in 1975-79 did not attain the 
level of 1958 or 1965 
The UNESCO figures are somewhat more 
useful not only because ot the use of the 
gross enrolment ratio, one also gets annual 
figures upto 1982, and the 1982 census data 
were presumably used m arriving at the 
population totals for different age groups 
China’s Secondary Sc hooi s, 196J 82 


(million) 


Grades 

1965 

1977 

1979 

1981 

1982 

I 

na 

na 

17 74 

1506 

14 49 

11 

na 

na 

17 14 

1409 

13 13 

III 

na 

na 

11 24 

1215 

11 32 

Lowir secondary 






(I HI) 

8 03 

4980 

4613 

41 30 

3894 

IV 

na 

na 

6 32 

3 40 

2 72 

V 

na 

na 

6 42 

3 89 

317 

VI 

— 

- 

— 

— 

045 

Upper secondary 






(IVVi) 

1 31 

1800 

12 92 

7 29 

6 34 

To,al 

9 34 

67 80 

59 05 

48 59 

45 28 

Sources Rostn 1984 

p 73 for 1965 and 1977 World Bank 1983 

p 205 for 1979, and SY 1984, 

table 3 S for 1981 and 1982 





Table 3 Studini Enrolment Ratios in China, 1950 84 







( percentages) 


Primary 

Secondary 

Primary and 

Higher 


School 

School 

Secondary 

Education 





School 


World Bank 






1950 All 

28 

26 


— 

04 

1957 All 

60 

15 


- 

14 

1958 All 

68 

18 


— 

16 

1960 All 

68 

20 


— 

22 

1963 All 

68 

16 


— 

14 

1970 All 

70 

31 


— 

01 

1975 All 

92 

46 


— 

12 

UNESCO 






1970 All 

85 

23 


56 

01 

1975 All 

136 

44 


92 

06 

Males 

146 

53 


102 

07 

Females 

125 

35 


82 

04 

1977 AH 

(125) 

(66) 


(97) 

(06) 

1979 All 

122 

56 


91 

10 

Males 

132 

65 


101 

16 

Females 

112 

46 


81 

05 

1982 AH 

116 

41 


79 

12 

Males 

128 

49 


89 

J 7 

Females 

103 

32 


69 

06 

1984 AH 

(HO) 

(40) 


(76) 

(1 4) 


Notes' (1) Figures in parentheses are our estimates, as explained in the text 

(2) Hie age groups for primary, secondary and higher education were 7 12, 13 18 and 
20-24 years respectively m 1970, 7 11, 12-16 and 20 24 years respectively from 1975 
to 1982 For 1984 the latter figures are taken, which may not be appropriate as explained 
in the text 

(3) As explained in the text,-the figures for 1958 and 1965 may not be reliable in the light 
of subsequent information 

Sooner World Bank 1983, p 211, for 1950-75, SY 1984, (able 3 2 for 1970,1975,1979 and 1982: 
our estimates for 1977 and 1984 
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On the other hand, the official school age 
both at the primary and at the secondary 
stages changed around 1979, tllbugh not 
uniformly across country, these are not 
reflected in UNESCO estimates Further, the 
publication utilised here does not indicate 
the ratio for 1977 or for years beyond 1982 
We have prepared our own estimates for 
1977 and 1984, assuming the same age struc¬ 
ture of. the total population between 1977 
and 1979, and between 1982 and 1984 
respectively 

From the UNESCO figures in Tkble 3 it 
appears that a near universal primary 
schooling was achieved by 1975, although 
there was a very significant proportion of 
older children m primary schools The 
decrease in the gross enrolment ratio since 
then should be due to the falling proportion 
of such children It is worth noting that the 
sharp rise in 1975 over 1970 could to a large 
extent be statistical, since the terminal age 
for primary schools was reduced from 12 to 
11 years The same factor explains a part of 
the more spectacular two fold rise in the 
ratio for secondary schools from 1970 to 
1975 Quite remarkable was the expansion 
over the next two years when the ratio went 
up 1 5 times 7 he years since 1977 witnessed 
a steady fall, the 1984 ratio being lower by 
two-fifths This corroborates the trend in ab¬ 
solute numbers discussed earlier Taking 
primary and secondary schools together, the 
increase in the ratio from 1970 to 1975 was 
partly statistical By 1975 about nine tenths 
of the young population aged 7 to 16 years 
were in school, primary or secondary, and 
by 1977 the ratio reached 95 per cent Subse¬ 
quently, it fell to 79 per cent in 1982 and 77 
per cent m 1984 Lastly, on higher educa¬ 
tion the UNESCO ratios are close to the 
World Bank’s, despite the stress on higher 
education m the recent past, the ratio is yet 
to attain the peak level of 1958 

A realistic assessment of China’s achieve¬ 
ments and failures requires a comparative 
perspective In Thble 4 are given the gross 
enrolment ratios in 1970 and around 1982 
for a number of Asian developing countries 
as well as the more industrialised ones In 
primary education only India has been con¬ 
sistently lagging behind China South Korea 
had attained 100 per cent enrolment by 1970, 
and so did Indonesia before 1982, and all 
the other countries appearing in the table. 
In secondary education China even m 1977 
was well behind the industrialised nations 
as well as South Korea, but ahead of other 
Asian developing countries By 1984 China’s 
rank should have been superior to that of 
India alone, with Iran and Indonesia over¬ 
taking her Ik king primary and secondary 
education together, China’s status was 
somewhat better in the 1970s, by 1984, 
however, she went down the ladder with only 
India and possibly, Iran below her Finally, 
in higher education China has consistently 
remained at the bottom of the rung from 
1970 onwards. The distance between her and 


the industrialised nations or South Korea is 
extremely wide. Apart from primary educa¬ 
tion, China to-day has long way to go m cat¬ 
ching up with the educational levels, not 
only of the more advanced industrialised 
countries, but also of many developing 
countries, especially the fast growing ones 
China is probably one of very rare case of 
a country doing relatively quite well on 
the narrowly economic front, but falling 
alarmingly behind in the crucial field of 
education 

Women and Education 

Oo women occupy their rightful place m 
China’s educational system 7 If not, has their 
situation improved significantly over time 7 
How does it compare internationally? An 
attempt wilt be made to provide purely 
statistical answers to these questions, ignor 
ing the no less important qualitative aspects 

By ‘rightful plaee' in this context is meant 
that women should have an equal share in 
student enrolment at all levels of education, 
and that the same should be true for 
teachers, the underlying premise is that theie 
is no reason, from a liberal or socialist 
perspective, why women should be less 
capable or less willing to be students or 
teachers than men at any level Historically, 
there has been discrimination against women 
in all countries By now, as Thble 5 shows, 
it has virtually disappeared in many parts 
of the world in respect of student enrolment 
Thus in Europe of 1960, the ratio of women 


to total enrolment was dose to one-half at 
the primary and secondary stages, but only 
30 per cent at higher education, by 1982 the 
latter percentage approached 50 Latin 
America has been in a comparable situation, 
whereas in North America fhere is virtual 
equality between the sexes It follows that 
our yardstick, as far as student enrolment 
goes, is not at all utopian even for econo¬ 
mically less developed societies 
However, the Asian countries appearing 
m "Bible 5 tell a different story By the early 
1980s Japan and South Korea reached the 
optimal ratios for primary and secondary 
school enrolment, but lagged way behind m 
higher education* Vietnam also has had a 
very good record upto the secondary stage, 
but in higher educauon there is again a 
yawning gap which has curiously widened 
substantially between 1975 and 1980 
In China the women's share in primary 
education shows a mild decline since 1975, 
on the other hand, the gross enrolment ratio, 
as defined earlier, has consistently exceeded 
100 per cent for females since 1975 At the 
secondary level the ratio for women has re 
mained fixed at around two-fifths over these 
years, since the absolute number declined 
considerably from the 1977 peak, it follows 
that both sexes were uniformly affected As 
for higher education, women's share fell 
sharply by one-third hetween 1975 and 1984 
when total enrolment expanded almost 
3-fold, as a result the number of women 
enrolled more than doubled, but that of men 
increased much faster by 3 times There has 


Tabu 4 Student Enrolment Ratios for Selected Countries, 1970 82 


( percentage r) 




Primary 

School 

Secondary 

School 

Primary and 
Secondary 
School 

Higher 

Education 


India 

1970 

75 

26 

49 

62 

(5 9. 10 15) 


1979 

78 

29 

53 

87 


Indonesia 

1970 

77 

IS 

49 

28 

(7 12, 13 18) 


1982 

120 

33 

78 

41 


Iran 

1970 

73 

27 

52 

3 1 

(7 12, 13 18) 


1982 

97 

40 

67 

37 

(6 10. 11 17) 

South Korea 

1970 

103 

42 

76 

79 

(6-11, 12 17) 


1982 

104 

86 

95 

210 


Japan 

1970 

99 

86 

92 

170 

(6-11, 12 17) 


1981 

100 

92 

97 

30 3 


USSR 

1970 

104 

85 

95 

25 4 

(7 11, 12 16) 


1982 

107 

97 

102 

212 


Poland 

1970 

101 

62 

87 

14 0 

(7-14, 15 18) 


1982 

100 

75 

92 

15 6 


Italy 

1970 

110 

61 

81 

16 7 

(6 10, 11-18) 


1980 

101 

74 

84 

25 4 


West Germany 

1970 

160 

36 

78 

13 4 

(6-9, 10-18) 


1982 

178 

50 

79 

30 2 


France 

1970 

117 

74 

92 

19 5 

(6-10, 11-17) 


1982 

113 

87 

98 

269 


UK 

1970 

104 

73 

88 

141 

(5-10, 11-17) 


1981 

102 

83 

9U 

202 


USA 

1970 

— 

— 

100 

494 

(6-17) 

t 

1980 

— 

— 

99 

571 



Nate- The age groups m yean for primary and secondary schools are given in parentheses. 

Bar higher education the age group is 20th year in ail cases 
Sources SY 19^4, table 3 2 
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thus haen > regrAsion in Aomen's status on 
this score. At this level the relative status of 
women in China is distinctly inferior to 
that in Japan, but marginally better than 
Vietnam ot;Soutb Korea in the early 1980s, 
on the other hind, there was a tremendous 
expansion in the number of women students 
in South Korea as one may infer from the 
gross Enrolment ratio shown in Ifcble 4 
Besides, women in these three neighbouring 
countries of China have attained their due 
share in education upto the secondary level 
Only India has consistently remained behind 
China at all levels of education Thus China 
has still a long way to go in catching up 
with the international trends in women’s 
education 

Coming to women teachers, the inter¬ 
national situation is much lorsc than for 
students In the advanced regions like 
Europe and North America, women teachers 
predominate at the low end, namely, primary 
schools, at the secondary level parity or near 
parity between the sexes has been achieved 
since the mid-1970s Latin America as a 
whole, and Vietnam among the Asian coun 
tries, follow a similar pattern By contrast, 
the scenario in China as well as other Asian 
countries like Japan, South Korea and India 
is depressing The proportion of women 
teachers at secondary schools in these coun 
tries is uniformly low at about 30 per cent 
or less in the early 1980s In primary schools 
Japanese women teachers are in a majority, 
in China and South Korea the ratio is 
around two fifths, and in India it is only 
one quarter 

Higher education presents a strange spec 
tacle Data on women teachers are not 
available for many developed countries, and 
quite a few report these only occasionally 
In the early 1980s the highest ratio among 
the major countries was 44 per cent for 
Argentina, next came the East European 
countries with ratios between 30-37 per cent 
followed by the US at 26 per cent In West 
Germany and UK, the only two large West 
European countries for which data are 
available, the ratio was exceedingly small at 
13-15 per cent in the early 1980s Among the 
four Asian neighbours of China cited in 
Tible S, it is strange that Japan is the most 
backward, standing m between the twq West 
European countries South Korea and India 
are somewhat better off, and Vietnam is still 
further ahead In China the ratio improved 
slightly between 1975 and 1984, and she 
remains in this regard the most advanced 
among the major Asian nations at a level 
comparable to that of the US which is well 
above that of West Europe, but significantly 
behind the USSR or Poland 

Tb sum up apart from student enrolment 
at primary schools, and teachers at higher 
education, the relative status of women in 
China is generally far worse than in Vietnam, 
South Korea or Japan, not to speak of 
Europe, North America and Latin America. 
Only in India among the major countries are 
women in a less enviable position than in 
China. All this is rather disappointing since 
die new regime was installed 35 years earlier, 


there was probably some Improvement 
during the years upto the end of the Cultural 
Revolution, but very little since then 

Adult Education 

Ever since the liberation the Chinese 
leadership put considerable stress on the 
expansion of adult education The available 
data are pul together in Table 6, unfortunate¬ 
ly, it leaves out 2t years, including the 
Cultural Revolution phase vthen adult 
education was promoted on a wide front and 
enrolment during these years could well have 
equalled or exceeded than in 1958, the peak 
year in the table The figures therein are 
taken from diverse sources and may not be 
comparable, in particular, it is likely that the 
primary school figures from 1952 to 1958 are 
inclusive of those in literacy courses What 
is striking is that in 1958 there were as many 
as 26 million pursuing elementary education, 
or 3 million more than in 1979, by 1983 84 
the number tome down to 8 or 9 million, 
or a third of the 1958 level 


Can the fail be explained by a drop m the 
number of illiterates as a consequence of 
better schooling for Chinese children in the 
intervening yean? Many more children to¬ 
day undoubtedly go to school than in 1958, 
but the magnitude of the literacy problem 
has hardly become less critical According 
to the 1964 census, there were 263 million 
persons aged 12 years or more who were 
either illiterates or semi-literates constituting 
38 per cent of the total population, in the 
1982 census the ratio fell appreciably to 24 
per cent, but the absolute number declined 
only marginally to 238 million [SYC 1985, 
p 190] The 1983 or 1984 adult enrolment 
in primary schools and literacy courses is 
well below 40 per cent of the backlog, which 
is quite inadequate Here one must bear in 
mind that “literacy” m China means ability 
to recognise and write as many as 3,000 
characters, which requires about 5 years of 
study, i e, almost the whole duration of 
primary education Most of the dropouts 
from primary schools revert to the status of 


Tabu 5 PmttNiAu- or Women in Total Student Fnroi ment and ini he Number: oi Teachers 




in China and Elsewhlai 

1960 1984 






Women Students 



Wom_en_ Teachers 




PS 

MS 

HE 

PS 

MS 

HE 



JO 

(2) 

(3) 

(4) 

(5) 

(6) 

China 

1975 

46 

40 

36 

36 

24 

24 


1982 

45 

40 

26 

36 

26 

26 


1984 

44 

40 

29 

39 

28 

26 

India 

1970 

38 

29 

23' 

24 

23 

17 


1980 

41 

34 

26 b 

26 

30 

18 b 

Vietnam 

1975 

48 

50 

40 

56 

59 

18 


1980 

47 

47 

24 

66 

58 

22 

South Korea 

1970 

50 

40 

24 

29 

15 

13 


1983 

49 

47 

28 

4) 

2 tr 

17 

lapan 

1970 

51 

50 

28 

53 

27 

12 


1981 

50 

50 

34 

57 c 

26 

I4 e 

Europe 

I960 1 

49 

46 

30 

64 

41 


1982 d 

49 

52 

47 

71 

56 


North America 








I960 

49 

50 

37 

86 

40 



1982 

49 

49 

52 

81 

45 


Latin America 1960 

48 

47 

30 

81 

45 



1982 

48 

51 

45 

77 

47 



Notes a 1975 b 1979 c excludes USSR d includes USSR e 1982 

PS = primary school, MS = middle school HE = higher education 
Sources SYC 1985 p 588 for China in 1984 all data for 1960 are from SY 1978 79, the rest 
are from SY 1984 

Table 6 Adult Enrolment at Various Lfvtis, Mostiy Sparetimf, 1952 84 


( million ) 



Higher 

Education 

Technical 

Middle 

School 

Middle 

School 

Primary 

School 

Literacy 

Course 

Total 

1952 

negl 

negl 

0 25 

1 38 

0 66 

2 29 

1956 

006 

0 56 

2 24 

5 20 

3 68“ 

- 

1957 

0 08 

0 59 

2 7! 

6 27 

7 21 

16 86 

1958 

015 

— 

5 00 b 

26 00 

40 00 

71 15 

1960 

040 

— 

5 SO* 1 

13 00 

— 

— 

1979 

0 90 

260 

2 10 

480 

16 40 

26 80 

1983 

1 13 

3 30 c 

6 45 

2 89 

5 29 

19 05 

1984 

I 38 

0 83 c 

5 16 

3 23 

609 

16 69 


Notes a refers to 1955, b includes specialised middle schools, c includes 0 94 in 1983 and 0 50 
in 1984 in training schools for primary school teachers 
Sources Chen 1966, p 260 and Richman 1969, pp 135, 138, 143, and 166 for 1952 60, World 
Bank 1983. p 210 for 1979, and SYC 1985, p 589 for 1983-84 
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serai-Uterau* (World Bank 1983, p 148] It 
follow* that the Pundse standards in this 
regard are far Aore exacting than elsewhere 
and one should not compare Chinese seim- 
literates with illiterates in most other 
countries 

By contrast, at middle schools for adults 
the 1983 enrolment at 9 8 million was far 
above the 1979 figure of 4 7 million or 5 0 
million in 1938 But in 1984 enrolment was 
cut back drastically to 6 0 million Consider¬ 
ing the intervening nse in population, it 
would' seem that proportionately more 
adults received secondary education in 1938 
than in 1984 Finally, it is only in higher 
education that adult enrolment figures m the 
1980s exceed the previous levels and by a 
large margin It is also interesting that the 
number ot adults pursuing higher education 
through the network of TV, radio and cor 
rcspondence colleges is almost the same as 
that of full-time students in regular institu 
tions in 1984 

Hiking into account all levels of educa 
non, adult enrolment reached a peak of 312 
million in 1958, the 1979 number was still 
quite high at 26 8 million, but by 1984 it was 
down to 16 7 million or 38 per cent below 
the 1979 level Overall, whether one looks 
at education for adults or for students m the 
regular streams, opportunities for the mass 
of the people are shrinking m the era of Four 
Modernisations And this trend in China is 
contrary to that, m most modern nations, 
developing or advance;!, in different parts 
of the world where an upsurge in mass 
education at various levels, rather than 
retrenchment, is the general rule 

Educationai Outlays 

Although the enrolment figures have a 
downward trend in the recent past, there has 
been a relatively rapid increase in central 
government expenditure on education in 
China as shown in Ihble 7 The expenditure 
as a proportion of national income was 
rather high at 3 1 per cent from 1949 to 1966, 
then fell by more than a third during the 
Cultural Revolution to 1 9 per cent and 
gradually rose to 2 7 per cent by 1982 As 
a proportion of total expenditure of the cen¬ 
tral government, however, educational 
outlays did not exhibit any large variations 
from 1949 to 1978 and stood at around 6 per 
cent, since 1979 the ratio has gone up steeply 
to 10 2 per cent in 1982 Among possible 
reasons for the paradox piay be the low 
salaries paid to teachers, relatively large 
outlays on education by provincial and local 
governments, communes and brigades in 
rural areas, enterprises in urban areas, etc, 
and the comparatively low costs of primary 
and secondary vis-a-vis higher education 

On the educational expenditure by all 
public agencies only the World Bank 
estimates are available for the single year of 
1979; out of a total of 121 billion yuan*, the 
central government share was 69 per cent 
Further, out of 3 38 millioitprimary school 


teachers in 1979, as many as 64 per cent were 
mihban leathers who were paid by the local 
administration or enterprises [World Bank 
1983, p 149] Since -education was decen¬ 
tralised during the Cultural Revolution and 
the central ministry of education was revived 
only nr 1973, it is quite likely that the 
proportionate contribution by, the local 
authorities was much higher at, say, one-half 
of total public outlays during the previous 
decade On this premise one .cannot rule out 
the possibility that China's public expen¬ 
diture on education as a ratio of her national 
income may have remaioed unchanged since 
the 1950s 

Whereas other developing countries as 
well as the OECD countries devoted 23 to 
24 per cent of ail educational outlays 4o 
higher education m 1975, China spent 30 per 
cent m 1979, according to the World Bank 
[1983, p 184] It also found that unit costs 
of higher education as a ratio of per capita 
CNP is extraordinarily high at 4 4 in China 
as against 3 6 in other developing countries 
and 0 55 in the OECD countries, by contrast, 
the Chinese ratio for secondary education 
was roughly the same as in OECD countnes 
but less than 40 per cent of that in other 
developing countries, in primary education 
the Chinese ratio was one-half of that in the 
two sets of other countnes [Ibid, p 183] One 
main reason for the high Chinese ratio in 
higher education is (he extremely low 
student teacher ratio (vide Ihble 1) com 
pared to other countnes, thanks to the 
unusually low classroom load for teacher; 
in China According to one observer, only 
a part of the teaching staff has a regular lec¬ 
ture load of 6 to 12 hours a week, as many 
as 20-40 per cent of all teachers are engaged, 
tor various reasons, in other kinds of work 
than teaching Further, state investments in 
buildings for education have recently tilted 
sharply in favour of higher education with 
its share in the total rising from 30 per cent 
in 1977 to 60 per cent in 1982 [Henze 1984, 
pp 131 and 137] Moreover, with the re- 
emergence in the late 1970s of key point 
schools at all levels of education from the 
primary school upwards, unit costs of educa¬ 
tion should have gone up for the country as 
a whole 

It follows that one should not infer from 
the trends m Table 7 that education as such 
is receiving a greater national priority in the 
post-1978 phase than during the Cultural 
Revolution This conclusion is reinforced 
when one looks more closely at figures in 
Thble 8 on public expenditure on education 
as a percentage of the GNP or as a propor¬ 
tion of total public expenditure in Afferent 
countries, along with those on enrolment 
ratios in Ihble 4 Thus Indonesia spent a 
smaller part of her GNP on education in 
1981 than m 1970, yet the enrolment ratios 
were uniformly much higher at all levels In 
enrolment ratio Japan in 1970 was well 
ahead of West Germany and marginally 
behind France, although educational outlays 
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as a proportion of the GNP were roughly 
similar between the first two countries, 
which was significantly lower than in France. 
On the other hand, in 1980 Japan was 
slightly ahead of France in enrolment ratio 
but spent much more on education as a 
ratio of the GNP the US with a 

consistently far higher enrolment ratio, 
especially in higher education, than other 
countnes spent only a little more than Japan 
in 1981 All these show that there is little cor¬ 
relation between the enrolment ratio and 
pubbe expenditure on education as a percen¬ 
tage of the GNP Much depends on the 
specificities of each country and the penod 
Thus the rise in China's central govern¬ 
ment expenditure in relation to her national 
income since the late 1970s does not imply 
-that the present leadership is more concerned 
about education than the previous one On 
the other hand there is a good case for much 
larger outlay on education in China In 
comparison with oilier countries, China's 
enrolment ratios m secondary and higher 
education and also her educational outlays 
as a proportion of national income are all 
quite low Nor is there, in principle, any 
reason why these ratios should necessarily 
be lower in China than in industrially more 
advanced countnes 

II 

The Cultural Revolution 

THE MODFL 

The fundamental goal, one may repeat, 
of the Cultural Revolution in the sphere of 
education was to reduce the barrier between 
mental and manual labour and thus strive 
towards socialist democracy There Were 
three main instruments to this end, esta¬ 
blishing a uniform system of schools, in¬ 
corporating productive labour in the 

Tabie 7 CentralGovernment Expenditure 
on Education, 1949 82 

( Percentages) 


As a Propo rtio n of 



National 

Income 

Total Central 
Government 
Expenditure 

1949 66 

309 

5 85 

1966-77 

1 86 

5 63 

1977 78 

209 

609 

1976 

210 

6 57 

1979 

2 27 

6 92 

1980 

2 52 

860 

1981 

2 61 

9 36 

1982 

2 68 

10 23 


Notes National income here refers to net 
material product, not GNP 
Sources Bast id 1984, p200, for the first three 
rows, for the remaining rows the data 
on educational outlays are also from 
ibid, p 203, while those on national 
income and total expenditure by the 
central government are taken from 
SYC 1985, pp 36 and 523 
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curriculum, and revamping the teaching 
methods 

(a) Before 1966 China’s schooling system 
was elitist in character Liu Shaoqi is 
reported to have said in 1956 “Universal 
education is not too urgent now the ques¬ 
tion now is still higher education and the 
need for specialists" (Mauger 1974, p 14] 
Hence keypoint schools for highly talented 
children were created in the late 1950s Many 
of these were originally boarding schools set 
up by the Communist Party during the civil 
war forthe children of cadres who received 
no cdsh income and were constantly on the 
move for clandestine party work, after the 
liberation such schools lost their raison 
d’itre, but nevertheless continued Indeed, 
these became ‘pagodas for the privileged’, 
compared to ordinary schools, these received 
more funds and could hence provide better 
facilities, including the most experienced 
teachers Admission into these schoois 
depended on factors like scores at the en¬ 
trance test, the class background, and the 
student’s own record of political activism 
[Pepper 1978, p 851] Following the direc¬ 
tive to all provinces by the central ministry 
of education in December 1962, 1,472 
primary schools or 31 per cent of the total, 
and 233 middle schools or 23 per cent of the 
total, were designated as keypoint schools, 
of these 162 primary and 36 middle schools 
were called ‘tiptop’ [Price 1970, p 269] In 
practice, places at such schools were taken 
up by the children of high-ranking officials 
or of intellectuals, owing to the influence of 
their parents as well as the stress on 
orthodox examination methods, the same 
factors helped graduates from these schools 
enter the universities more easily, and even¬ 
tually they got better jobs At the other end 
of the spectrum came the vocational schoois 
for the children of workers and peasant*, 
which were oriented towards fulfilling the 
immediate needs of the workplace, their 
graduates could not get into universities and 
remained manual workers or peasants for 
the rest of their lives In between the two ex¬ 
tremes came the vast majority of ordinary 
schools, in the prevailing competitive 
atmosphere there also developed the ‘track’ 
system with children in the same grade being 
put into separate streams of fast, average and 
slow learners The three-tier system of 
schools reproduced or accentuated the in 
ltial disparities between children from dif 
ferent classes or strata, rather than reduc¬ 
ing or eliminating them in accordance with 
the democratic principle of ‘equal oppor 
tunity for all’ Hence the Cultural Revolu¬ 
tion called for a uniform school system 
To the early 19th century educational 
reformers in Europe, democracy implied ’a 
single way’ towards university open to all, 
even earlier in 16th century Scotland, John 
Knox had devised the first comprehensive 
democratic system by providing for a unitary 
ladder of parish schools, grammer schools 
and universities [Hans 1978, pp 164-65 and 
246] In England the debate has continued 
to this day The Labour Movement has been 
wedded to the idea of comprehensive schools 


for all children residing in a locality, and has 
opposed the continuance of public schools 
for the rich or grammar schools for the mid¬ 
dle class professionals, thanks to the enor¬ 
mous power of the capitalist class ancf the 
sway of bourgeois ideology over the minds 
of its own supporters, the .Labour Party 
failed to implement these ideas even when 
it held the reins of government 
Among Marxist thinkers Gramsci put the 
case for comprehensive schoois most 
cogently “The traditional school was oligar¬ 
chic because it was intended for the new 
generation of the ruling class, destined to 
rule in its turn but it was not oligarchic in 
its mode of teaching It is not the fact that 
the pupils learn how to rule there, nor the 
fact that it tends to produce gifted men, 
which gives a particular type of school its 
social character This social character is 
determined by the fact that each social group 
has its own type of school, intended to 
perpetuate a specific traditional function, 
ruling or subordinate If one wishes to break 
this pattern one needs, instead of multiply¬ 
ing and grading different types of vocational 
school, a single type of formative school 
(primary-secondary) which would take the 
child up to fhe threshold of his choice of job, 
forming him during this time as a person 
capable of thinking, studying, and ruling— 
or controlling those who rule The multi¬ 
plication of types of vocational school thus 
tends to perpetuate traditional social dif 
ferences, (with the vocation schools) we 
are moving back to a division into juridically 
fixed and crystallised estates rather than 
moving toward the transcendence of class 
division" [Gramsci 1971, pp 40-41] 

(b) The second mam criticism of the 
pre-1966 pattern in China was the divorce 
between education and productive labour, 
which perpetuates the age old hiatus bet 
ween mental and manual labour The Com¬ 
munist party had, indeed, resolved in 1954 
to combine education and physical labour, 
it was put into practice following the cen¬ 
tral committee directive of September 19, 
1958 sent to all regular schools After the 
Great Leap yean the practice was abandoned, 
though the need for it was reaffirmed in 1964 
and again m 1965 The idea survived only 
part-work-pari-study schools, in 1965 
primary schools of this type had an enrol¬ 
ment of 17 million students, the number at 
corresponding middle schools being much 
smaller flhng and Maloney 1967, p 547] 
Already m the “Communist Manifesto”, 
Marx and Engels suggested a 10 point pro¬ 
gramme of which the final one was “Free 
education for all children m public schools 
Abolition of children's factory labour in its 
present form Combination of education 
with industrial production, Ac, & c” [Marx 
and Engels 1976, p 505] The argument was 
elaborated in “Capital” Referring to the 
educational clauses in the English Factory 
Act of J864, Marx wrote - ‘The success of 
those clauses proved for the first time the 
(possibility of combining education and gym¬ 
nastics with manual labour. The factory 
inspectors soon found out by questioning the 


schoolmasters. that the factory 
although receiving only one half the educa¬ 
tion of the regular day scholars, yet learnt 
quite as much and often more From the 
factory system budded, as Robert Owen has 
shown us In detail, the germ 0 f the educa¬ 
tion of the future, an education that will, in 
the case-of every child over a given age; com¬ 
bine productive labour with instruction and 
gymnastics, not only as one of the methods 
of adding to the efficiency of production, 
but as the only method of producing fully 
developed human being” [Marx 1959, 
pp 482-84] 

(c) Thirdly, the traditional method of 
teaching and examination in China (as in 
other class-divided societies) came under fire 
as it did not allow the child to think and act 
for himself I*> emphasised book learning 
through recitation and encouraged memoris¬ 
ing of facts and theories without reference 
to the actual world of production or of 

Table 8 Public Expenditure on Education 
in Selected Countries, 1970 82 

(Percentages) 

As a Proporti o n o f 
GNP Total Public 


Expenditure 


China 

1979 

3 1 

na 

Japan 

1970 

39 

204 


1981 

60 

19 4 

South Korea 

1970 

36 

214 


1982 

43 

215 

Indonesia 

1970 

28 

oa 


1981 

22 

93 

India 

1970 

28 

107 


1981 

30 

96 

USA 

1970 

6 5 

19 4 


1981 

68 

na 

USSR 

1970 

6 8* 

12 8 


1982 

6 7* 

10 3 

France 

1970 

49 

na 


1980 

5 1 

na 

West Germany 

1970 

37 

98 


1980 

47 

101 


Notes Public expenditure includes outlays 
incurred by the central as well as by 
the provincial and other local level 
governments and administrative 
agencies 

* refers to net material product, not 
GNP 

Sources World Bank 1983, p 219, for China, 
and SY 1984, table 41 for other 
countries 

Table 9 ’Internal Efficiency’ of Chinese 
Schools Around 1979 

(Percentages) 

Primary Regular Secondary 
Schools Schools 


Lower 

Upper 

Level 

Level 


Repetition rtue 

0-10 

10 

low 

Dropout-wate 

36 

5 6 

low 

Graduation rate 

64 

85 

high 

Transition rate 79-83* 

37 

ia 


Note * the lower figures refer to the rural, and 
the higher one to the urban, areas 
Sources- World Bank 1983, pp 147-36 
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class struggle. The teachers (and textbooks) 
were supposed to be the only repository 
of knowledge, establishing thereby the 
superiority of teachers In the process the 
minds of students were impregnated with 
bourgeois values insofar as the ascendancy 
of mentai labour (performed by teachers) 
over manual labour (to be performed by the 
vast majority of school children) was 
reaffirmed 

This criticism of the old teaching method 
has been echoed by concerned pedagogues 
in different parts of the world Thus Paulo 
Freue wrote “A careful analysis of the 
teacher-student relationship at any level, 
inside or outside the school, reveals its fun 
damentally narrative character Narration 
(with the teacher as narrator) leads the 
students to memorise mechanically the nar¬ 
rated content Worse still, it turns them into 
‘containers’, into receptacles to beTilled in 
by the teacher In the banking concept of 
education, knowledge is a gift bestowed by 
those who consider themselves knowledge 
able upon those whom they consider to 
know nothing Projecting an absolute ig¬ 
norance into others, a characteristic of the 
ideology of oppression, negates education 
and knowledge as processes of inquiry 
The raison d'etre of libertarian education, 
on the other hand, lies m its drive towards 
reconciliation Education must begin with 
the solution of the teacher-student con 
tradiction, by reconciling the poles of the 
contradiction so that both are simultaneously 
teachers and students” (Freire 1972, 
pp 45-46] 

Besides the method of teaching perse, the 
traditional method of examination which is 
an integral part of the curriculum, has also 
given rise to misgivings among educationists 
of different political shades in various parts 
of the world This dissatisfaction led, among 
others, to the widespread use of psycho 
metric tests, initially in the Anglo-Saxon 
countries, and later in other countries as 
well Here, again, to take the case if IQ tests, 
the radical dissenters believe that these have 
no scientific basis and merely project the 
clas& and/or radical bias of the examiners 
(see, for instance, Gould 1984, chs S and 6] 
Thus a really satisfactory method of testing 
is yet to be evolved 

Actual measures 

What were the actual measures taken to 
translate the revolutionary model into 
reality? The keypoint schools at all levels 
were abolished and so there was no need for 
special entrance tests At the other end, the 
vocational schools, too, were wound up A 
uniform pattern of regular schools based on 
the neighbourhood principle came into 
vogue, and there were no ‘tracks’ within the 
school According to Pepper [1978, p 864], 
the old keypoint schools with their teachers 
and faculties remained intact, though the 
designation had changed, people continued 


to believe that these schools were superior, 
and foreigners were usually taken round 
them She also cited one instance where a 
tall girl from outside the neighbourhood was 
admitted into one such school to strengthen 
its basketball team* However, there is no 
evidence that the neighbourhood principle 
was often trampled with, and thus the 
chance factor rather than ‘merit’ or connec¬ 
tions enabled access to better schools On 
the other hand, almost all the latter were 
located in urban areas so that uniformity of 
standards across the country was far from 
achieved 

School enrolment especially at the secon¬ 
dary level as seen earlier, expanded greatly 
during the Cultural Revolution, thereby 
widening the base from which entrants into 
higher education could be recruited Other 
changes also worked in this direction The 
minimum qualification was now the com 
pletion of junior, rather than senior, middle 
school as m (he past Following Mao’s direc¬ 
tive of July 21, 1968 that “students should 
be selected from among workers and 
peasants with practical experience, and they 
should return to production after a few 
year’s study” [Lotta 1978, p 321], two years 
of work experience at communes or factories 
became an additional requirement There 
were no centralised entrance examinations 
but individual colleges or universities, 
e g, Beijing University since 1972, did have 
thetr own tests It was also noted that in a 
few fields like foreign languages, music, fine 
arts, some natural sciences, etc, students got 
into universities without any work experience 
[Pepper 1978, pp 868 69] In general, the 
selection procedure was complicated Apart 
from academic performance, the evaluation 
of a candidate by fellow workers or peasants 
and his or her political attitude were taken 
into account According to Rosen [1984, 
p 70], political patronage continued to count 
a lot in these years 

How tar did the class background of 
students m higher education change 7 The 
proportion of students of worker-peasant 
origin rose from 21 per cent m 1952 to 36 
per cent in 1957, 48 per cent in 1958 and 67 
per cent m 1962 The next figures relate to 
the early 1970s when those from the ranks 
of workers, peasants and soldiers constituted 
the overwhelming majority, e g, 90 per cent 
at Beijing University [Price 1970, pp 167-68, 
Richman 1969, p 298, Chen 1981, pp 83 and 
98] But then the 1970s figures are 
misleading and not comparable with those 
of earlier years, as the son of an urban 
intellectual after two years of work at a com 
mune or m the PLA would in the i970s be 
classified as a peasant or soldier [Broaded 
1983, p 132] Engelborghs-Bertels [1985, 
p 101] has gone so far as to claim that from 
1970 to 1976 workers’ and peasants' children 
were-demed higher education because they 
could not obtain influential recommenda¬ 
tion, but she provides no evidence On the 


whole; one cannot state whether recruitment 
to higher education m class terms became 
more broad based during, than before, the 
Cultural Revolution, although the entrance 
requirements were less demanding 

The regional distribution of students 
in higher education, however, improved 
distinctly, the combined share of the tradi¬ 
tionally more advanced areas like Beijing, 
Shanghai, Liaoning, etc, in the national total 
dropped from 42 per cent m 1965 to 34 ptr 
cent in 1976 [Henze 1984, pp 100 01] Thus 
while candidates from the backward areas 
got relatively greater scope, an individual’s 
prospects may not have improved in view of 
the precipitate fall in total enrolment 

The schooling pattern was profoundly 
altered largely in tune with Mao's famous 
directive of May 7, 1966 “the students 
must primarily devote themselves to study¬ 
ing and at the same time acquiring other 
types of knowledge They must not only 
study cultural things, but also industrial, 
agricultural and military things They must 
also criticise the bourgeoisie The period of 
schooling must be shortened, education, too, 
must be revolutionised Bourgeois intellec¬ 
tuals must no longer dominate our schools” 
[Maccioccht, p 82n] The duration of school 
tng was reduced by a year or two at each 
stage from the primary school to the univer¬ 
sity, thanks to the abolition of the central 
ministry of education, practice varied from 
region to region In Beijing there were 5 yean 
each of primary and secondary education, 
m Shanghai and Shenyang these were 6 and 
4 years respectively [Pepper 1978, p 859] 
The 10-year school cycle was the general 
norm At universities the average duration 
was reduced to 3 years between 1970 to 1976 
[Henze 1984, p 125] 

Secondly, productive labour oecame part 
of the curnculum, but again the nature and 
duration of work varied According to the 
Kirin Programme, of the time spent in class, 
60-70 per cent was devoted to general 
knowledge and physical labour, and the rest 
to politics, tn the countryside physical 
labour—as opposed to agricultural 
knowledge courses—was to be concentrated 
during vacations [Mauser 1974, pp 32-33, 
Pepper 1978, p 854] At the fourth grade in 
an urban primary school of Nanking the 
pupils put one week on industrial, and one 
week on agricultural, work during every term 
(Edmonds 1974, p 42] Writing on middle 
schools, another observer noted that the 
“school year is divided roughly into 70 per 
cent for study and 30 per cent physical 
labour (or learning from the workers and 
peasants, as the Chinese describe it)" Refer 
ring to one region, however, the same author 
wrote “The division of school time between 
work and study varies and depends on 
seasonal factors Normally three days of the 
week are devoted to study and three to 
labour, although many sessions obviously 
combine the two Teachers work alongside 
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the students” [Berger 1974, pp 46 and 49] 
At the university level, too, productive labour 
was compulsory, e g, one quarter every year 
in the science departments of Beijing 
University [Daly 1974, p 56] 

Thanks to this new role of productive 
labour in education, everywhere school run 
workshops and links with communes were 
established The workshops were not just 
showpieces, but produced goods to the re 
quirement of local factories, in the ‘branch 
school' sited on wasteland in the coun 
tryside, teachers and students of one urban 
middle school built their own accommoda 
tion and also grew crops and vegetables 
[Berger J974, p 49] 

It also followed that workers and peasants 
become teachers at all levels upto the umver 
sity Workers, according to Berger’s [1974 
p 45] first-hand report, give ‘ advice on the 
content of lessons textbooks examinations, 
and so forth take classes m certain sub¬ 
jects such as physics, mechanics and foun¬ 
dations ot industry and show special con 
cern lor the running of the workshops 
Teachers and students comment on the pro 
nounccd influence of the workers on an 
economical and direct style of work and 
thtir patient attention to ‘problem cases’ 
among students Berger also describes how 
peasants taught both students and teachers 
The most outstanding example is that 
of Professor Chicn, a famous expert of 
dynamics at Qinghua University, who refei- 
red to an ordinary worker, I iu, as “my 
ttacher comrade, (who) helped me a great 
deal in the factory” [Macciocchi 1973, p 70] 
In higher education workers came to teach 
for finite periods, one group being replaced 
by another At lower levels, especially m 
primary schools the rninban teachers who 
were also part time workers or peasants 
were employed in large numbers, in 1979, 
one may recall, they constituted as much as 
64 per cent ot the total teaching stalf in 
primary schools 

On teaching methods and course content, 
the available information are fragmentary 
While formal examinations were abolished 
whether at the entry point, into the next 
higher level or between grades within the 
same school, tests did not disappear 
altogether Textbooks were rewritten in many 
cases But the revisions were at times too fre¬ 
quent owing to vacillations of those in 
authority, the political leadership has even 
been accused ot capaciousness affecting the 
morale of teachers [Pepper 1978, pp 859 60] 
In the writing of textbooks experienced 
workers and peasants also took part On the 
relationship between teachers and students 
there was a sea change, the latter ceased to 
be passive listeners, and the ‘dialogical’ 
method came into vogue There were certain 
interesting experiments with "the open door 
principle” in education History students, 
instead of being confined to classrooms and 
libraries, went to villages, talked to people, 
looked at records and drew a companson 


between the socio-economic conditions 
before and after 1949 Similarly, as part of 
their ‘practical training, medical students 
were sent to the villages to treat patients 
[Chen 1981, p 94] 

Most important of all, the authority struc 
lure of educational bodies underwent a 
thorough transformation As a People’s 
Daily article of February 14, 1976 by the 
Party Committee of the famous Chaoyang 
Agricultural College put it “Old agricultural 
colleges enslaved students new agricultural 
colleges enable worker-ptasant soldier 
students to ‘attend the university manage it 
and transform it ” The Mass Criticism 
Croup ot Beijing and Qinghua universities 
was more explicit ‘Non-professionals can 
lead professionals” [lotta 1978, pp 326 and 
335] An American professor teaching at the 
University ot Wuhan reported in 1974 that 
this doctrine ‘was being vociferously pur 
sued everywhere [Williamson 1979, p 204] 
The three in-one principle was also applied 
in the sphere of education the revolutionary 
committee consisting ol workers or poor and 
lower middle peasants Party cadres the 
revolutiorfary teachers and students acted 
as the management committee ]( hen 1981 
p 95] All this followed directly from Mao’s 
1968 instruction “the w’oiking clxss must 
exercise leadership in everything [Lotta 
1978, p 319] 

THF I IMI1M IONS 

The darker side of the picture did not 
come to light until tlu Cultural Revolution 
was over From hindsight it appears that the 
thief weakness of political leadership in 
those years was its inability to handle 
correctly the problem of intellectuals, 
which resulted in a crude foini of anti 
intellcetuahsm 

Once again Mao himself set the tune in 
Juni^ 1967 “If revolutionary intellectuals 
want to carry revolution through to the end 
they must continually reform themselves 
through labour This is because the educa 
tion that they, including young students, 
have received over several decades is basically 
bourgeois, bourgeois thinking has blended 
into their bloodstream 1 still think that 
the great majority of intellectuals, whether 
inside or outside the Party, remains basically 
bourgeois” [Daubier 1974, p 309) The Kirin 
Programme added “In the transformation 
of education it is the teachers who are the 
main problem" [Berger 1974, p 52] 

How were the intellectuals reformed' In 
fact, there was unprecedented repression 
When intellectuals and young urban 
students were sent to rural areas so that they 
would live and work alongside peasants, it 
was an unusual step, but by no means ob 
noxious Most of them expected to return 
after a while, rejoin their old work and 
poalibly go back for further spells of 
physical labour At Wuxi Diesel Engine fac¬ 
tory, Rlchman [1969, p 202] found in early 


1966, there were a few professors, writers and 
one philosopher who were all on leave from 
their jobs and were engaged for the time 
being as ordinary workers in order to 
familiarise themselves with Jhe masses in 
the May 7 Cadre Schools for party and 
government officials "the course (including 
manual work) lasts a minimum of one 
year On his return, the comrade goes 
back to his former work unit, or else he may 
request a different assignment, or he may 
even be recommenced tor Another position 
by the revolutionary committee'’ [Macciocchi 
1972 p 9!] The managerial cadre in fac¬ 
tories worked on the shopfloor for relatively 
brief interludes For most intellectuals, 
however it became a long and uninterrupted 
period ot nightmarish exile in rural areas 
with little prospects ot resuming their pro 
kssional activities One estimate is that from 
1968 to mid 1977 about 12 million secondary 
school graduates from urban areas were sent 
to villages, of which only a third had 
ictumcd [Pepper 1978, p 862] The total 
ouiflow from among the urban educated to 
r ural areas was much higher at 40 to 60 
million ‘ Thousands of highly trained scien¬ 
tists and technicians’ according to a later 
survev conducted in China, were “holding 
menial jobs” during the l ultural Revolution 
with radar specialists raising pigs, computer 
scientists employed in distilleries and 
laboratory technicians working as sales 
clerks [( hen 1981, pp 105 and 147 48] 

Academic or professional skills were held 
in low esteem and ‘correct politics was all 
important Teachers and intellectuals lived 
under the constant threat of criticism and 
were in any case completely overshadowed 
by the ideologues in the revolutionary com 
mittec of their respective institutions Accor¬ 
ding to Chen innumerable intellectuals were 
subjected to arrest, trial and forced confes 
sion An American traveller in 1979 came 
back with the impression that among intel¬ 
lectuals “everyone has a horrifying personal 
tale to tell”, a Chinese scholar told him that 
“China is Asia’s Gulag Archipelago” At a 
meeting in 1978 the Chinese Academy of 
Sciences expressed sorrow over the fact that 
as many as 60 ot its members had suffered, 
languished or died from persecution during 
the Cultural Revolution Even top specialists 
like Qian Sanqiang (nuclear physics), Hua 
Loshen (mathematics), Qian Weichang (jet 
propulsion) and Qian Xueshen (physics) who 
was an architect of China’s nuclear bomb, 
were not spared Lao She, the author of the 
well known “Rickshaw Boy”, committed 
suicide [Chen 1981, pp 140-55] 

Some of these accounts may be somewhat 
exaggerated, but there is no doubt about the 
depth ofVcvulsion among China’s intctlec- 
tuais The present writer has discussed with 
many travellers who met Chinese critics of 
the present regime, but there was none to 
defend the Cultural Revolution policy 
towards intellectuals 


. AjN-130. 



ECONOMIC AND POCIf ICAL WEEKLY 


Annual Number May 1987 


It it not merely that the intellectuals suf¬ 
fered personally, but the nation as a whole 
was also a losdt At primary and secondary 
schools, tha quality of education probably 
did no{ deteriorate, otherwise, the “internal 
efficiency rate” to be discussed later, could 
not have been so high shortly after the 
Cultural Revolution ended But in higher 
education quality must have declined 
sharply For, the entrance qualifications were 
reduced, the course duration was drastically 
shortened, a significant part of the cur 
riculum was devbted to politics, and many 
students were preoccupied with admimslra 
tion through the revolutionary committees 
Simultaneously, purely academic knowledge 
was ath heavy discount which hamstrung 
the teachers, many of the experienced 
teachers were sent away to lactones and 
farms and their places taken up by bench 
level workers or peasants who were probably 
highly skilled in demonstrating how things 
worked, but surely could not explain whv 
The Shanghai Commission of Science and 
lechnology conducted a survey of those who 
graduated from universities and technical 
institutes between 1972 and 1976, only 20 per 
cent were qualified by the pre 1966 slan 
dards, 60 per cent were of the level of the 
former technical middle schools, and the rest 
were of even lower standards [World Bank 
1983, p 141] Medical graduates from mans 
colleges, it was later reported were hardly 
more competent than gc xi barefoot doctots 
[Pepper 1978, p867] Further, enrolment in 
higher education remained at a low level 
throughout the Cultural Revolution, a 1 - 
noted earlier Post graduate study during this 
period "was not abolished but was simply 
allowed to languish 

As for basic research and technological 
development, the picture was mixed Impor 
tant breakthroughs in nuclear arms came 
during the Cultural Revolution despite the 
ideology of people’s war as the most effec¬ 
tive means of national defence Research m 
defence-related sectors was by and large 
unaffected [World Bank 1983, p 141] 
Thanks to the three-m-one combination of 
workers (or peasants), cadres and technical 
experts, advances were registered in 
numerous civilian sectors like health and 
medicine, irrigation and agriculture, small 
and medium industries, and so on These 
were mostly of the "intermediate technology" 
kind or else m well-established conventional 
areas The pace of industrial progress, 
fuelled almost exclusively by indigenous 
technology, was remarkably high by any 
standards On the other hand, the low 
priority given to technical expertise led to 
a neglect of new areas of science based 
industry emerging on a global scale Indeed, 
Zhou Peiynan, the renowned physicist and 
Vice-President of Beijing University, wrote 
m the Guangming Daily of October 6,1972 
that without a stress on science one cannot 
respond to future needs, while technology 
a fcr the present, he wondered “whether em¬ 


phasis on practical application might not lie 
carried to an extreme and lead to the com¬ 
plete neglect of theoretical science.” Such 
pleas fell on deaf ears and the professor was 
attacked for bourgeois revisionism [Chen 
1981, pp 132 34] 

All this was a manifestation of anti 
intellectuahsm As the Chinese minister of 
education put h succinctly in 1977 “one can 
not simultaneously use them and curse them 
as damned intellectuals” [Pepper 1978, 
p 872] Nowhere was this contradiction more 
manifest lhan in the realm of higher educa 
tion and research It is here that the Cultural 
Resolution mav hasi run into a tul-de sac 

III 

Four Modernisations 

Shortly after .he death of Mao Zedong 
the ( uliural Revolution was formally de¬ 
nounced as a period of chaos and utter 
wastage The harsh repression of mtclltcluals 
c line lo an end with ihc educated youth as 
well as older intellectuals allowed to return 
to the cities from ullages, demgiation of 
intellectuals ilso ceased and the pav and 
set sice conditions ol leas tiers generally nn 
pioscd In other areas ot education a large 
number of policies initiated during the 
Cultural Revolution seas given a quiet burial, 
as indicated below Vet a few survived, at 
least on papci 1 hus ihc earlier educational 
model as such has not been repudiated in 
lolo, nor has a new model been proposed 

Ihc educational approach during the 
present era of f our Modernisations is essen 
ttally piagmatic The economy, it was felt, 
needed a radical overhauling China should 
get out ol the ‘iron rice bowl' mentality 
dating back to the Ycnnan days when 
everybody shared equitably the meagre 
resources available, in the process resources 
could be augmented onlv at a snail's pace 
and everyone had to live in penury over 
several decades upto the late 1970s In order 
to hasten the growth of productive forces, 
a new environment was required, which 
would offer adequate material incentives 
for the dynamic individuals and induce 
technological modernisation ot different sec 
tors of the economy at a rapid rate In this 
new environment the educational system 
must put premium on quality at ail levels of 
education and research One may now turn 
to the specifics 

HlfcRARCHY OF SCHOOLS 

Keypoint schools have come back and are 
more competitive and hierarchical than m 
1965 At the apex are 20 phmary and secon 
dary schools run directly by the central 
ministry of education, there are many more 
at the provincial, city, county or other level 
The standards vary among such schools with 
a tight rank among them, those that fare 
poorly in terms ol promotion rate to univer¬ 
sities, run the risk of losing their status 


Correspondingly, the students are under 
pressure, those not considered as "university 
timber’ receive little attention In some key- 
point schools upto one-half the lower secon¬ 
dary graduates were refused admission into 
the upper secondary section By the end of 

1979 there were a little over 5 million children 
each in keypoint primary and secondary 
schools, accounting respectively for 3 S per 
cent and 8 8 per cent of total enrolment [Lo 
1984, p 54 Rosen 1984 pp 71 and 84] 

While the duration at ordinary schools 
continues to be 5 years at both the primary 
and the secondary stages, at keypoint 
schools it is 6 years each [B slid 1984, p 194] 

I hese schools do indeed, have a high rate 
ol success In Guangdong Province only 3 8 
per cent of the graduates from senior secon¬ 
dary schools entered higher education in 

1980 while the national average was a little 
higher at 4 6 per cent, for a keypoint school 
m the city of Guangzhou the proportion was 
as high as 72 per cent The same is true for 
the province ot Yunnan [Mauger 1983, 
p 142] In Liaoning 33 per cent of Keypoint 
giadiiQtes entered the university in 1979-81 
against the provincial average of 1 per cent 
In Sichuan 22 per cent of all senior secon¬ 
dary graduates came front keypoint schools, 
bul they foimed 70 per cent of university en¬ 
trants Many kevpotnt schools have also 
developed links with keypoint universities 
[Rosen 1984, pp 83 84] 

In higher education some 96 institutions 
or about 10 per cent ot the total in 1981 82, 
were designated as keypoint ones 1 he dura¬ 
tion ot courses at higher education also in¬ 
creased to 4, 5 oi 6 years (Hcn/e 1984, 
pp 124 27] 

7 he rationale behind keypoint schools is 
to concentrate resources at a small number 
of institutions to achieve excellence Hence 
the former are better endowed in terms of 
the number and quality of teachers, teacher 
student ratio, building and equipment 
According to one report, in the early 1980s 
keypoint institutions were allotted one half 
of the educational budget, although these 
represented only 1 per cent of primary 
scnools, 4 per cent of middle schools, and 
14 per cent of universities [Fngelborghs- 
Bcrtels 1985, p 100] A keypoint school in 
North China received for equipment an 
average of over 40,000 yuans in 1978 and 
1979, while a typical school got no more 
than 5,000 yuans Rural schools were even 
worse off One estimate put the cost of 
eOucating an urban child from kindergarten 
to senior secondary school at 6,900 yuans, 
against 1,600 yuans for a rural child from 
the primary to the lower secondary stage 
[Rosen 1984, pp 85 86] 

Many ordinary schools try and imitate the 
keypoint schools by reintroducing the track 
system described earlier, the track system 
exists in both types of schools There are 
now as many five tracks—key, fast, average, 
slow and "remedial" Indirectly, this is of 
fictally encouraged by the policy that allows 
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for the entry (exit) of a school into (from) 
the keypoint network depending on its per¬ 
formance Further, since the number of 
places at senior secondary schoots has been 
severely slashed, there has developed a stuf 
competition among graduates of junior 
middle schools [Ibid, pp 54 and 74] 
However, the competition is confined to 
urban areas There are relatively few upper 
secondary schools in rural areas, and a rural 
urban transfer is virtually impossible In¬ 
deed, the vice minister of education w„s 
quite candid “For some considerable time 
to come rural schoolchildren Mill have to 
remain in the countryside and participate in 
production there rural youth would be 
discouraged from seeking admission into 
senior middle schools and universities” 
[Cuangmmg Daily, August 28, 1982, cited 
in Bastid 1984, p 194] Clearly, this will put 
the clock back for the peasants Tor, in 
Gansu Province with an 86 per cent peasant 
majority in the population, the students of 
peasant origin constituted in 1979 53 per 
cent of total enrolment in higher education, 
66 per cent in upper middle schools, and 84 
per cent in lower middle schools [World 
Bank 1983, p 162] In the province of 
Jiangsu entrants into upper secondary 
schools numbered 2,70,000 in 1979, against 
5,00,000 in 1976 the provincial plan for the 
early 1980s envisaged that only 20 30 per 
cent ot the rural junior middle school 
graduates would join the upper secondary 
schools as against 60-70 per cent for urban 
graduates [Rosen 1984, p 87] 

In keeping with the new stress on quality, 
educational targets have been trimmed ac¬ 
cordingly While there is no deviation from 
the goal of universal primary education, the 
World Bank team was informed in 1979 that 
the government planned to make the lower 
secondary schools universal m urban and 
other economically advanced areas by 1990, 
enrolment was to expand from 46 to 67 
million between 1979 and 1985, and then 
level off (thanks to the demographic transi¬ 
tion) at 50 million As for senior middle 
schools, the plan was to make them univer 
sal in cities alone by 1990, with a “well 
controlled” annual intake of 5 million 
[World Bank 1983, p 196] In practice, as one 
may see from the earlier "fables I and 2, 
enrolment has been reduced to well below 
these targets, especially for senior middle 
schools The underlying reasons will be 
explored later 

The system of keypoint schools and the 
track system in different types of school have 
been criticised in many quarters, which in¬ 
clude some prominent intellectuals [Pepper 
1980, p 63] An article in the People's Daily 
in Maah 1983 complained “the keypomts 
are too key, the ordinary schools are too 
weak The ordinary schools cannot learn 
from the experience of keypomts so the key- 
points are isolated Under these condi¬ 
tions, even if these schools have a very high 
promotion rate, it has lost its significance” 


[Rosen 1984, p 84] However, there is no in¬ 
dication that the keypoint schools are going 
to be wound up in the near future On the 
other band, public reaction ^gainststreaming 
m ordinary schools was quite effective jn cer¬ 
tain regions like Changchun municipality, 
the provinces of Sichuan, Shanxi, Beijing, 
etc, [Lo 1984, pp 55-56] 

While reducing the number of places at 
‘regular’ middle schools, the official policy 
has been to encourage vocational schools 
after the lower secondary stage in both 
urban and rural areas The lacuna at the 
national level was underlined by the World 
Bank [1983, p 143] team its estimates of re¬ 
quirement and actual 1979 outturn were 
1,90,000 and 50,000 respectively for middle 
level technicians, and 1 2 and 0 4 million 
respectively for skilled workers In fact 
enrolment at all types of specialised secon 
dary schools increased only moderately as 
shown in "fables 1 and 5 In the rural areas, 
agricultural colleges in lieu of regular senior 
middle schools, are encouraged In Guangxi 
there are 227 of these colleges with 23,000 
places, but peasants consider them as second 
class and'hence places cannot be filled up 
[Mauger 1984, p 140, also Rosen 1984, p 88] 
This peasaijt reaction is not without a basis 
According to one report, of the cumulative 
total of 8,60,000 graduates in agnculture 
from universities and specialised secondary 
schools upto the early 1980s, more than one 
half had moved to totally different areas of 
specialisation, while a mere 30,000 were still 
devoting themselves primarily to agriculture 
[Bastid 1984, p 213] Moreover, funds for 
these vocational schools were not allotted by 
(he state, and had to be obtained by local 
authorities from their own resources or from 
enterprises located in the area [Rosen 1984, 
P 74] 

CURRICULUM AND TEACHING METHODS 

On combining education with productive 
labour, the official policy retains it without 
being quite specific “Sixty Articles”, a 
blueprint for higher education prepared in 
1961 and recirculated in a revised draft in 
1978 without ever being published, suggested 
for students 4 to 6 weeks per year of manual 
labour, though it might be scrapped 
altogether for certain specialisations, for 
teachers 2 weeks per annum was recom¬ 
mended [Chen 1981, pp 183-84] From 
another account the norm per year is one 
month for grades 4 and above at primary 
schools as well as at universities, six weeks 
at lower middle schools, and eight weeks at 
senior middle schools in fact, such norms 
are often violated for a variety of reasons 
including that of excessive academic burden 
Besides, the term 'manual labour' has fre¬ 
quently been redefined to include all kinds 
of activity other than physical labour of a 
conventional type {Pepper 1980, pp 29 and 
41, Lo 1984, p 62] On the other hand, at 
certain keypoint universities administered by 
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the ministry of education, practical work 
ante military training have been introduced 
m the curriculum on an experimental basis 
In general, the importance of physical 
labour has been downgraded As a rule, 
work experience is no longer required for ad 
miSsion into higher education Completion 
of senior middle schools is now sufficient 
as a minimum qualification, except for a 
small number of departments in a few 
universities In any case, one has to, sit for 
the entrance test [Henze 1984, p 115] 

The old system of examinations has been 
resumed all along the bne from around 1977 
Examination determines promotion between 
grades in th^same school or from one level 
of education to the next Entrance tests for 
higher education are conducted since 1978 
by the ministry of education, from 1980 
onwards there are also pre-tests organised bv 
provinces, municipalities and autonomous 
regions in order to short-list candidates for 
the national test [ibid] Since higher educa 
tion is the ultimate goal, tests at lower levels 
are geared to the former As for the contents 
of the university entrance tests, there is too 
much stress on facts, and too little of 
analysis, according to Bastid [1984, p 190] 
An American scholar characterised it as an 
‘educating for the geniuses' programme 
[Chen 1981, p 230] At the National Con 
ference on College Enrolment in 1978 there 
were many critical voices, some of them 
thought that the tests were biased against 
candidates from peasant or working class 
background [Pepper 1980, p 63] 

Along with entrance examination scores, 
there arc special quotas for students com¬ 
ing from minority nationalities and also for 
those who agree to work in backward regions 
on completion of their studies There are 
also instances of students who got into 
higher education <£i the latter quota, 
but rebelled against their assignment to 
backward regions Furthermore, enterprises 
could sign contracts with educational 
establishments for training students [Henze 
1984, pp 115-16] it is not clear how this last 
group of students were selected Moreover, 
'model' workers with low entrance test scores 
can enter higher education upto the age of 
28 years as against 25 years for other can¬ 
didates But no such special schemes exist 
for peasants [Bastid 1984, p 218] 

The teaching method is obviously geared 
to the examination pattern Ttextbooks now 
encourage ‘cramming’, with no Sundays and 
no winter vacation for many schoolchildren 
[Beijing Review, March 16, 1979, cited m 
Chen 1981, p 210] At keypoint schools as 
well as at key classes in ordinary schools, 
teachers and pupils are overburdened with 
too many extra lessons and homework 
Many children at pomary schools barely 
manage to sleep 5 or 6 hours per day 
Simultaneously, those at ‘slow’ or ‘average’ 
streams are sorely neglected, lose self- 
confidence and often do not attend school, 
teachers feel the same way and are frequently 
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absent The problem was senous enough by 
1979 for the minister of education to take 
note of it, ana he went on “Even among 
the students in accelerated classes, there are 
also many ideological problems, even signs 
of law and order violation” [Lo 1984, p 55, 
Chen 1981, p 226) Criticisms inside the 
country of the current teaching methods at 
higher education are strongly reminiscent of 
the Cultural Revolution days “Teaching 
overemphasises the transmission of know¬ 
ledge and fails to cultivate the ability to do 
independent work, it tantamounts to spoon¬ 
feeding”, students are “strong in their grasp 
of book knowledge but weak in resolving 
concrete problems”, and so on [Henze 1984, 
pp 12f-28] 

RETRENCHMENT IN SEC ONDARV SCHOOLS 

Why has China curtailed enrolment in 
secondary schools’ The ‘technical’ reasons 
could be their low efficiency, and the poor 
quality oi the teaching staff According to 
the team from the World Bank [1983, pp 149 
and 154], the Chinese authorities considered 
that only 47 per cent of the teachers in 
primary schools were qualified by com 
pleting some formal teachers’ training 
course, at secondary schools, a college 
degree being the threshold, only II per cent 
of the lower, and 51 per cent of the higher, 
middle school teachers were found compe¬ 
tent In the ty“rld Benk team’s view, 
however, the “appropriate” percentages for 
the qualified lower and upper secondary 
teachers would be 30 and 90 respectively 
Even the World Bank estimates of com 
petent teachers is open to question If the 
majority of teachers lack the requisite skills, 
it should be reflected in the performance of 
students at examinations which were re 
instated well before 1979 [ibid, p 147] Ac¬ 
tually, the indices of ‘internal efficiency’ in 
China’s schools are quite high as shown in 
Table 9, the repetition rate is uniformly low 
for all groups of schools, the dropout rate 
is rather high at the primary stage, but 
negligible at higher levels, and the gradua¬ 
tion rate improves appreciably as one moves 
up the educational ladder The transition 
rate declines sharply, however, from lower 
to upper levels Further, the Chinese rates 
of repetition or dropout are better than those 
for a typical developing country, according 
to the World Bank Moreover, if inefficiency 
is advanced as the main reason for reduc 
ing school intake in China, the axe should 
fall on primary, and not’ on secondary, 
education 

According to the figures supplied in 1981 
by the Guangdong provincial Juthorities to 
Mauger [1983, p 140], it is the other way 
round He was told that for the province as 
a whole 75 per cent of the primary school 
leavers were qualified for junior middle 
schools and only 45 per cent of the latter's 
graduates were qualified for senior middle 
schools; in the oty of Guangzhou, however. 


thp corresponding ratio for the junior mid¬ 
dle school leavers was as high a; 71 per cent 
As with the ‘qualification’ of teachers, the 
Guangdong ratios for 'qualified' students at 
different levels cannot be taken at their face 
value, these could well be ‘doctored’ to 
justify the current policy It follows that the 
‘technical’ reasons like the competence of 
teachers or students, the internal efficiency 
of the school system, etc can hardly justify 
the fall in secondary school enrolment 
Another factor which may have weighed 
heavily with the Chinese authorities was 
the large backlog of urban educated un 
employed in the late 1970s owing to the 
return of millions who were forced to stay 
in the villages during the Cultural Revolu 
tion It also created difficulties for the young 
school leavers in urban areas, in Shanghai 
85 per cent of the middle school graduates 
of 1977 had to wait for about two yeais 
before their placement, the percentages for 
1978 and 1979 graduates being 72 an 61 
respectively [Rosen 1984, p 72] One can see 
that the percentages were declining though 
it was still high in 1979 More important 
from our poini ol view is the tact that 
joblessness affected the urban areas, but the 
cutback m middle schools was concentrated 
in rural areas Were the Chinese authorities 
afraid that graduates of rural middle schools 
would flock to urban areas as in other third 
world countries’ But there is no free 
mobility between rural and urban areas in 
China 

A more plausible explanation may be 
found in the budgetary sphere While educa¬ 
tional outlays ol the central government, as 
noted earlier, has increased steeply since the 
1970s, practically all of it should have gone 
to the handful of centrally run keypolnt 
schools or to higher education and research 
The provinces, too, may not contribute very 
much to rural schools, costs are borne in the 
main by the local authorities The latter's 
budgetary resources may also have shrunk 
considerably as a result of the new contract 
system tn agriculture [Lo 1984, pp 57 59, 
Rosen 1984 p 74] The contract system has 
actually spread to more and more lines of 
economic activity including the collective 
enterprises [Chossudovsky 1986, pp 68ff] 
This should have made a further dent in the 
relative size of the public kitty Furthermore, 
there has been a general drive to reduce the 
non productive stall in the country Hence 
many local authoiities got nd of teachers, 
especially the ‘unqualified’ minban teachers 
[Pepper 1980, pp 8 9] School buildings, too, 
have become dilapidated due tq the lack of 
funds In 1978 alone, it is reported, 17 per 
cent of school buildings in 23 provinces col¬ 
lapsed, another 22 per cent had no windows 
many had no benches, and a large number 
was converted into dormitories after school 
hours m order to supplement the school 
revenue [Chen 1981, p 208] Voices have been 
raised at many forums including the Na¬ 


tional Assembly, demanding a larger outlay 
on education [Bastid 1984, p 204] 

The other side of the coin is the low 
school attendance. Against an average enrol¬ 
ment rate of oxer 90 per cent at rural 
primary schools, according to one report, 
the attendance rate is no more than 60 per 
cent, and the completion rate is 30 per cent 
[Lo 1984, p 57] The implicit dropout rate 
works out to 70 per cent which is im¬ 
plausibly high (vide Thble 9) But it is possi 
ble that the dropout rate has of late increased 
due to a number of reasons (a) Peasants are 
unable or unwilling to pay tuition fees for 
their children (b) The rural school cur¬ 
riculum is no( tuned to rural life or produc¬ 
tion requirements, peasants consider it 
enough for their children to read up to grade 
111 in the primary school, by which time they 
acquire basic literacy (c) With the family 
responsibility system in agriculture, parents 
prefer their children to be at work rather 
than at schools (d) The prejudice against 
girls’ education persists (e) Peasants no 
more regard education as a means of 
social and economic advancement for their 
children [Lo 1984, pp 59 60] It was already 
pointed out that peasants or their children 
do not wish to gel into agricultural middle 
schools 

It thus appears that rural middle schools 
are the victims of a scissors crisis in the new 
economic environment of Four Modernisa¬ 
tions less funds are available than before 
with the local authorities who then proceed 
to lay off the ’non-productive’ teachers, the 
peasants in their myopic quest for higher 
income see no point in paying for the 
children, especially the girls, to remain at 
school beyond the basic literacy stage 

Higher Education 

Expansion ol higher education was one 
of main points in the agenda for Four 
Modernisations As Table 1 shows, the 
number of students enrolled more than 
doubled in four years from 1975 to 1979, 
followed by a pause upto 1982 and then an 
annual increase by about 1.25,000 during the 
next two years However, the rate of expan¬ 
sion remains quite feeble considering that 
China’s gross enrolment ratio at this level of 
education is a small fraction of that in India, 
and even more insignificant in relation to 
many other countries and regions China’s 
educational plan for 1983 87 is quite modest 
with a total enrolment of only 1 76 mtllon 
tn 1987 In the subject-wise distribution of 
students the predomtnence of natural 
sciences, engineering and medicine has come 
down from 61 per cent in 1963-65 to 50 per 
cent in 1980 82, the share of social sciences, 
finance and economics has declined 
marginally from 11 per cent to 10 per cent, 
but that of teacher training courses virtually 
doubled from 16 per cent to 31 per cent over 
the same period [Henze 1984, pp 98 and 
»33] 
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Simultaneously, efforts are being made to 
promote study and research at the post¬ 
graduate level While there was no formal 
ban during the Cultural Revolution, there 
was very little encouragement either [Pepper 
1978, p 881} As a result, only 9 completed 
post-graduate studies in 1978 as against 1665 
in 1965, the number reached a peak ot 4 572 
in 1983, but fell to 2.756 in 1984 [S>C 1985, 
p 582] Higher academic degrees are now 
granted but only 18 persons obtained doc 
torates by 1983 Subject wise break up of 
post graduate scholars enrolled again 
underline the dominance of natural sciences 
engineering and medicine with a combined 
share of oscr 70 per cent in 1980 [Heri/e 
1984, pp 118 19] 

In order to stimulate the qualits ot 
teaching and research at the higher level, the 
Chinese have established educational con 
tacts with the West In the 1950s Chinese 
students went to the Soviet Union in large 
numbers and many Soviet teachers and 
experts came to China, the exchanges bioke 
down m the wake of the Sino Soviet rift 1 he 
pasent open door policy, apart trom its 
geographical orientation differs from the 
old pattern in one important sense most 
Chinese scholars in the US which alone ac 
counted tor about two thirds of the 1982 
total for all countries received stipends from 
their own government, and only a small pro 
portion depended on US sources By the end 
of 1982 or 1983, according to one report, 
Chinese scholars abroad numbered 15 000 
Barung a few who joined undergraduate 
courses in the initial phase nearly all of 
them are at the post graduate level Further 
more, Chinese institutions have developed 
links with their counterparts in the West, 
thus there are some 100 C hmese universities, 
etc which have directed rapport with 51 US 
institutions Keypoint universities and their 
students tend to have the lion’s share ot the 
exchange, but some Western universities have 
also reached out to the non keypoint seg 
ments Further, there are quotas in foreign 
scholarships for different regions in China 
[Hayhoe 1984, pp 207 ff] A recent estimate 
puts the total number of Chinese scholars 
abroad at 30,000 in 1986 [Do Rosario 1986, 
p 47] If the latter figure is correct, the an 
nual outflow since 1983 should be about 
double the Sixth Plan (1981 85) taiget of 
3,000 per year 

Two other developments deserve a brief 
mention First, a tew private schools and 
universities have been reactivated since about 
1979 Much more expensive than state-run 
institutions, these are mostly of a short-term 
vocational kind There are also two 'semi 
private universities, vir the Central Socialist 
Academy, Beijing and the Hong Kong- 
financed University of Shantou [Henze 
1984, pp 120-24] These changes are sigmfi 
cant in the sense that education has been 
turned into an arena for entrepreneurial 
activity, though it is too early to predict its 


impact on the mainstream of higher educa¬ 
tion Secondly, schools for party cadres' have 
resurfaced in large numbers According to 
Bastid [1984, p 215], theje are 8,100 such 
schools with about 1,00,000 instructors, their 
graduates “compete” successfully with the 
pioducts of universities for high-level jobs 
at various points 

One may now look at the composition 
and character ot students in higher educa 
lion The c'ass background has somewhat 
altered At Zhejiang, one of the better 
known universities, m 1980 the percentage 
distribution of students according to their 
family background was peasant 25, worker 
15 officials and employees 23, and mtellec 
tuals 28 One may recall that in 1962 the pro¬ 
portion tor workers and peasants at the na¬ 
tional level was 67 per cent, from 1979 to 
1981 it averaged 56 per cent only [Rosen 
1984 pp80and83J Assuming that workers 
and peasants constitute 90 95 per cent of 
China's population the probability of their 
children going into higher education would 
be somewhere between 1/15 and 1/7 of that 
lor children from other strata This ratio is 
rather low by international standards From 
I96"* to 1971 the corresponding ratio as bet¬ 
ween children from the working class and 
those with a managerial or professional 
background stood at K in UK, 1 < in the US, 
1/15 in West tiermany, and UI8 in both 
fiance and Italy [Williamson 1979 p 50] 
While comparable data for more recent yeais 
are lacking it is highly likely that the ratio 
has increased tor the last three countries in 
view of the sharp use in the gross enrolment 
ratios indicated in Table 4 Thus, contrary 
to one’s a priori expectations about a coun¬ 
try with 30 years of socialism, the Chinese 
youth from worker peasant families vis a vis 
those from better-off strata, are at a far 
greater disadvantage in entering higher 
education than their counterparts m the 
capitalist West 

As for the status of women, the statistical 
sctnario in China as well as other countries 
and regions was discussed earlier, and need 
not be repeated What is striking is the per 
sistence of anti feminine ideas and practices 
It is reported that some (obviously, men) in 
China believe that women have a smaller 
brain size, it is also reported that women 
have to score higher than men in order to 
get into the best keypoint schools [Rosen 
1984, pp 80 81] 

The regional distribution of students in 
higher education, on the other hand, did not 
change much during the post-Cultura! 
Revolution years, the share of advanced 
region was 31 7 per cent in 1984 [SYC 1985, 
p 584], which was lower than those for 1965 
and 1976 cited earlier 

Another aspect that merits serious atten¬ 
tion is the recent change in the students' at 
titqde. At least some Chinese academics feel 
that though they suffered from the scars of 
the Cultural Resolution, the entrants of 1977 


or 1978 were strongly motivated and mature, 
by contrast, their successors “behavq like 
spoilt children, interested in pleasure, 
leisure and easy money*' Owing to better op¬ 
portunities elsewhere, it is also suggested, 
higher education may not attract the best 
talents [Bastid 1984, pp 206-07)] 

One factor behind this malaise may be 
nepotism m university admissions 1o 
prevent such backdoor entry by the proteges 
of influential persons, the centralised admis¬ 
sion tests were started in 1978 [Henze 1984, 
p 115] Since then it has become more dif 
ficult to use such methods, only someone 
of the rank of gumster can get his un¬ 
qualified child through to a university Yet 
during the student unrest ot September 1985 
a list of 200 gaoganudi (progenies of senior 
officials) was put up on the walls of Beijing 
University How many of them actually 
utilised their connections and how many 
passed the tests are not known Much more 
widespread is the view that the gaoganzidi 
constitute an unduly large proportion of 
Chinese scholars abroad, among the lucky 
ones are the son and daughter uvlaw of 
Deng Xiaoping, two daughters of Iiu 
Shaoqi etc The ‘superkids' move on to 
plush jobs, joint vultures with foreigners as 
well as domestic companies with extensive 
foreign trade links are their favourite 
pastures [Do Rosario 1986, pp 47 48] 
Foreign teachers working in China also cor 
roborated the preponderance of the gaogan 
zidi in foreign scholarships [Pepper 1980, 
p 20| The matter was serious enough for the 
party to have decided, in a large meeting held 
in January, 1986 that the sons or daughters 
of high level officials should not henceforth 
be sent abroad on scholarship [Lee 1986, 
p 62] On the other hand, the phenomenon 
of gaoganzidi is not unique to contemporary 
China, it Existed there in the past, and has 
prevailed for quite some time in the USSR 
and other socialist countries Hence one 
must explore wider social, political and 
economic questions to understand why 
students in China to-day lack sufficient 
motivation 

IV 

Conclusion 

In lieu of summarising the earlier sections, 
an attempt writ be made here to provide a 
brief statement of the premises underlying 
our remarks on different aspects of the 
Chinese educational scenario since 1952 
Although many of the points could be 
developed more convincingly at greater 
length, it is hoped that the following 
paragraphs are not excessively sketchy 

At a general level the claim of the present 
leadership in China that the educational pat¬ 
tern should be tailored to the country's 
economic needs canjuudly be disputed But 
how the needs are articulated leaves 
room for discussion For instance, many 
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economists, including Marxists, have'at 
tempted a ‘sonar cost benefit' analyys of 
various levels of education Applying this 
technique one might find that despite expan 
sion in'raral secondary schools during the 
Cultural Revolution, the growth rate in 
agricultural output was rather poor, further, 
since a large-seal^ transformation of cultiva 
non practices is unlikely in the coming 
decade or so, a cutback m rural secondary 
schools would not have any adverse impact 
on the rural economy One could similarly 
question the need for universal primary 
education in China or elsewhere Despite a 
very good record in pnmaiy as well as secon 
dary education, Vietnam's overall economic 
performance since 1975 has been dismal, 
again Kerala’s success in education found no 
reflection in the relative level or the growth 
rate of the state economy vis a vis othei 
regions in India Thus one should not alway< 
expect a change in the ‘educational input' 
to bring about a corresponding change in 
national output which undermines the 
crude cost benefit evaluation 

An alternative is the ‘naive democratic 
perspective education, upto the ‘highest 
feasible' level, is one of the fundamental 
rights like the right to live, right to par 
tiupate in decision-making, i ighi to employ 
ment, etc The ‘highest feasible' level has to 
be determined by convention tud also b\ 
what a society can afford A right to primary 
education would now be conceded by all 
Secondary education is last becoming 
universal in advanced capitalist countries 
East Europe, South Korea and so on 
Significant strides made in this direction 
during the Cultural Revolution indicate that 
in China it was really a matter of political 
will, furthermore, since there is no laboui 
shortage in China, the social costs ol ttain 
ing up a couple ol million ness teachers in 
order to ensure secondary education tor all 
cannot be prohibitive As f or higher educa 
tion, there is no country where it is univer 
sal In the US, however, ‘mass education’ 
defined as an enrolment ratio of over one 
half, reached the universities in the early 
1970s, and univeisalisation may not be far 
off [Corwin 1974, pp 95 If] As shown 
earlier, public outlays on education as a pro 
portion of the GNP is not exceptionally high 
in that country, and there are no theoretical 
reasons why the corresponding proportion 
should necessarily be lower in a third world 
country, in that case the social costs of 
extending higher education to all need not 
be excessive either 

What about indirect costs? Would not 
national output decline if everyone m the age 
group, 20-24 years, withdraws from the 
workfoice and becomes a student? On the 
xonomists’ favourite cetensparibus premise 
such a consequence is plausible in the short 
run Besides, this is one of the reasons for 


scotching proposals for compulsory primary 
education in India, the same is true for 
Chinese peasants who do not want to con 
tinue with their children’s education beyond 
the stage of basic literacy Taking a longer 
view though one can easily establish that 
such tears are misplaced Between 1960 and 
the early 1980s the enrolmtnf ratios at higher 
education went up very significantly in all 
industrialised countries the Increase was 
particularly steep between 1965 and 1975 
when economic growth in these countries 
was also much more lapid than in (he 
post 1975 phase Indeed, it would be difficult 
to find many (.samples of educational 
expansion accompanied by deceleration in 
economic growth 

Should hight r education be made com 
pulsoi y' There can be resistance from the 
poitntial beneficiaries however ill founded 
the motives Sustained efforts at persuasion 
are required In paruculai, large sections of 
the population in different countries may be 
guided by a private cost benefit calculus, if 
il appears thai extra schooling may noi raise 
future tamings by more than what is 
ncccssarv to offset the private costs of 
schooling plus (he earnings foregone during 
those years manv individuals may turn their 
bn ks on further education 1 or these expet 
rations lo be fulfilled, the income levels 
should be positively correlated with years of 
schooling In practice, a positive correlation 
may exist for very large groups, e g, univer¬ 
sity giaduatcs and high school graduates, at 
a more disaggregated level it may not hold 
good It is doubtful, lor instance, whether 
scholars with a postgraduate degree are on 
the average beutr paid than those with just 
a graduate degree in western countries, 
school tcachci s oi nurses in those countries 
have typicallv more of schooling than 
workers in manufacturing who generally 
earn more In contemporary Poland univer¬ 
sity teachers below the rank of prolessor pro 
bably get less than the semi skilled, not to 
speak of skilled workers In the late 1970s 
the miners in the UK had a higher income 
than university lecturers 

The Soviet official data on this score is 
quite revealing using the same definitions 
throughout, the ratio between the wages of 
the managerial technical personnel and 
those of workers stood at 2 63 in 1932, and 
came down to 1 48 m 1960 and 1 13 in 1981, 
office workers on an average got 50 per cent 
more than manual workers in 1932, but by 
1981 they got 22 ptr cent less A micro level 
study of engineering workers and employees 
in Leningrad found that skilled workers like 
fitters and welders had an average schooling 
of 8 3 years and monthly wages of 120 
rubles, while for qualified technologists and 
accountants the corresponding figures were 
12 5-years and 110 rubles, for highly qualr- 
Tied technicians and'scientists (designers) the 


figures were 14 years and 127 rubles, and so 
oh [Lane 1985, pp 179 and 183] The Soviet 
example shows that with the spread of 
education at the secondary and higher levels, 
the initial earnings differential for the highly 
educated tends to flatten out and becomes 
negative for many groups If everyone 
believed m education merely as a form of 
investment in the narrow sense, the demand 
lor higher education might decline over time, 
which is obviously not the case 

As a brief digression one may take up the 
issue ol 'brain drain’ from the third world 
It is irue that the lure of higher income is 
thi major cause of it, but is not the only one 
In the post-War years Japanese professionals 
have been earning a mere fraction of what 
their US counterparts do and yet Japan 
never faced the agony of brain dram Again, 
hundreds of successful scholars and scien- 
nstv ol Chinese origin left the-US for their 
motherland in 1949 Before World Wai II 
the US generally welcomed highly skilled im 
migrants from Furope, but a significant Wave 
came ftom Germany and a few neighbour 
mg countries only after Hitler came to 
power In short the intellectuals in difierent 
parts of the world should not be regarded 
as more idealistic than the rest of the popula 
lion Nor should they be castigated as 
mercenaries, which seems to be the common 
assumption shared alike by the protagonists 
as well as critics of the Cultural Revolution 

Coming back to the mam theme, purely 
economic considerations rarely determine 
how tar or upto what level education should 
or does spread in a society But the pattern 
of resource allocation between different 
educational sectors, and particularly of that 
between different specialisations m higher 
education, should be consistent with the 
overall macro economic plans or trends In 
the early stage of ‘extensive’ development 
when simple and long established machine- 
based technologies, in preference to 
manually operated ones, are extended to ever 
wider segments of the economy, and this was 
true for the USSR upto the mid 1950s or a 
little later as well as lor China upto the end 
of the Cultural Revolution a general in 
crease m the educational levels of the 
population was the main requirement with 
an accent on primary and secondary school 
ing Not that higher education could be 
neglected, without qualified technologists 
one could not set up steel plants or power 
stations The need for faster progress in 
higher education, as briefly noted in paras 
3 3, becomes more acute as one approaches 
the more ‘intensive’ phase of development 
with a growing role for technologically 
sophisticated industries China under Four 
Modernisations is trying to enter this new 
phase, going by the international experience, 
there is a good economic case for stepping 
up enrolment in higher education, but 
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none whatsoever for reducing secondary 
education 

Secondly, economic considerations perse 
have another important application, namely 
in the allocation between different specialisa 
tions It would be sheer wastage to have 
more of mining engineers and nuclear 
physicists than a country can usefully 
employ Besides, many disciplines requite 
expensive equipment in the laboratories for 
the students to attain a minimum proficiency 
No country, not even the US, can afford to 
allow unrestricted admission into such fields 
of study One then envisages a system which 
leaves the less expensive areas of higher 
education for the vast majority, and restricts 
entry into the more expensive ones From 
this standpoint the Cultural Revolution 
polcy of cutting back on higher education 
cannot be justified at all The expansion in 
recent years is welcome, but the pace is 
woefully inadequate as documented earlier 

Some kind of admission test is uu 
avoidable if there are more aspirants than 
places in the restricted fields ot study And 
the test should focus on the student’s 
academic ability, and to this extent the 
Cultural Revolution slogan of abolishing all 
examinations was utopian But the other 
extreme now pursued of an education system 
centred on examinations from the primary 
school upwards is hardly necessary and most 
probably harmiui It follows that the key- 
point system of schools and universities, 
which hinges on the examination system is 
equally objectionable, quite apart from the 
fact that it is patently undemocratic 

On combining education with productive 
labour, one may concede that Marx’s views 
were based on a priori reasoning fortified 
by very limited empirical evidence For the 
more recent period it is well known that 
many university students in Europe, and 
perhaps elsewhere, take up paid employment 
at farms or factories during the long vaca 
tion for extra pocket money, while engineer¬ 
ing students everywhere work as apprentices 
during the long vacation as part of the cur¬ 
riculum, m terms of actual jobs performed 
there is no big gulf separating these student- 
workers or apprentice engineers from 
manual workers It follows that it students 
or intellectuals beyond a certain age are 
required to engage in physical labour for a 
small part of the year it may not affect their 
intellectual skills Besides, as the enrolment 
ratio at secondary or higher education ap¬ 
proaches the theoretical limit, it will be 
increasingly difficult to separate manual 
workers from others on the basis of educa¬ 
tion alone It is interesting that the “arch 
revtsionalist” Khrushchewintroduced a large 
chunk of on the-job training during the last 
couple of years at all secondary schools, 
disfavoured during the Brezhnev regime, the 
pendulum is swinging again in this direction 
[Lane 1985, pp 94 ffl Thus the concept of 


combining education with work is not 
utopwm, that it has been virtually Aban¬ 
doned in China to-day is a reflection of the 
elitist trend 

To sum up Despite some commendable 
efforts to democratise education, the 
Cultural Revolution was bogged down by the 
inability of thq leadership to develop an 
alternative vision of higher education that 
would take into account the broader socio¬ 
political goals simultaneously with the 
economic compulsions of a major world 
power that China already was Out of this 
ineptitude grew the authoritarian trend 
culminating in the repression of intellectuals 
The succeeding leadership seems to have 
exploited these weaknesses to launch a very 
different socio-economic order that pro¬ 
motes inequalities at many levels, including 
the field of education While committed to 
the slogan of accelerated growth all around, 
its achievements'in the sphere of education 
are mixed The restoration of the status quo 
ante in higher education and the promotion 
of post-graduate studies are positive steps, 
but quit! insufficient The savage cutback 
in secondary education is throughly 
unjustified The remtroduction of an 
examination-centred system and of keypoint 
schools are controversial from an educa¬ 
tional viewpoint and retrograde from a 
democratic perspective 
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Green Revolution and Social Inequalities 

in Rural India 

D N Dhanagare 

The green revolution has been the dominant orientation for rural development programmes in India for over 
two decades now As a strategy it implied the introduction of high yielding varieties, extensive use offarm machinery, 
energised well-irrigation, use of high doses of fernhsers and pesticides directed at improving farm production 
It was optimistically reckoned that from this would emerge lasting solutions to the perpetual problem of rural 
poverty and hunger This paper examines the extensive literature which has accumulated about the green revolu¬ 
tion with a view to determine the nature of impact oj the developmental strategy on different sections of rural 
society Has the green revolution succeeded in reducing socio-economic inequalities in rural India 7 


SINCE 1967 when the High Yielding 
Varieties (seeds) Programme (HYVP) was 
consciously introduced in Indian agriculture, 
a lot has been written for and against the 
green revolution It would, however, be 
erroneous to equate the green,revolution 
with HYVP alone. The green revolution has 
to be understood more as a broader ideology 
of rural transformation whereas program¬ 
mes such as HYVP, Integrated Rural 
Development Programme (IRDP) and the 
like are specific institutionalised measures 
for translating the green revolution ideology 
into practice (Parthasarathy, 1970-1-8) Even 
at the risk of appearing to be stating the ob¬ 
vious rather simplistically, it is necessary to 
emphasise that the green revolution as a 
package (ideology and programme) is to be 
defined as “large scale application of 
modern science and technology to agri¬ 
culture” The green revolution technology 
involved extensive use of farm machinery (as 
labour saving efficient devices), hybrid (high 
yielding) seeds, energised well imgauon (and 
lift irrigation), use of high fertiliser doses 
and pesticides, and the like. In short '‘exten¬ 
sive and intensive use of improved produc¬ 
tion technology and high yielding varieties 
of seeds” has been the essence of the green 
revolution (CSSC, 1974 3-9) 

Though with a difference of degrees dif 
ferent parts of rural India have been hum 
ming with developmental activity The initial 
measures for rural development in the form 
of community development programme, 
land reforms and co-operative institutions, 
introduced in the first two decades (1947-67) 
of the independence, had not been par¬ 
ticularly effective either in increasing farm 
productivity substantially or in removing the 
spectre of rural poverty, unemployment and 
also of thd 1 ever-growing socio-economic 
inequalities (Dhanagare, 1984 178-93) 
The green revolution—-the US-sponsored 
technological package for agricultural 
development—was accepted in India some¬ 
what over-enthusiasUcally and also un¬ 
critically It was hoped that with improved 
hum production, not only a lasting solution 
would be found for the perpetual problems 
of null poverty and hunger but also it would 
generate a new resource base—a launching 
pad for rural industrialisation that would 
create new employment opportunities and 


would improve the quality of life at the 
grassroots in an appreciable measure. 

The green revolution—theory and 
practice—has been the dominant, and also 
much-talked about, orientation for rural 
development programmes m India for nearly 
two decades now (since 1967) Meanwhile 
two mid-term reviews of the net outcome 
and impact of the green revolution on the 
Indian countryside were attempted by two 
separate voluntary institutions m the early 
1970s, i e, within just five years of the 
introduction of HYVP and similar other 
programmes One of these was in the form 
of a symposium organised by the Centre for 
the Study of Social Change m 1973 (CSSC 
1974) It had highlighted both the positive 
and negative aspects of the green revolution 
On the positive side it was claimed that the 
impact of green revoluuon was visible m the 
food gram production which had increased 
in India in the post HYVP period (1967-73) 
by 191 per cent over the pre-HYVP period 
(1961-65) This increase was 87 2 per cent in 
Punjab, and 64 90 per cent in Haryana 
where the gains in production performance 
were impressive (Vyas, 1974 67-70) Hence 
some scholars believed then that to improve 
the backward regions in general, and agri¬ 
culture m particular, there was no other 
alternative to the green revolution (CSSC, 
1974 71) 

This rosy picture was, however, not en¬ 
dorsed even by its staunch protagonists For 
example, it was asserted at the CSSC sym¬ 
posium that the green revoluuon was really 
not taking place, that the new agricultural 
technology was accessible only to the large 
farmers and that the prosperity unleashed 
by the green revolution was distributed dif¬ 
ferentially to different categories of farmers 
putting the small and marginal farmers at 
a relative disadvantage. The reasons for dif¬ 
ferential distribution were obvious The high 
cost/high yield cereal technology of the 
green revolution called for substantial capital 
investments generally beyond the means of 
a majority of small and marginal farmers 1 

The second review was attempted in 1973 
by the London based Halstemere Declara¬ 
tion Group Its report assailed the green 
resolution as a propagandist'and a highly 
misleading way of describing an annual , 
growth rate of 5 per cent in wheat achieved 1 


in Punjab and Haryana from 1967 to 1973 
with the introduction of HYVP when the 
annual compound growth rate of food gram 
in India, usmg locally improved varieties of 
seeds, was about 3 per cent The Halslemere 
Group further criticised the Indian govern¬ 
ment for making insututionaltsed subsidies 
and cheap credit as well as 'Similar other 
facilities relatively more accessible to big 
landowners/nch farmers than to small and 
marginal farmers (HDG, 1973 3-9) The 
HDG report did admit that in Punjab and 
Haryana the trickle down effect of the green 
revolution was partially visible m the im- 
porved daily wages (for agricultural labour) 
which increased by 89 per cent from 1961 
to 1968 However, this ‘so-called 1 gain was 
totally offset by the rise in prices (by about 
93 per cent over the same period) in spite 
of substantial increase in agricultural pro¬ 
duction (HDG. 1973 7) 

In our view both the reviews discussed 
above were somewhat premature assessments 
of the green revolution m India Till 1973 
the green revolution measures had been 
introduced only in a few selected areas whose 
proneness to adopt new farm technologies 
was an established fact Moreover, the trial 
period of five years (from 1967 to 1973) was 
too short for any assessment to be fair 
Thereafter sevrral studies have reported then 
findings revealing the complexity of the 
precise impact of the green revolution 
measures, on farm output per acre; on 
wages, on total household incomes of dif¬ 
ferent categories of farmers, on consump¬ 
tion patterns and also on rural poverty 
alleviation in general This research literature 
has grown into a massive body 
In this paper an attempt is made to sift 
some of this material with a view to examin¬ 
ing the nature of impact of the green revolu¬ 
tion on different sections of the rural society 
It is aimed at finding out whether or not this 
developmental strategy has succeeded in lif¬ 
ting a sizeable section of the rural poor 
above the poverty line and in reducing socio¬ 
economic inequalities in rural India. The 
exercise u based on the use of secondary 
source material Of course different resear¬ 
chers have used different measures to quan¬ 
tify ‘growth’ or ‘impact’ Since such quanti¬ 
tative measures evoke disagreements among 
economists more often than they evoke, 
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unanimity of opinions, same sets of data are 
and can be used to support and sustain dif¬ 
ferent standpoints or interpretations Fur¬ 
thermore studies on impact of the green 
revolution have been reported from different 
geo-political regions of India Not all the 
regions are at the same level of development 

Regional variations in agrarian social 
structures—land control and land use pat¬ 
terns, agro-chmatic conditions and other 
souo-cultural as well as historical specifi 
cities can at least partly account for some 
of the inequalities in rural India discussed 
in this paper It is, therefore not suggested 
here that all rural inequalities across dil 
ferent regions of India could be attributed 
to the green revolution Hence, only those 
which could be decisively attributed to 
uneven implementation of the state directed 
measures are discussed in this paper It 
would also be difficult to defend a claim that 
such an exercise is or even, can be, totally 
value-free Nonetheless we have tried this 
assessment of the greeti revolution in the 
hope that it would provide us with at least 
qualitative dnswers to our questions and 
would suggest future lines for rural develop¬ 
mental strategies in India 

Initially the green revolution measures 
were considered be 'scale-neutral' It was 
therefore, expected that whether it is HYV 
seeds, pesticides, insecticides and fertilisers, 
or whether it is lift irrigation, mechanisa¬ 
tion of farm operations and other farm sub¬ 
sidies, small landholders would benefit as 
much as larger landowners would, if not 
more The agricultural development bureau 
cracy working at the grassroots, however, has 
had different perceptions Their understan 
ding rarely conformed to the notion of scale 
neutrality and their actions almost always 
reflected a tacit pro rich policy of rural 
development Joan Mencher (1978) for 
example has reported that most of the 
agricultural officers she had interviewed in 
the Chingleput district of Ihmil Nadu ap 
peared to be far from neutral “What they 
thought was needed to further green revolu 
tion was to forget about small farmers 
(i e, holders of less than 5 acres of irrigated 
land—defined as uneconomic holding), 
because they could not really contribute to 
increased production lb these officials pro 
gressive farmers are those who have viable 
farms and who are fairly well off (Mencher, 
1978 239-40) However, the reality was to 
the contrary Mencher found that some of 
the small holders in Chingleput were as 
interested in trying new inputs and were as 
innovative as the rich landowners were But 
the former often lacked facilities to try new 
methods, and seldom received encourage 
ment from the development bureaucracy 

The National Seed Project, started in 
India with World Bank assistance m 1976 
as a part of the green revolution measures, 
is yet another example of how rural develop¬ 
ment strategy is founded on similar (pro- 


nch) assumptions. Production and marketing 
of HYV of seeds to augment production in 
agriculture has been the professed aim of 
this project The actual implementation of 
this scheme—an integral part of the green 
revolution- has been critically investigated 
by Satya Deva (1980) taking a specific case 
of the Harayana Seeds Development Cor 
poration The policy underlying this project 
was to support the expansion ot the private 
vector to maintain a reasonable balance bet 
ween the public and private sectors in 
agriculture 

I he fainiir* in the project area (9 blocks 
ol about 100 villages each) were to buy two 
shares of Rs 100 each per acre of seed pro 
ducing land share money was paid over five 
crops (Deva, 1980 263-65) Within fout 
years of establishment of the Seeds Corpora 
tion m Haryana, there were 285 shareholder 
seed growers About one-third of these were 
growing seeds in plots of 5 acre each 
another one-third in plots of 5 10 acres, the 
remaining third used larger plots ranging 
between 10 and 100 acres (Deva 1980 265) 
Since seed was being grown generally in only 
parts of then larger landholdings, obviously 
mamly rich farmers with substantial holding 
were benefiting from the project After all 
the very agreement terms requiring a farmer 
to buy two shares (of Rs 100 each) per acre 
favoured the rich fanners And at any rale 
even the smallest seed grower (with a 5 acre 
plot under seed cultivation) required an 
initial investment of Rs 1,000 in share capital 
ll he wanted to benefit from this scheme As 
regards utilisation of seeds, a survey of 60 
users and 73 non-users of certified wheat 
seeds also brought out some interesting facts 
of growing disparities in green revolution 
areas "It was found that users came onlv 
from among landowners and high caste 
farmers and not even one came from among 
tenants or low (scheduled) caste ones” 
(Deva, 1980 268) 

Unmistakably Satya Deva’s conclusion 
suggests that the agricultural development 
through the application of new scientific 
knowledge was just a euphemism for using 
the public sector to promote the private seed 
industry in which the benefit of the new 
scientific knowledge went invariably to the 
upper caste rural rich farmers, it seldom 
reached poor tenants and low caste farmers 
who needed it most (Deva, 1980 269) 
Introduction of high yielding variety seeds 
as inputs m green revolution area was thus 
yet another measure that created new kinds 
of inequalities, and at times augmented the 
old ones 

Pro Rich Peasant Bias 

The pro rich peasant bias of the Indian 
rural development planning draws its justi 
fication from a fallacy that the green revolu¬ 
tion technology, bang capital intensive, suits 
rich farmers much better than small and 
marginal farmers because the rich firmer 


aione has adequate resources to afford that 
technology of production, and that expen¬ 
sive inputs are within the reach of only more 
affluent farmer, therefore, the latter is bet¬ 
ter placed to derive its benefits This assump¬ 
tion is then developed into an argument, 
somewhat hypothetical, that overall yield- 
rates as well as productivity per acre would 
be positively correlated to farm-size The 
built m fallacy in this assertion has been 
fully exploded by the findings of a pioneer¬ 
ing survey conducted by Bhalla and Chadha 
(1983) recently in Punjab 
Conducted in three separate regions of 
Punjab this survey selected some 180 villages 
following the Methodology of the 30th 
round of the National Sample Survey and 
collected valuable data from 1663 cultivating 
households (Bhalla et ai, 1983 27-31) Its 
methodology of classifying households into 
six categories, demarcated exclusively by sue 
of the operational holdings, does suffer from 
certain inadequacies since it may not get us 
close enough to the rural social stratifica 
tion Nonetheless, the findings of this survey 
are quite revealing Analysis of thf material 
costs (i e expenditure on seeds, manure and 
fertilisers maintenance of bullocks, diesel 
and electricity, repair and maintenance of 
implements) has shown that m all the three 
regions, expenditure on material inputs per 
acre of cropped area was inversely related 
to farm-size This is likely to create an im 
pression that green revolution measures/ 
inputs have truly benefited the small and 
marginal farmers more than ihc rich But 
this would be quite misleading, because 
Bhalla and ( hadha (1983 47-49) tell us that 
“on marginal and small farms, a lion's share 
of material costs is on account of expen 
diture on draught cattle—some 48 63 per 
cent ot total material cost incurred by the 
marginal farmers for the state as a whole” 
When it comes to per acre expenditure on 
diesel and electricity, repair and maintenance 
of machinery then it goes on increasing with 
farm size 

What is interesting and important to note 
is that despite their greater dependence on 
traditional capital inputs (such as draught 
cattle), small farms were found to be sup¬ 
plementing their own stock of productive 
assets by hiring on machine services Hence, 
per acre expenditure on machine hiring 
charges is much higher on marginal and 
small farms compared to large size frams 
(Bhalla et al, 1983 49-60) This clearly shows 
that marginal and small farmers do not lack 
the drive and initiative nor do they lack 
inclination to invest and take risk for 
effecting long-term improvements and 
for augmenting farm productivity 

The Ponjab survey makes it abundantly 
clear that the small and marginal farmers, 
for whom competing witji the rich farmes 
is an up-hill task, do not hesitate to take risk 
In fact they are enterprising enough to make 
every possible effort for improving their 
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farm inputs However, the entrepreneurial 
initiatives of small and marginal farmers do 
not seem to have helped them substantially 
nor have they been able to reduce the grow¬ 
ing inequalities in rural Punjab 

The distribution of 1663 households in the 
Punjab survey unfolds some of these m 
equalities Bhaila and Chadha found that in 
their total sample there were 140 (8 4 per 
cent) households having marginal farms of 
the average size of 16 acres, at the other end 
of the sprectrum were 74 (4 4 per cent) large 
farms of the average size of 32 8 acres 
(Bhaila et al, 1983 34) Thus, the large sized 
farms were about 20 tunes the size of the 
smallest farms (on an average) Such in¬ 
equalities are then prepetuated and further 
reinforced by developmental bureaucracy's 
known preference for favouring large farm 
owners on the grounds of assumed high pro¬ 
ductivity of large farms This assumption is 
not, however, validated by the Punjab survey 
data which show that the farm business 
(agricultural) income per acre was Rs 754 50 
in the case of the smallest farms and 
Rs 740 40 for the largest ones (Table 4 1 
Bhaila, et al, 1983 78) 

In other words there is enough evidence 
to suggest that the smallest farmers are at 
least as productive if not more, as the big¬ 
gest farmers are Hence, the argument of 
productive potentialities and efficiency ot 
large farms is not sustained empirically 
certainly it cannot ofvr any convincing 
justification for such an inegalitarian 
distribution of a scarce resource like agri 
cultural land as well as of inputs through 
green revolution measures as one finds in 
India in general and Punjab in particular 
(Deva, 1984 54) 

In India the farm policies pursued by the 
government from the 1960s onwards have 
also tended to increase the degree ot in 
equality between perennially irrigated 
regions and those regions which have to 
depend mainly on rainfall for cultivation It 
is a known fact that farms in the wet areas 
are better served and reached by the state 
bureaucracy which implements development 
programmes than it does in the dry areas 
This is so because the green revolution 
package has been devised keeping primarily 
the perennially irrigated farms in mind 2 
Production of high yielding varieties of gram 
with heavy doses of fertilisers—has mainly 
affected irrigated areas which are already 
favoured (Bagchi, 1982 156,175) Therefore, 
seen in terms of average household incomes, 
the inequalities in rural areas are even more 
glaring in the relatively more irrigated and 
hence prosperous areas 

Several researchers have undertaken com¬ 
parative studies on the relative economic life 
chances in wet areas and in dry areas For 
example, V Athreya (1983) and his co- 
researchers have studied six villages sampled 
from two panchayat unions in Tiruchi 
district in 1kmll Nadu Their inquiry was 


aimed at identifying class status of indi 
vidual households As a part of a wider 
inquiry into production relations (Athreya 
et al, 1983 4 5), this study probed com¬ 
paratively the mean incomes of rural pro 
letartan households—both poor peasants 
and agn.ultural labourers—in the wet and 
dry are is For poor peasants the cash 
incomc/wages from agriculture m wet area 
was Rs 1,458 in contrast to Rs 346 in dry 
areas The income disparity in the wet and 
dry areas here is m the ratio of 4 2 10 which 
suggests that in the wet area a poor peasant 
household’s agricultural income is more than 
four times the average income of a cor 
responding household from the dry areas 
(Athreva et aJ 1983 27 28) However, poor 
peasants from ihc dry areas apparently 
make up by supplementing their incomes 
substantially through non-agncultural 
sources 

Even more revealing are the disparities 
between the economic conditions (measured 
by mean incomes) of the poor peasants and 
agricultural labourers household The study 
bv Athreya and others has further dicovered 
that the cash wages from agriculture earned 
bv a labourer household in the wet area 
totalled upto Rs 1,030 compared to Rs 330 
in the dry area Thus the wages in the wet 
aica are almost twice the wages in the dry 
/one If, however total cash internes ot 
dgitcultural labour households from all 
sources are taken into auount, then the 
disparity in the dry and wet areas is sonie- 
what reduced in the ratio of I 1 5 which 
means that economic condition of wage 
labout in wet area on the whole still remains 
one and a half times better than that of 
labourers in the dry ateis (Athreva et al, 
1983 28) 

The most fascinating development on the 
rural scenario is not just that the gap bet 
ween economic conditions in the dry and wet 
areas is steadily widening but also that 
economic returns of agricultural labour 
households arc fast outstripping the incomes 
of the poor peasant families This is as much 
true of the wet areas as it is of dry areas 
In the Ihmii Nadu study, conducted by 
Athreya and his associates again, it was 
found that the tout average cash income of 
an agricultural labour household (from all 
sources) was Rs I 686 while it was Rs 1,333 
tor a poor peasant household in the wet 
area These incomes ranged between Rs 1,217 
and Rs 1,103 for the labourer and poor 
peasant households respectively in the dry 
area (Athreya et al, 1983 28) Thus, the gap 
is more gnawing in the wet areas compared 
to that in the dry areas 

Despite its somewhat mixed findings, the 
Ihmii Nadu study by Athreya and his 
associates highlights an unmistakable trend 
in the emerging class-structure and the social 
inequalities or disparities attendant on it 
Apparently the size of the rural proletariat 
in the wet and dry area villages is not very 


different However, the higher polarisation 
in the wet area is reflected m its composi¬ 
tion More than 60 per cent of rural pro¬ 
letariat in the wet area are not cultivating 
any land Here poor peasants are a minority 
while the situation is the reverse m the dry 
area There only 36 per cent of the agri¬ 
cultural labourers do not operate any land 
and poor peasants constitute a majority 
Qualitative differences further reinforce the 
disparities between the agricultural labourers 
in the dry and wet areas Rural proletariat 
m the wet areas is a more specialised 
workforce with less non-agncultural income, 
with higher forms of work-organisation 
(gang system, etc) which are more or less 
absent in the dry zone villages (Athreya et 
al, 1983 57) 

The most striking difference is seen in the 
size of the middle peasantry between the dry 
and wet areas covered by the Ihmii Nadu 
study In the wet areas a mere 21 per cent 
belonged to this category in contrast to 
neatly half (46 per cent) of the agrarian 
population which belonged to the middle 
peasant category m the dry region This 
polarised nature of class structure in the wet 
area is also reflected in the fact that an im¬ 
pressive 14 per cent of the rural population 
in the wet area are ‘surplus appropnators' 
(either rich peasants, capitalist farmers, 
cultivating landlords or pure landlords) The 
proportion of ‘surplus appropnators’m the 
wet area was nearly three to four times 
higher than that in the dry area (Ikble 111, 
Athreya et al. 1983 56-57) 

The polarisation process that accentuates 
the rural class differences has been further 
intensified by the green revolution The 
number of landless labourers and their pro- 
pomon to the rural population have grown 
in most regions Many tenants have lost their 
lands as landlords were able to evict them 
including sharecroppers (Bagchi, 1984 176, 
cf Dhanagare, 1984) 

A micro-level longitudinal study of two 
villages from Mandya district of Karnataka, 
conducted at two different points of time— 
1955 and 1970—has also revealed certain 
growing disparities Here Scarlett Epstein 
has found that as irrigation facilities were 
extended to the two villages, the acerage of 
holdings owned by upper caste Lingayat and 
traditional peasant castes steadily increased 
whereas the percentage of land belonging to 
Adikarnataka (untouchable, scheduled caste) 
households actually decreased (Epstein, 
1978 57 58) Wet lands had also attracted 
outsiders (non agriculturists from nearby 
towns) to invest capital in buying farms In 
the two Karnataka villages, Epstein also 
noticed that rural co-operative societies, par 
ticularly credit societies were serving the 
“wealthv fanners better than they did 
poorer farmers Rich farmers controlled co¬ 
operative institutions not for symbolic gains 
of ‘status' but to serve their vested interests 
The nchest could easily get loans from co- 
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Operative societies at an official rate of 6 per 
cent interact which was just half the rate of 
private moneylenders charged The rich 
peasants were also reported to be in a much 
better position to buy large quantities of fer¬ 
tiliser on credit and thereby ensure good 
harvest than were poorer farmers" (Epstein, 
1978 108-110) 

The inequitous income distribution 
among- rural households from Punjab 
studied by Bhalla and Chadha reveals a 
similar or even a more striking disparity 
Their survey found that the total yearly farm 
(business) income of the smallest farmer’s 
household (i e, marginal farmers having less 
than 2 5 acres of land) was Rs 1,231 while 
that of the biggest one (with operational 
holdings above 25 acres) was Rs 24,283 The 
disparities m the two incomes was found to 
be in the ratio of 1 20 (fable 41, Bhalla et 
al, 1983 78-79) In other words the smaller 
farmer who is no less productive than the 
biggest one, and whose entire family has to 
work on the farm, was much poorer than 
the one who hardly ever performed any 
manual work himself (Deva, 1984 54 55) 

It is particularly noteworthy in the fin 
dmgs of the Punjab study that the marginal 
farmers were working much harder to sup 
plement their income through non-farm 
sources—such as dairying, poultry (arming, 
etc Thus, the average non-farm income 
of the smallest farmer (per capita) was 
Rs 392 53 but that of hie biggest farmer was 
ony Rs 352 84 As percentage of the total 
household income, 64 84 (about 65) per cent 
of the marginal farmer’s household income 
was from non-farm activities compared with 
only 12 84 per cent in the case of the big 
gest farmer (Bhalla et al, 1983 79) Equally 
interesting is the fact that although the farm 
business income of the smallest farmer 
was 20 times lower than that of the biggest 
one, the former’s gross investment in farm 
assets per acre operated was about Rs 60 as 
compared with Rs 85 for the biggest farmer 
(Bhalla et ai, 1983 79) Thus, the most 
marginal farmer in Punjab invested as much 
as about 5 per cent of his total household 
income for improvement of his farm assets, 
in the case of the biggest farmer however it 
was even less than half per cent The risk- 
taking propensity of the small and marginal 
fanner is too evident here to need any more 
elaborate comment The Punjab data have 
thus demonstrated that marginal and small 
farmers are no less enterprising than rich 
farmers The former are more prone to risk- 
taking in their farm operations than the 
latter when the bulk of farmer’s household 
income is actually derived from non-farm 
sources and activities This suggests, as Satya 
Deva has put it, "that a more equitable 
distribution of land would [in fact] lead to 
a much larger investment in the farm sector 
and hence would lead to a stupendous rise 
in productivity The possibility of a truly 
revolutionary rise In [agricultural] produc¬ 


tivity flowing from greater equality in land 
ownership has been all but missed [m 
Punjab]’’ (Deva, 1984 55) Obviously tins 
rise in productivity would be even greater 
than that has been achieved so far m the so 
called green revolution areas where both 
policies and practice have favoured the rich 
farmer 

Rural inequalities begin to unfold their 
hithero unnoticed dimensions if we look into 
some statistics on electricity connections on 
agricultural farms which clearly indicate 
how only the needs of the rich farmers are 
catered to by cleuricity boards on a priority 
basis For example, the Punjab Electricity 
Board had a system of providing priority 
connections on payment of Rs 10,000 which 
was subsequently reduced to Rs 7,000 a few 
years ago (PSEB 1984 12) Apparently the 
system has now been discontinued but 
nonetheless, as on March 30, 1984 the Board 
still charged Rs 2,000 per service connection 
(PSEB, 1984 30) it is interesting to note that 
the expert committee which weni into elec 
tnetty tarnff for agricultural consumers in 
Punjab was conscious of the fact that some 
67 per ccrft of the 10 27 lakh farm operators 
in Punjab have land holdings below 4 hec 
tares, wfth an average holding sire of 1 74 
hectares only Estimates ot the department 
of economics and sociology of the Punjab 
Agricultural University for the year 1981-82 
showed that this holding size (1 74 hectares) 
was capable of generating on an average a 
disposable income of Rs 7,000 per annum— 
an amount which is about the bare main 
tenance level of income for an average family 
of six But this was also the amount the Elec 
tricity Board in Punjab charged for pro¬ 
viding connection on a priority basis At any 
rate the expert committee mentioned above 
found that by 1983 84 there was just 3 5 lakh 
consumers (agricultural connections) which 
constituted only a little over 14 per cent of 
the total consumers in the whole of Punjab 
(PSEB, 1984 "fable 6,21-22, also p 5) It can, 
therefore, be summarised that only about 35 
per cent of the total farm-holders had sought 
service connection from the electricity board 
and that these must have been mostly rich 
fanners who could alone afford high costs 
of service connections or installation The 
small and marginal farmers are at a disad 
vantageous position because very few of 
them can afford to incur expenditure on elec¬ 
tricity connection and diesel It is pertinent 
to note in this context that the Punjab survey 
by Bhalla and Chadha found electricity 
expenditure to be positively correlated to 
farm size (fable 3 9, Bhalla et al, 1983 
54-55) 

PROBLEMS or MECHANISATION 

Mechanisation of farm operations in 
green revolution areas have undoubtedly 
strengthened the economic position of the 
nrfal rich farmers in India However, for the 
landless agricultural labour, some of the 


fall-out effect of modernisation of farm 
technology have been far too damaging, In 
some instances they are simply disastrous. 
The degree of farm mechanisation has 
exceeded all expectations m Punjab so much 
that in 12,000 villages of the State there were 
as many as 2 lakh farm machines of dif¬ 
ferent types mainly wheat threshers and 
combine harvesters (PHG, 1984 127) But 
the effects of mechanisation are visible in 
the fact that there are a total of 5,000 deaths 
in India resulting from.farm machine 
accidents by 1978, of these 500 alone were 
from Punjab (Dongare, 1985 12) A recent 
report has further revealed that every year 
more than 300 farm workers are incapa¬ 
citated during the wheat harvesting season 
in Punjab A majority of these accidents 
occur while workers work on wheat threshers. 
It is further estimated that m 1985 (one year 
alone) nearly 1,000 farm workers in Punjab, 
Haryana, and Western UP lost their limbs 
in thresher accidents 3 Most of the victims 
were invariably migratory labour It has been 
estimated that by end of 1985 mote than 
10,000 farm labourers from Bihar, UP and 
Orissa have been maimed while working on 
such machines According to the official 
information given in the Punjab Assembly 
on September 7, 1978, 841 cases of loss of 
limbs or life occurred during 1975 to 1978, 
eight agricultural labourers were killed and 
24 lost two or more limbs 4 
Ihe attitude of the government towards 
the problems of treatment and rehabilitation 
ot victims of accidents on farm machines 
is, however, that of total ambivalence In 
Punjab for example, the Workmen Com¬ 
pensation Act of 1923 has not been imple¬ 
mented properly This Act provides for the 
farmers to insure their workers against ac¬ 
cidents Insured farm labourers are supposed 
to get Rs 15,000 for the loss of a hmb 
Instead the governnfent provides compen¬ 
sation which is usually just a third of this 
amount Neither the government takes ef¬ 
fective steps to prevent farmers from using 
substandard threshers nor does it prevail 
upon them to give rightful and adequate 
compensation to victims or to protect poten¬ 
tial victims from such hazards 3 The 
government clearly adopts a mothering at¬ 
titude towards nch farmers whom it protects 
(by promptly reducing costs of electricity 
consumer connections as discussed earlier) 
but does not consider it necessary to imple¬ 
ment rigorously as well as urgently the pro¬ 
visions of the Compensation Act in respect 
of farm labourers injured or incapacitated 
in machine accidents 
The health hazards for the rural agri¬ 
cultural labour in the green revolution belts 
are not confined to incapacitation resulting 
from machine accidents The agricultural 
work in these areas has been rendered even 
more injurious by the increasing use of 
poisonous chemical sprays for plant protec¬ 
tion on a large scale. The high yielding 


AN<J4f 



Annual Number May I9S7 


ECONOMIC AND POLITICAL WEEKLY 


varieties of seeds—used as an indispensable 
part of the green revolution strategy—are ap 
patently highly susceptible to diseases, and 
in the third world countries poisonous 
pesticides are used both extensively and 
intensively for plant protection without 
realising the health hazards that follow for 
agricultural labour A recent report of the 
International Development Research Centre, 
Ottawa has revealed that there were 7 5 lakh 
cases of accute poisoning with different 
varieties of pesticides Halt of these were 
reported from the third world countries, out 
of which again one third were reported from 
India alone (PHG, 1984 128 29) Victims ol 
such poisoning are invariably agricultural 
labourers, and only rarely rich farmers 
themselves for example, a study of 70 pa 
tients of acute poisoning reported from the 
civil hospitals of Vadodara and Surat (in 
Gujarat) in three years from 1976 to 1978 
were all agricultural labourers, including two 
women (PHG, 1984 129) Surprisingly no 
legal protection is available to the victim of 
poisoning accidents on agricultural farms as 
the Workmen Compensation Act applies 
only to industrial workers in this respect 
Comparing the income distribution and 
consumption units of both the rural rich 
peasants (magnates) and agricultural labour 
households in 195S and in 1970, Epstein has 
concluded that the rich have grown more 
affluent and poor have become poorer 
Agricultural real wages had declined mainly 
because of increase in the number of labour 
households, and steady price rise resulting 
in rises in cost ot living Wages, however 
have lagged behind (Epstein, 1977 142 82) 
Some other scholars, who have examined the 
impact of the green revolution on the weaker 
sections, have argued somewhat optnni 
sttcally, that conditions of rural poor— 
particularly agricultural labour-do not 
necessarily deteriorate On the contrary, 
general prosperity ushered in by modermsa 
tion of agriculture in the green revolution 
areas, percolates to the grassroots in the rural 
society Where this percolation process is 
arrested by the rich through manipulations 
and mechmations, the agricultural labourers 
there tend to get better organised and more 
militant to fight and thereby stand to benefit 
through higher wages and improved work 
mg conditions (Oommen, 1971 A 99-103, 
also 1975 160) Group bargaining thus 
strengthens the position of agricultural 
labour in rural power equations (Muthiah, 
1975 52-57) However, this optimism is 
founded on the assumptions of perfect com 
petition and labour market In fact with 
imperfect labour market conditions, as are 
obtained in India, the bargaining power of 
the rural labour is more apparent than 
real * There is also another assumption that 
the green revolution necessarily reuses the 
rate of agricultural growth in the affected 
areas But some scholars even question this 
assumption At least some economists tell 


Us that in India agricultural production grew 
at best at a constant rate on an average over 
the period from 1950-51 to 1973-74, at 
best the green revolution might have just 
managed to arrest a tendency towards 
decline in agricultural production/growth 
rate observed in the late 1950s (Reddy, 1978) 
In this context it is significant that owing to 
the growing capitalist penetration of the 
countryside the process of de-peasantisation 
has been accelerated and consequently large 
numbers of small and marginal farmers or 
poor peasants have been pushed into the 
ranks of landless labourers (Oommen, 1975 
165) This proletarianisation process is more 
striking in the green revolution areas In view 
of this process of proletarianisation, the 
improvement that the green revolution is 
expected to bring mto the conditions of wage 
labourers appears to be a distant mirage. At 
least the position of the rural poor— 
particularly agricultural labour—as a class 
is not likely to be altered substantially 
vis-a-vis the rich farmers who virtually 
monopolise economic resources and control 
credit institutions in the countryside (Palmer, 
1976, Dhariagare, 1984 192 93, also Bagchi, 
1982 176) 

In general, findings of different studies 
show that the green revolution has had a 
contradictory impact on rural employment 
and agricultural wages The pessimism of the 
Halslemere Group or Reddy’s skepticism 
about the potentialities of green revolution 
in raising agricultural growth rate could be 
kept aside for a while. One may generously 
admit that by raising the productivity of land 
and by making it possible for farmers to 
grow two or even three crops on a piece of 
land, the green revolution has made it possi¬ 
ble for rural workers to obtain more employ¬ 
ment for the year as a whole But then 
Billings and Singh have discovered that in 
Punjab the demand for agricultural labour 
went up from 51 mandays to 601 mandays 
with the introduction of the Persian wheel 
as a means of irrigation and of fertilises and 
pesticides However, when pump-sets, wheat 
threshers, corn-shellers and tractors are 
introduced the average demand for labour 
drops down to 25 6 mandays (1969 A 
221 24) In certain prosperous parts such as 
in Haryana, the green revolution has led to 
replacement of paternalistic relations bet 
ween capitalist farmer employer and workers 
by formal contracts (Bhalia 1976), but in 
most other parts of the country attached 
labourers are simply being thrown out of 
work or are being converted into casual day 
labourers (Gough, 1977) Where mechanisa¬ 
tion of farm operations appears to brighten 
the employment opportunities and wages in 
green revolution areas, migration of workers 
from less favoured areas—such as Bihar, east 
UP, Orissa or Rajasthan—have tended to 
depress the bargaining position as well as 
wages (Bagchi, 1982, 158-59) 

The pattern of consumption in the green 


revolution areas is also very strikingly in- 
equitous and figures on population below 
the poverty line are staggeringly high The 
case of Punjab—the most prosperous state 
in India—once again waves a red signal The 
Bhalia Chadha study has revealed that about 
one-third of the marginal farmers (culti¬ 
vating upto 2 5 acres), one-fourth of the 
small farmers (between 2 5 and 5 acres) and 
a fifth of the medium-level farmers (culti¬ 
vating holdings between 5 and 7 5 .acres) 
from their sample were living below the 
poverty line, i e, were living on starvation 
diets In the total sample of 1663,16 48 per 
cent of the farming households were living 
below the poverty line, and their proportion 
was positively correlated to the farm size in 
all the three regions of Punjab (Bhalia et al, 

1983 153 57, particularly see table 5 18) If 
we add the 16 per cent households of 
landless labourers, then the proportion of 
rural households living below the poverty 
line comes to over 32 per cent which is 
distressing considering that Punjab is 
the most developed state in India (Deva, 

1984 55) 

This finally raises doubts about efficacy 
of the green revolution technology which 
was originally visualised as a poverty 
alleviating measure Since the green revolu¬ 
tion was projected as the new official 
ideology for rural reconstruction so as to ef¬ 
fectively fight poverty, it is pertinent to 
examine here whether its implementation 
and consequences have facilitated alleviation 
of poverty or whether it has arrested the pro¬ 
cess of bridging the gap between the affluent 
and weaker sections that represent the two 
extreme ends of the development spectrum 
in India 

In fact, all available statistics indicate 
greater and greater immiseration and 
pauperisation as the green revolution 
technology package has spread in diffierent 
parts of India Studies on poverty, measured 
by per capita expenditure and consumption 
of calories in India, further expose the 
hollowness of claims often made by plan¬ 
ners and protagonists of the green revolu¬ 
tion "The process of rural development 
during the 1960-69 decade has benefited the 
upper middle and the richest sections more 
than the middle, lower middle and the 
poorest section^” (Dandekar and Rath, 
1971 70) Consequently socio-economic in¬ 
equalities in rural India have been steadily 
growing While Dandekar and Rath found 
some 45 per cent Of the total population to 
be below the poverty line at the 1960-61 
prices, Bardhan came out with even a grim¬ 
mer picture. He compared the proportion of 
rural population below the minimum level 
of living (defined as Rs 15 per month at 
1960-61 prices) in 1960-61 wifh that in 
1967-68 Without exception ail the Indian 
states had experienced a malsive increase in 
the percentage of rural people below the 
poverty line It ranged from 80 to over 84 
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per cent in states like Bihar, Orissa, UP and 
West Bengal in 1967-68 Even in the most 
prosperous states it had gone up from 2S 01 
to 63 97 per cent in Gujarat, ftpm 4014 to 
67 61 per cent in Maharashtra and from 
13 56 to 49 98 per cent in Punjab (Bardhan, 
1970 1244) So, in the throbbing heartland 
of green revolution (Punjab-Haryana) this 
percentage had nearly quadrupled between 
1960-61 to 1967-68 

This trend was confirmed a decade later 
(after Bardhan’* study) by another study 
conducted by the International Labour 
Organisation in 1979 Drawing its sample 
from four states of Punjab, Thmll Nadu, 
Bihar and UP, this survey was aimed at 
determining tiends in absolute and relative 
incomes of the rural poor It revealed a 
steadily worsening distribution of income 
and the declining real income of the 
rural/poor In the nch farm lands of Punjabi 
the real income per head was reported to 
have risen by 26 per cent during the 1960s 
(which was two and half times as fast as m 
India as a whole) Despite this, the propor¬ 
tion of rural population living below the 
poverty line increased in Punjab from 18 per 
cent in 1960 to 23 per cent in 1970 (ILO. 
1979 13-15) In Tfcmil Nadu the ILO study 
found that the percentage of population 
earning less than the costs required for the 
minimum foodhne had gone up from 36 04 
per cent in 1961-62 to 48 63 per cent in 
1969 70 Thking the ‘bar; c needs line* into 
account these percentages had gone up from 
66 49 to 73 98 for the corresponding years 
(see Table 3, ILO, 1979 18) 

About the social origins of the rural poor, 
the ILO survey has revealed that in ail the 
states it was the agricultural labourers—the 
landless and near landless families—who 
constituted the core of rural poverty For 
example, m Tfcmil Nadu m 1971, 56 per cent 
of all cultivators, 85 per cent of ‘other 
workers’ (mainly artisans) and 87 per cent 
of agricultural labourers were living below 
the poverty line (ILO, 1979 9) 7 

However, some economists have provided 
us with a more optimistic picture Using the 
data from the 32nd Round (1977-78 revis¬ 
ed) and the 38th round (1983 84) of the 
national sample surveys, C H Hanumantha 
Rao has pointed out that the decline m the 
number of persons below the poverty line 
for all population is estimated around 12 5 
per cent in rural areas as against 7 8 per cent 
in urban areas He, however, accepts that 
between 1977-78 and 1983-84 this decline is 
less notable for scheduled castes and tribes 
(7 6 and 71 per cent respectively) compared 
to 15 I per cent for the rest of the popula 
tion for whom the rate of decline in poverty 
ratio is more than double the rate for 
scheduled castes and tribes (Rao, 1985 9) 
Even assuming that Hanumantha Rao’s 
inferences are close to reality, they imply an 
admission that poverty alleviation program¬ 
mes, whether (IRDP) or National Rural 


Employment Programme (NREP), have 
failed to bring about a sizeable reduction m 
the rural poverty ratio in a highly developed 
state like Punjab where between 1977 78 and 
1983-84 the poverty ratio declined only by 
171 per cent The poor performance of 
Punjab in poverty alleviation programme 
becomes even more striking in the light of 
the facts that (a) the average per capita con¬ 
sumption expenditure was the highest (81 69 
compared to the all-India average of 70 94) 
in Punjab and (b) that the expenditure on 
the anti-poverty (poverty alleviation) pro 
grammes like IRDP, NREP. etc, for the years 
1980-84 was the highest in that state—-31 22 
for Punjab compared to the national average 
of 8 33 (Rao, 1985 tO-11, parucularly tables 
3 and 5) 

TWo points come out clearly in Hanuman 
tha Rao’s analysis first, that although the 
poverty alleviation programmes have sue 
ceeded in bringing about an appreciable 
decline in the proportion of rural popula¬ 
tion below the poverty line, their perfor¬ 
mance is far less impressive for the scheduled 
castes and tribes—the traditionally weaker 
sections of the Indian society Secondly the 
regional variations in the decline of rural 
poverty ratio clearly suggest that more 
developed states particulaily Punjab—art 
not performing as satisfactorily as some of 
the less developed states—like Madhya 
Pradesh, Orissa and West Bengal art The 
implications of these pfnnts are too obvious 
to need any elaboration Agricultural growth 
may be a necessaiy but not a sufficient con 
dition for reducing social and income in 
equalities A more genuine political will and 
commitment to the philosophy of distri 
butive justice must match the rising level of 
agnculiural growth—a dictum almost dis 
counted in the Indian planning tor rural 
development 

There are other economists who do not 
share Hanumantha Rao’s optimism about 
the impact of poverty alleviation measures 
nor do they accept the official versions of 
the ‘so-called’ achievements of IRDP or 
NREP For example, N Rath (1985 17-21) 
has attempted to demonstrate the multi 
faceted failures of IRDP/NREP and has 
even commented that it should not come as 
a surprise if another NSS survey on con 
sumption expenditure in the mid 1980s 
shows no visible impact of the IRDP on the 
dimensions of rural poverty in India A 
similar view was expressed earlier by Raj 
Krishna Tb him the IRDP and NREP 
schemes have brought only small, often 
negligible, benefits to the rural poor, at least 
these are not substantial enough to ensure 
that the households which are often claimed 
by official sources to have been lifted above 
the poverty line would remain permanently 
above the poverty line. Raj Krishna's ap¬ 
prehension is fully justified m the light of 
the fact that the Draft Plan (1978-83) had 
estimated the size of the rural poor as 290 


million in 1978 whereas a World Bank 
estimate had suggested that there are as 
many as 327 million rural poor (Mathur, 
1980 74) In fact Raj Krishna feared that 
despite the official claims about the decline 
in rural poverty ratio, the Sixth Five-Year 
Plan figure of the poor population (339 
million below the poverty line) for 1980 
might grow to 472 million by the end of the 
century (Krishna, 1985 8) which would be 
more than India’s population at the time of 
independence 

Tor nearly two decades now the green 
revolution—practical measures have been 
experimented with by the state in different 
parts of India Not only that, in the name 
of spreading the green revolution technology, 
even the transnationals have been permitted 
iO operate in rural areas through the official 
cover (Bagcht 1982 177) However, in most 
parts the green revolution has failed to raise 
the incomes of rural poor appreciably, and 
to contribute substantially to their effective 
purchasing power On the contrary in many 
parts the real earnings of agricultural 
labourers and poor peasants have been lower 
at the beginning of the t970s than m 
1960-61 Several studies of Punjab, UP, Bihar 
and Tamil Nadu have produced convincing 
data on this point (see ILO 1977) 

1 he main trust of the green revolution has 
been towards oroducttvity and growth The 
policy makers were concerned primarily with 
augmenting per acre yield The assumption 
underlying the planners' priorities was that 
growth in itself would suffice since It would 
show percolation effects and would in turn 
help m resolving problems of unemployment 
and poverty in rural India This perspective 
now stands virtually discredited AJterna 
tivcly, another perspective is being advocated 
whi£h does not treat growth and poverty 
alleviation as two distinct goals but believes 
that the latter has to be built into the growth 
processes This approach advocates sociali 
sation of productive assets and more egali¬ 
tarian distribution of these infrastructural 
iacilities through the promotion of co 
operative activity (Parthasarathy, 1985 
2125) 

The streaks of socialistic thinking are 
evident in the new perspectives on rural 
development m India However, ideas for 
reorientation and reorganisation of IRDP, 
etc, seldom go beyond suggestions for decen¬ 
tralisation of decision-making, entrusting 
panchayat bodies (zilla panshad) with 
responsibilities for planning and overall 
monitoring ol anti-poverty programmes, or 
for altering plan allocation priorities, 
“for shifting from individual to group ap¬ 
proaches” 8 —whatever that may mean 
Rarely do we examine the adequacy and 
suitability of the constitutional framework 
that treats institution of private property as 
sacrosanct, and considers projjerty, and not 
work, as a fundamental right The pertinent 
question is whether and to what extent the 
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given institutional framework is conducive 
to systemic changes—that are often offered 
as palliatives in the populist discussions on 
rural development and poverty The growing 
domination of the new class of nth fanners 
is a fact to reckon with and not to be wished 
away It is naive even to believe that the green 
revolution and the 1RDP measures (for 
poverty alleviation) constitute a point where 
growth and social justice dovetail and con 
verge and that both the goals could be 
targeted simultaneously without any fun¬ 
damental restructuring in the institution of 
property Without some rethinking on 
development strategies for basic changes in 
the system, rural inequalities would not be 
reduced let alone removed 

{Notes 

[This is a revised version of the paper presented 
at the lndo German Colloquium on ‘Equality 
Inequality’ organised by the Mara Mueller 
Bhawan, New Delhi, August 27 29. 1986 The 
author is grateful to Andre Beteille, Co 
ordinator and othef participants of the collo¬ 
quium for their comments and suggestions 
However, only the author is responsible for the 
facts cited and views expressed in this paper ] 

1 This is summarised from the views etpressed 
in the papers presented by K Mukherjee, A 
Thaper and S S Johl at the CSSC Seminar 
For details see CSSC, 1984 1-9, 21-24 

2 Since over 70 per cent of India's cultivated 
acreage is rainfed, it lacks assured sources 
of irrigation, and so it was clear from the 
start that these areas would not benefit from 
the HYVP—new cereal technology of the 
green revolution See for example, Ashok 
Thaper’s contribution in CSSC, 1974 21 

3 See The Times of India (Bombay), April 14 
1986, p 8 

4 More details of such fatal accidents on farm 
machines and of other health hazards 
resulting from use of chemical fertilisers 
without the mandatory use of masks by 
agricultural labourers in the green revolution 
areas are available in, PHG 1984 127 

3 This observation has been made on the basis 
of an editorial comment from The Times of 
India (Bombay), Apnl 14, 1986 

6 Bor a fuller discussion on “imperfect labour 
market", see Bardhan, 1984 38 39 

7 The tenor of the discussion on 'Development 
of the Rural Poor-Intentions and Implemen¬ 
tation’ at the 24th Annual Conference of 
Members of the IIPA, New Delhi, also con¬ 
firmed this Particularly see Kuldip Mathur’s 
theme paper in IIPA, 1980- 71-78 

Such suggestions have been offered by 
O Parthasarathy, 1983 2127-28 
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Outlook for Nuclear Power 

DURING 1986, 23 reactors with 23,300 
MWe were connected to the grid in 8 coun¬ 
tries, ol these, 15 were connected after April 
Connections to the grid in 1987 are pro¬ 
ceeding reasonably on schedule Only three 
reactors were suspended or cahceiled while 
under construction (one in the Philippines 
and two in the US) Except Chemobyl-4, no 
operating nuclear power plant was shut 
down At the end of 1986, there were 133 
reactors under construction with 1,18,000 
MWe in 23 countries There is every indica¬ 
tion that the construction of most, if not all, 
of these plants will effectively proceed to 
completion By 1990 a total of 480 units with 
3,50,000 MWe are expected to be in opera¬ 
tion This means a 25 per cent increase of 
current installed nuclear capacity In addi¬ 
tion, some 50 units will be under construc¬ 
tion, without counting new construction starts.' 

—IAEA Bulletin 



Migrants and the Native Bond 

An Analysis of Microlevel Data from Delhi 

Alaka Mai wade Baau 
Kaushik Basu 
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The present paper studies the role of economic variables and culture in determining a migrant’s decision to 
fa) return to his place of origin, and (b) remit money It is based on a sample of nearly two thousand migrant 
households from Purqab, Uttar Pradesh and Ibmil Nadu, now living in a resettlement colony in Delhi The data 
are used to examine many questions Does ethnicity matter? How does the length of stay in Delhi affect a migrant 
household’s propensity to return to its origin and its propensity to remit money? How does caste affect behaviour* 
Is there a connection between remittance and a household's income? The extent to which these variables are com¬ 
patible with the economist’s scheme of analysing migration and remittance is then explored 


Introduction and Data Base 

ACCORDING to a dominant tradition in 
economics, an agent’s decision to migrate 
depends on the difference in expected in¬ 
comes between the places of origin and 
destination 1 This ‘economic’ theory has in 
turn generated a large dissenting literature 
emphasising the role of sociological and 
demographic variables m understanding 
migration 2 The present paper is an attempt 
to place in perspective the role of economic 
and non-economtc arguments in analysing 
migration and the migrant's links with his 
native place In particular, we study the 
significance of ethnicity in migration theory 
Does a person’s ethnic origin have an effect 
on his decision to migrate and remits Our 
empirical evidence suggests that the answer 
to this is yes We also comment on caste, 
duration of residence and family sue. The 
aim is not to come up with a hypothesis but 
«o present some stylised facts and to con 
test some of the theoretical and empirical 
presumptions in the literature. 

Our data are particularly well suited to 
studying ethnic differentials The usual 
mode of doing this is to examine informa¬ 
tion from different regions, for example 
from a southern Indian state and a northern 
Indian state; However, m such data, since the 
Respondents would be living in different 
socio-economic environments, it would be 
difficult to sort out which distractions 
ste m med from the differences in milieu and 
which from differences in ethmtity and 
culture; While the details of the data base 
of the present study are given below, what 
is worth noting here is that all the 
respondents live in the same resettlement 
colony in Delhi which was set up m the mid 
seventies to house migrant squatters from all 
Over the city Consequently they now face 
the same socio-economic environment—the 
same medical and public facilities, food 
ration schemes and schools At the same 
time; being first generation migrants, they 
retain much of their original cultural back¬ 
ground The data therefore come as close to 
satisfying the cetera paribus condition as 


any data outside a controlled experiment 
can 

There are, on the other hand, some dis¬ 
advantages with our data But before com¬ 
menting on these we give a resume of the 
data base in general 

The evidence for the present analysis is 
from a recent field study of cultural differen¬ 
tials in demographic behaviour conducted 
by one of the authors at the National Coun 
cil of Applied Economic Research This in¬ 
volved data collection from households 
belonging to three Indian states—Punjab, 
Uttar Piadesh and Ihmil Nadu—now living 
m one large resettlement colony in Delhi All 
these households belong to the lower social 
and economic classes, have been provided 
with the minimum facility of public water 
and toilets and then left to do with their 23 
square yard plots as they think fit, with the 
result that about 65 per cent of the house¬ 
holds have built a permanent (in a few cases 
even iwo-storeycd) cement structure while 
the rest are content with a semi-permanent 
tenement or, worse, hut of sorts Similarly, 
while to most households these plots repre¬ 
sent no more than physical shelter, a few of 
the more enterprising ones have set up small 
businesses in their rooms during working 
hours The most common of these is the set¬ 
ting up of a kitchen m their houses by several 
of the Ihmilian women to make popular 
regional snacks hke dosas and vadas which 
they hawk m the narrow lanes of the 
colony—their buyers are far more eclectic 
than their cuisine however and In the early 
hours of the evening Rajasthanis and Biharts 
can be seen devouring the delicacies with as 
much gusto as the Ihmilians 
While the primary focus of this study was 
on fertility and mortality and the primary 
respondents were the married women in 
these households, household heads were also 
interviewed separately to gather detailed 
background information on several social 
and economic variables as well as pn their 
adjustment to life in a new city All inter¬ 
views were conducted by interviewers con 
versant with the mother tongue of their 
respondents, usually in the late evenings 
When the men were not only more likely to 
be available but also more likely to feel kind¬ 


ly towards an extended conversation with a 
stranger In fact, establishing a slow rapport 
with the initially suspicious respondents of 
the colony turned out to be an essential and 
eventually very gratifying part of the field 
work and soon it was not uncommon to find 
the field workers enjoying a free vada on 
every street corner 

Since migration was not the centra! con¬ 
cern of this study, unfortunately our data 
on this subject are not as exhaustive 6r 
multipronged as one would have ideally 
liked, but still there were several qualitative 
questions on their migration decision and 
links with their native place 

In all, 1863 households were covered, of 
which 14 6 per cent were from Punjab, 32 4 
per cent from two contiguous districts 
(Pratapgarh and Jaunpur) of Uttar Pradesh 
and 33 per cent from four districts (North 
Arcot, South Arcot, Salem and Madurai) 
from Timil Nadu All respondents are fairly 
well settled in Delhi in the sense of having 
established some kind of stable lifestyle here. 
This is, among other things, by virtue of 
owning the small plots on which they have 
built then one or two-roomed homes 

While we do comment on the initial 
migration, the principal subject of our 
search is the decision to return-migrate. This 
is because of greater data availability con¬ 
cerning the decision to return But there is 
also a conceptual reason why an analysis of 
return-migration may give deeper insights in¬ 
to the decision making of individuals and 
households As Lee (1966) has pointed out, 
imperfect knowledge about the area of 
destination is an important influence on the 
decision to migrate This causes a problem 
for the analyst because two persons may 
behave differently not because of the dif¬ 
ferent economic opportunities they confront, 
nor because of sociological or demographic 
differences, but simply because their percep¬ 
tions of what to expect at tne destination dif¬ 
fer This kind of perception and knowledge 
problem is greatly reduced in return 
migration because the migrant would 
typically also possess intimate knowledge of 
the destination (which was, of course, once 
the origin) 1 

Concerning ‘future plans' (that is, whether 
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to return permanently to their places of 
origin or not) and remittances, the data that 
we have are qualitative. About the former, 
we know only whether the household head 
plans to return certainly, possibly or not at 
all Regarding the latter, we know only 
whether a household remits money to us 
place of origin regularly, occasionally or not 
at all Similarly, while we have fairly detailed 
information on current expenditures of 
households, we do not have comparative 
data on expenditure differentials between 
their places of origin and Delhi However 
we do know whether a household is now bet¬ 
ter off, worse off or the same compared to 
its place of origin This information is based 
on the household’s self-perception of relative 
welfare. But this is not at all necissanly a 
worse indicator of welfare that the standard 
’objective’ indicators like consumption (see 
Sutovsky, 1976, Sen, 1985) 

All this of course places some restrictions 
on the kinds of analysis possible: But we 
have tried to overcome this difficulty in the 
formal statistical port of our study by do¬ 
ing a probit type analysis to convert our 
tnchotomous data into a finer range of 
values The method is explained later 

II 

Preliminary Observations 
Ethnicity and Economic 
Motivation 

The importance of both economic 
motivation and cultural background in 
understanding migration and remittance 
behaviour emerges even at a first browsing 
of the evidence: For instance, a large majo¬ 
rity of the migrants—to wit, 63 per cent— 
reported that they had migrated to Delhi for 
work or business, 34 5 per cent came to 
accompany various family members, and the 


remaining 2 5 per cent came for education 
or ’other’ reasons The predominance of 
economic motives remains even when we 
disaggregate over state of origin, 70 per cent 
of those from UP came for work or 
business For the Punjab migrants the cor¬ 
responding figure is 58 5 per cent and for 
Thmil Nadu it is 54 per cent 

Some broad features of the migrants are 
summed up in table 1 Outlines of dif¬ 
ferences depending on the state of origin are 
evident in this, especially from parts B and C 
of the table. In general, it appears that the 
UP migrants’ links with home are the 
strongest Over 30 per cent of them remit 
money regularly, compared to about 8 per 
cent and 6 per cent for the Punjab and Thmil 
Nadu respondents A much larger fraction 
of the migrants from UP plan to return than 
those from the other states. 

In addition, we have some more indirect 
evidence about the UP migrant’s greater con¬ 
tact with home. Among all the household 
members aged 0-19 years, 6 4 per cent of 
those from UP had been bran in the native 
place because their mothers had gone back 
home for the delivery However, in the case 
of Punjab and Thmil Nadu, the correspon¬ 
ding figures were 2 3 per cent and 2 7 per 
cent respectively A second piece of evidence 
is even more informal In the course of the 
six-month longitudinal study which followed 
the interviews with the household heads, it 
was the women from UP who were most 
often unavailable because they had gone 
iway to their original homes for a visit This 
was especially so during the harvest season 
and the school summer holidays It is not 
clear that this can be explained simply in 
terms of the ‘nearness of home’ as one is 
tempted to do at first sight This is because 
the UP migrants, as may be recalled, are all 
from the eastern part of the state, which is 


Tabi e 1 Regional Differentials in Migrant's Views and Behaviour 
(N - 1863) 


(A) Relative Welfare In Place of DestmatioA (i e, Delhi) 


State of Origin 

Better Off in Delhi 

Worse Off m Delhi 

Same as Before 


(Per Cent) 

(Per Cent) 

Migration (Per Cent) 

(I) Punjab 

58 3 

17 7 

240 

(2) UP 

72 3 

73 

204 

(3) Thmil Nadu 

805 

63 

13 2 

(B) Residence Plans for the Future 



State of Origin 

Return Home 

Settle in Delhi 

Undecided 


(Per Cent) 

(Per Cent) 

(Per Cent) 

(1) Punjab 

37 

790 

17 3 

(2) UP 

13 1 

680 

18 9 

(3) Duml Nadu 

59 

842 

99 

(C) Remittances to Native Place 



State of Origin 

Regular (Per Cent) 

Not at All 

Sometimes 



(Per Cent) 

(Per Cent) 

(l) Punjab 

8) 

723 

196 

(2) UP 

304 

248 

440 

(3) Dunil Nadu 

59 

765 

176 
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farther from Delhi than most of Punjab, it 
is more likely that intrinsic cultural differ 
ences lead to such differences in behaviour 
(see also Ttovato and Haiti, 1983) 

It is virtually impossible to pin down the 
basic cause from such informal analysis 
This is because ethnic differences may com 
cide (while having no causal connections) 
with differences in some other characteristics 
and it may not be obvious whether a par¬ 
ticular difference is caused by the former or 
the latter It is to analyse the multiple causes 
simultaneously that we later resort to regres¬ 
sion analysis 

For the time being, there is another in¬ 
teresting feature in table I which is worth 
noting While it is the Punjabi who is least 
likely to think that the move to Delhi has 
made him better off, when it comes to wan 
ting to settle down in Delhi, he is much more 
likely to do so (79 per cent) than a person 
from UP (68 per cent) This appears to refute 
the popular view m economics that people 
choose their place of residence un order to 
enhance their economic well-being On the 
other hand it would also be wrong to reach 
a tirm contrary conclusion on this matter 
from such aggregate analysis for two 
reasons One, our regression analysis con¬ 
firms what was earlier argued—that the 
economic motive is important, as claimed 
not only by modern economists (like Stiglitz, 
1969, Harris and Ibdaro, 1970), but also 
Ravenstein (1885, 1889) Secondly, it might 
not be right to completely equate the 
migrant's self perception of being better off 
with eionomu well-being 

How do we reconcile the economic and 
cultural causations’ Does the latter prove 
that the economist's approach ought to be 
abandoned 7 How do our findings square 
with the celebrated Harns-Tbdaro model? 
These questions are taken up in the penulti¬ 
mate section The lost section sums up our 
main findings and suggests some stylised 
facts pertaining to migration and remittance. 
The formal regression analysis occurs in 
Section IV Before going to that we examine 
some received doctrines in the light of our 
data In particular, we comment on the role 
of caste, 

III 

Selectivity. Caste and Other 
Matters 

Mazumdar and Mazumdar (1976) have 
speculated that the social and economic in¬ 
justices which the lower castes face in the 
rural areas act as an important push factor 
in explaining the high proportion of lower 
caste migrants in a city like Delhi Our sam¬ 
ple too had a sizeable percentage of house- 
holds*belongmg to the scheduled caste, 
scheduled tribe and other backward castes— 
50 4 per cent of the Punjab respondents, 911 
per cent of the UP respondents, and 78 5 per 
cent of the Thmil Nadu respondents. 
However, this is not a random sample of all 
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migrants to the city and therefore says liule 
about the greater motivation for the lower 
castes to get out of their villages Indeed, 
as the review by Connell, Dasgupta, Laishley 
and Lipton (1976) concludes, in reality it is 
also the lowest caste and class groups which 
face the greatest intervening obstacles to 
migration 

In any case, it follows from Mazumdar 
and Mazumdar (1976) that, once they have 
moved, it is the lower castes which have the 
least incentive to return This contention 
finds support from some other sources (e g, 
UNESCO, 1956, Epstein, 1973) which found 
that the lowest caste groups were the most 
likely to exhibit declines in religious and 
social observances on migration 

However, as table 2, based on our data 
demonstrates, caste is an ambiguous in¬ 
dicator of the migrant’s desire to maintain 
contact with homo Contrary to expectation, 
in all three regional groups, the lower castes 
are more, not less, keen to return to their 
origins m the future. 

Again, the lower caste groups from UP 
are much more likely to return than those 
from Punjab and Tumi Nadu But there is 
an important distinction In relative terms 
(that is, relative to the upper caste) the lower 


caste groups from UP are least likely to 
return and lower caste Tamilians are most 
likely to do so This is evident from the last 
column of the ‘Future Plans’ section of 
table 2 

This fits in well with the welfare percep¬ 
tions of different castes Among the Tfamils, 
the percentage of lower caste members who 
feel they are better off here is smaller than 
the percentage of upper caste people who 
feel the same way This is true tor Punjab 
as well, but less markedly so For the UP 
migrant however, the lower castes seem to 
have gained as much from the move to Delhi 
as the upper castes 

One has to be careful in deducing too 
much from these numbers, but they do seem 
to suggest that either the oppression and in¬ 
equality of the village is not perceived in as 
stark terms as expected by the lower castes 
or that this same oppression and inequality 
persist and are perhaps exacerbated in the 
city Banerjee (1986) in hts well known survey 
of migrants to Delhi found that the earn 
mgs o r scheduled castes in manual salaried 
jobs did not increase with experience, while 
those of the upper castes did, suggesting the 
continued existence of caste discrimination 
in the conditions of work It ought to be 


Table 2 Role of Caste in Migrant’s Views and Behaviour 
(N - 1863) 


(A) Relative Welfare in Place of Destination, i e, Delhi 



State of Origin 

Caste 

Better Off in 

Worse Off in Same as Before 



Delhi (Per Cent) Delhi (Per Cent) 

(Per Cent) 

(1) Punjab 

Upper 

607 

14 1 


25 2 


Lower 

55 9 

213 


22 8 

(2) UP 

Upper 

77 0 

92 


13 8 


Lower 

718 

71 


21 1 

(3) Ifcmil Nadu 

Upper 

909 

45 


46 


Lower 

77 6 

68 


156 

(B) Residence Plana for the Future 





State of Origin 

Caste 

Return Home 

Settle in Undecided Lower 


(Per Cent) 

Delhi (Per 


Caste Re 




Cent) 


lative 
Propen 
sity to 
Return* 

(1) Punjab 

Upper 

22 

844 

13 3 



Lower 

52 

73 5 

21 3 

2 32 

(2) UP 

Upper 

81 

75 9 

161 



Lower 

13 6 

67 2 

192 

169 

(3) Tumi Nadu 

Upper 

23 

85 6 

121 



Lower 

69 

83 8 

93 

300 

(C) Remittances to Native Place 





State of Origin 

Caste 

Regular 

Not at All 


Sometimes 



(Per Cent) 

(Per Cent) 


(Per Cent) 

(1) Punjab 

Upper 

89 

712 


215 


Lower 

73 

75 0 


176 

(2) UP 

Upper 

230 

34 5 


42 5 


Lower 

311 

23 9 


45 0 

(3) Ihmil Nadu 

Upper 

68 

682 


250 


Lower 

56 

78 8 


15 6 


* Bsr cent of lower castes wanting to return home divided by per cent of upper castes wanting 
to return home 


Ml 

pointed out that, pursuing the above logic 
and given our evidence, the UP lower castes 
fare relatively worse in their rural habitat 
than their Punjabi and, more markedly, 
Tamil counterparts An indirect cor¬ 
roborative evidence for this (see Section C 
of table 2) is that the lower caste migrants 
from UP remit money home not only more 
regularly than the lower caste migrants from 
Punjab and Tamil Nadu, but also more 
regularly than the upper castes from their 
own region 

Timing from caste to the duration of stay 
in Delhi as an explanatory variable, we com¬ 
ment on two issues First, how does the 
amount of time already spent in the city in¬ 
fluence a migrant’s future plans (that is, his 
inclination to return) and frequency of 
remittance home 7 There is a large literature 
on this subject and we relate our findings 
to it fhe second question is more specific 
to the concerns of this paper C ould it be 
that our regional differences in future plans 
and remittance behaviour merely reflect the 
difft rentes in the length ol tune that the 
migrants from diflerent regions have spent 
in the city 7 We answer this in the negative 
and argue that cultural differences, in par 
ticular those relating to the status of women, 
cannot be ignored as an explanatory 
variable 

Thble 3 summarises the data on the native 
bond and the length of stay in Delhi It 
seems reasonable to expect that there will be 
an increasing disinclination to return home 
the longer a migrant has been away 4 This 
seems to be well corroborated by the Tunil 
and Punjabi respondents The UP data are, 
however, anomalous Here distance m time 
seems to lend greater enchantment to the 
view, except for the old dichards who have 
spent more than a quarter of a century in 
Delhi 

Remittances too seem to depend on both 
the length of stay and place of origin mak¬ 
ing it difficult to unilaterally support either 
Stark’s (1978) contention of an inverse 
U shaped functional relationship between 
remittances and duration of stay, or 
Banerjee’s (1986) finding that remittances in¬ 
crease with length of urban residence, or 
Connell et al’s (1976) view that they decline 
The Punjhb case agrees with Stark— 
remittances first increase, probably as the 
migrants And their feet and settle down into 
some kind of stable jobs, and then decline 
with the weakening of ties to the rural area 
Ihmil Nadu, on the other hand, behaves 
more in line with Connell et al’s feeling that 
remittances decrease over time as social links 
and urban perception of rural needs begin 
to falter—this is especially likely to be the 
case where the remittances have been sent 
to repay outstanding debts or to support 
family members more and more of whom 
are now joining the migrant in the city itself 
Only in the case of the UP migrants do 
remittances actually increase with length of 
Stay m Delhi a la Banerjee (1986) though it 
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Looking for Processes? 

Knowhow on Food, Building or Rural Technologies 

Approach NRDC 


• Bottling of Coconut water 

• Partially defatted edible Coconut 
gratings 

• White pepper powder from black 
pepper by dry grinding 

• Dry packed green pepper 

• Hand lay-up technique for moulding 
of Banana fabric polymer composite 
products 

• High pungent fraction & Colour from 
Indian Chilli Oleoresin 

• Instant Mango Pickle & Lime Pickle 

• Low Methoxyl Pectin 

• Compounded Asafoetida 

• Coffee & Tea Whitener based on Casein 

• Chitosan 

• Orange Lime-Lemon carbonated 
beverages 

• Cocobutter & Powder from Cocomass 

• Tamarind Powder 

• Papain (IP) & Papain Concentrate 

• Rice bran Stabilizer 

• Tamarind Juice Concentrate 

• Garlic Powder 

• Oil Citrates & Pectin from Lime 

• Egg albumen flakes 

• Balwan — Bullock Cart of improved 
design 

• Agrowaste Compaction machine 


Semi Mechanised Building Bricks 
High Draught Continuous Kiln 
Brick making machine (Extrusion) 
Cement Paints 

Heavy Duty Flooring Tiles {fom 
Magnesium Oxy Chloride 
Wood Wool Boards with Portland 
Cement and/or Magnesium Oxy 
Chloride 

Door and Window Frames from 
Magnesium Oxy Chloride Cement 
Calcination of Dolomite 
Silicate Based Water Proofing 
formulation 

Improved Burning of Limestone 
Lime Hydrator for hydrated lime 
Fire Retardant Impregnant for Wood 
Fire Retardant Paint 
Improved method of construction of 
Compaction Piles 

Exfoliation of Vermiculite/Vermiculite 
Insulations Bricks 
Fibrous Gypsum Plaster Boards 
Rapid setting Lime Plaster 
Clay Flooring and roofing tiles 
Gypsum Calcining Cattle 
Corrugated Roofing Sheet from Coir 
Waste/Woodwool 

Plastic composite panels/partitions/ 
claddings/flush doors 
Fly Ash Bricks 
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finally declines for me over 25-year-ago 
migrants 

So, the only stylised fact that emerges as 
origin-invariant is that once a migrant has 
lived away from his rural habitat for a very 
long tune (about a quarter of a century) the 
native bond necessarily weakens—remit¬ 
tances become infrequent and the desire to 
return migrate fades For all shorter periods 
of stay in the urban area, the evidence is 
mixed lb understand it one has to bring in 
the ethnic variable Stark (1978), Banerjee 
(1986) and Connell el al (1976) could each 
have had their mutually contradictory 
hypotheses ratified by choosing migrants of 
different regions of origin 

lb be sure, the cultural factor can in turn 


be disaggregated into a number of more 
general components, 9 but our point« that 
these disaggnetated characteristics are so in¬ 
trinsic to the specific culture of each of the 
regions considered that attributing our 
observed regional differences to these 
characteristics is equivalent to attributing 
them (o their distinct cultural identities 6 
Unfortunately we do not have enough 
data to proble sufficiently deeply into the 
main features of the underlying cultural 
system which could account for the migrants’ 
differences in the strength of the native 
bond, but we have enough to be at least able 
to speculate on some of these 
To our minjls one of the important (and 
perhaps most important) underlying mecha- 


Table 3 Role of Length of Urban Residencl in Migrant’s Views and Bfhaviour 

(N - 1863) 


(A) Relative Welfare in Place of Destination, l e, Delhi 



State of Origin 

Duration of Stay 

Better Off in 

Worse Off in 

Same as Before 


in Delhi 

Delhi 

Delhi 

Migration 


(Years) 

(Per < ent) 

(Per Cent) 

(Per Cent) 

(1) Punjab 

00-09 

467 

467 

67 


10-14 

71 4 

14 3 

14 3 


15-24 

65 8 

18 3 

15 9 


25 + 

53 6 

ISO 

314 

(2) UP 

00- 09 

721 

10 3 

17 6 


10- 14 

70 7 

83 

210 


15-24 

72 3 

84 

19 3 


25 + 

73 6 

31 

23 4 

(3) Thmil Nadu 

00 09 

78 0 

91 

121 

10-14 

77 8 

52 

17 0 


15-24 

80 9 

54 

13 7 


25 + 

84 5 

78 

78 

(B) Residence Plans for the Future 




State of Origin 

Duration of Stay 

Settle in Delhi 

Return Home 

Undecided 


in Delhi (Years) 

(Per Cent) 

(Per Cent) 


(1) Punjab 

00-09 

13 3 

600 

267 


10-14 

95 

57 1 

33 3 


15-24 

49 

81 7 

13 4 


25 + 

1 3 

82 4 

16 3 

(2) UP 

00-09 

88 

79 4 

118 

10-14 

16 6 

646 

18 8 


15-24 

15 7 

61 8 

22 5 


25 + 

5 7 

81 1 

13 2 

(3) Thmil Nadu 

00-09 

8 1 

818 

81 

10-14 

44 

88 9 

68 


15-24 

69 

805 

126 


25+ 

29 

88 3 

8 7 

(C) Remittances to Native Place 




State of Origin 

Length of Stay 

Regular 

Not at All 

Sometimes 


in Delhi (Years) 

(Per Cent) 

(Per Cent) 

(Per Cent) 

(I) Punjab 

00-09 

67 

86 7 

67 


tO-14 

28 6 

52 4 

19 0 


15-24 

49 

70 7 

244 


25 + 

72 

74 5 

18 3 

(2) UP 

00-09 

23 5 

36 8 

39 7 

10-14 

34 8 

17 1 

481 


15-24 

33 7 

21 3 

45 0 


25 + 

216 

35 2 

43 2 

(3) Thmil Nadu 

00-09 

101 

717 

18 2 

10-14 

67 

79 3 

141 


15-24 

56 

78 0 

16 2 


25+ 

10 

73 8 

25 2 


nisms relates to regional differences in the 
status of women In recent yean there has 
been a spate of research to suggest that there 
exist strong regional differences in India m 
several (related) measures of the status of 
women—for example, their patterns of 
education, employment, mortality, autonomy 
within and outside the household and both 
physical and effective seclusion (see, among 
others, Karve, 1965, Sopher, 1980, Millar, 
1986, Dyson and Moore, 1983) 

In the present context one way in which 
this is reflected is the greater tendency of the 
UP migrant to leave his family behind when 
he comes in our sample, 20 per cent of the 
households from UP had no women, 
whereas the corresponding percentages for 
Punjab and Thmil Nadu were 1 8 per cent 
and 1 8 per cent respectively And as seen 
in table 4, in the latter two cases the men 
in the women less households were more 
likely to be unmarried or widowed, whereas 
a high 85 per cent of the men in the UP 
sample households without women were cur¬ 
rently married 

A wife and family in the village is 
obviously a strong incentive to return as well 
as to remit money home and table 4 indicates 
that the male migrants from UP are not 
abnormal in this respect In fact this kind 
of conjugal separation of migrants from 
Uttar Pradesh has been noted by several 
researchers (for example, Mazumdar and 
Mazumdar, 1976, Singh, 1977, Banerjee, 
1984) Indeed this aspect of the Uttar 
Pradesh culture makes it imperative to intro¬ 
duce a regional control while testing 
Ravenstein's law (see Lee, 1966) that women 
are more likely to migrate if the distance is 
short than if it is long In our case, the 
Thmilian women show much less hesitation 
in undertaking the long journey to Delhi 
than to their more conservative counterparts 
from eastern UP But once they get here, the 
greater distance probably plays a role in 
making the break with the homeland more 
complete 

The relatively strong native bond, even of 
the UP households with women, is also 
probably partly related to the cultural role 
of women in this society As census data 
demonstrate, and our data confirm, the 
women from UP is much less likely to be 
employed than the women from Thmil Nadu 
In our sample, 5 9 per cent of the married 
UP women, Jtl 6 per cent of the Punjabi 
women and as many as 64 8 per cent of the 
Tkmihan women were involved in some form 
of productive activity This means that the 
economic stakes of the UP household in 
Delhi are much lower than those of the Thmil 
Nadu (and even Punjab) household because 
a return to the village for other reasons 
means a loss of one attractive salary, not 
two Secondly, the fact of a job (plus the 
greater physical distance as already men¬ 
tioned) places a serious constraint on the 
Thmil woman's regular interaction with the 
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home village Such interaction is much more 
possible and regular in the case or the 
women from Uttar Pradesh as we found out 
to the detriment of some parts of our field 
work We would like to hypothesise that the 
case with which links can be maintained bet 
ween the women and the household's place 
of origin has a significant influence on the 
household’s overall future plans and connec 
tions with the native place and this ease in 
turn depends not just on disinncc but also 
on culture 

IV 

Remittance and Return 
Migration A Formal Analysis 

We have now ccammed the ioIc of several 
variables in migration and remittance pat 
terns Some of these variables do not lend 
ihemsevlcs to statistical analysis Others, 
such as duration of stay and economic 
welfare, do Moreover there are still other tm 


portant variables, like age and family size, 
which have figured in the literature but 
which we have not discussed thus far In this 
section we do a probit-type (as explained 
later) analysis to take simultaneous account 
of the measurable variables Before begin¬ 
ning, we wish to emphasise that we do not 
consider the more amorphous causation 
which has been already discussed as un¬ 
important In fact its importance explains 
our long preamble to this formal analysis 
where methodology requires us to keep our 
focus narrower The main advantage of a 
regression analysis is that it allows us to 
analyse simultaneous causation 

The estimation exercise was motivated by 
an attempt to model migrants' preferences 
between settling in Delhi or returning to their 
place of origin and their remittance pattern 
and to explain them by a combination of 
economic and demographic variables The 
variables used were the aggregate household 


expenditure X, the age of the head of the 
household A, household size S. the number 
of young children (0-4 years) m the hous» 
hold YC, and the number of older (aged 5-14 
years) children OC We also analysed the 
effect of duration of stay in Delhi and the 
household head’s assessment of whether he 
is better off in Delhi or not 
Since we have only 'richotomous data on 
each of the dependent variables (regarding 
plans to return, for example, we simply know 
whether a household is certain about return¬ 
ing, certain about not returning, or uncertain 
about its future residence), we have grouped 
our data by state of origin and occupation 
of the household head 7 That is, all Punjabi 
wage labourers would be placed in one 
group If a household was Tamil it would 
be in a different group, so would a house¬ 
hold where the head was a blue collar 
government worker Then we take the 
average characteristic of each group for our 
regression For each group we estimate the 
proportion of households that want to even¬ 
tually return home, settle here and are 
undecided and label these P,, P 2 and P, 
respectively, so that P, + P 2 + P 3 = 1 
Similarly, for remittances for each group we 
define the proportion of households that 
remit regularly, never and occasionally as 
r,, r 2 and r,, so that r, + r 2 + r 3 = 1 
In the first set o£ equations we try to find 
out whether the following functional rela 
tionships exist and, if they do, their nature 
P ,h = f.(X h . A h .S h . YC h ,OC h ) + u, (1) 
r , h -8,(X h . \>S„. YC^OCy+v, (2) 
Where h refers to the occupation-state of 
origin group and h - 1, ,18, since we have 

38 groups over the three states of origin, and 
i*l, ,3 Further u ( and v, are the 
stochastic error terms ^ can be ngarded 

as the probability that a representative 
household of group h will want to return to 
its origin, P 2 . the probability that he will 
want to remain in Delhi and P ]h the pro¬ 
bability that he is undecided about hts future 
plans The r |h s are defined similarly 
Equations (1) and (2) contain essentially 
qualitative vat tables on the left hand side 
Those are converted into what Maddela 
(1977, p 162) calls “limited and dummy 
dependent*' variables, namely, in the form 
of “proportions" for the purpose of 
estimation 

For estimation purposes we use the 
following functional forms for (1) and (2) 

P, = o, + 0, log X + r , YC (or OC) 

+ d ( A + u, (3) 

r, « a, + £ log X + r, YC (or OC) 

+ A + v, (4) 

if 1, 2, 3 

We do not present the results for i * 3 
because, given the adding-up conditions on 
the P,s and r s, this is trivial Before presen¬ 
ting our results it is worth pointing out that 
our method could be thought of as a hybrid 


1 abi e 4 

Migrant s Views and Bfhaviour in Househoi ds with No Women 
(N * 212) 

(A) Marital Statu* 



State of Origin 

Single (Per Cent) Married (Per Cent) Widowed/Separated 




(Per Cent) 

(1) Punjab 

20 0 

400 

400 

(2) UP 

3 1 

85 2 

11 7 

(3) Tamil Nadu 

36 4 

36 4 

27 3 

(B) Residence Plans for the Future 



State of Origin 

Return Home Settle in Delhi 

Undecided 


(Per Cent) 

(Per Cent) 

(Per Cent) 

(1) Punjab 

00 

200 

800 

(2) UP 

15 3 

59 2 

25 S 

(3) Tamil Nadu 

00 

1000 

00 

(C) Remittances to Native Place 



State oi Origin 

Regular (Per Cent) Not at All 

Sometimes 



(Per Cent) 

(Per Cent) 

(1) Punjab 

20 0 

400 

400 

(2) UP 

55 6 

77 

36 7 

(3) Tamil Nadu 

18 2 

81 8 

00 

fABl E 5 fcSTlM ATFD RFl AT IONSHIPS BtTWEFN MlORANT'S LIKELIHOOD OF SEITLlNG/RETURNlNa 


and E< onomic/DemociRaphic Variables—Ali Regions 


(t values in brackets) 


P, - - 017 

004 log X f 015 YC 

+ 016 log A + 0001 

DU, R 2 - 019 

(101) 

(166) (632) 

(584) (024) 


P 2 - 490 - 

170 log X + 061 YC 

+ 019 log A + 086 

DU, R 2 = 266 

(79) 

( 25) (80) 

(23) (240) 

P, - - 064 - 

001 log X + 030 OC 

+ 015 log A + 008 

DU, R 2 =» 084 

„ < 45) 

(03) (1 67) 

(64) (68) 

P 2 = 279 + 

127 log X - 116 OC 

- 034 log A + 050 

DU, R 2 * 338 

(64) 

(2 04) (2 07) 

(0 47) (14) 



P, * Probability of returning home 
Pj » Probability of settling in Delhi 
X - Aggregate household expenditure 
YC - Number of young (0 4 years) children 
DC -- Number of older (0 4 years) children 
A * Age of household head 

DU = Regional dummy 1 * Punjab, 2 * UP, 3 * Tamil Nadu 
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of a utility-maximising demand system 
framework and a probit model for estima¬ 
tion Strictly speaking, it is neither since, 
unlike in a demand system, we do not have 
a well specified budget constraint, nor are 
the choice variables capable of exact 
measurement Neither is it a pure probit ex¬ 
ercise, since our estimating equations do not 
have any known probabilistic representation 
However, for the purpose of the present ex¬ 
ercise, it is the spint of the respective models 
that is important and, as our empirical 
results confirm, we do get sensible economic 
magnitudes using our hybrid approach 
In the following discussion, we refer only 
to the case where the dependent variable is 
P,, though these remarks are meant to app 
ly to r, as well Each household in category 
h arrives at that combination of probabilities 
* P lh> P 2h* P 3h) that, given its native bond 
and the economic and demographic con¬ 
straints that are exogenous to itself, best 
sums up its ‘feelings’ after migration The 
analogy here is with a utility maximising 
consumer who maximises his welfare sub 
ject to his budget constraint and arrives at 
commodity i’s budget share 

w, - r, (x, z) + u, (5) 

where X is aggregate expenditure and Z is' 
a vector of other economic and demographic 
variables, 8 W t = I The anologous 
variables here are W, and P | each of which 
must be between zero and unity This is 
however an important deference between 
them—-W,, unlike P ( , is obtained from 
economically quantifiable magnitudes, 
namely consumer expenditures 

A well known functional form for (5) is 
the Almost Ideal Demand System (AIDS) 
of Deaton and Muellbauer (1980) It has 
been demographically extended and used in 
Ray (1980) to analyse Indian expenditure 
patterns If we interpret the budget shares 
W l s as P,s or r,s, then we obtain the above 
functional forms (3) and (4) The adding up 
conditions £1^ 5 j i - I ensures ill u 2^ - 

2a, - 1 Ip,- Ip, l r , 2d, - 2d, 0 

The OIS estimates of the regression of (3) 
ahd (4) are presented in tables 5 and 6 9 We 
have inserted a regional dummy to allow for 
changing intercepts between the three states, 
namely Punjab, UP and Tkmil Nadu, from 
which the migrants in our study came. Some 
of the main points that emerge from tables 5 
and 6 are summed up below Bearing in 
mind the cross-sectional nature of the daw, 
the estimated relationships are far from 
negligible 

(1) The ‘remittance’ relationships are much 
stronger than their ‘settlement’ 
counterparts 

(2) The presence of children and variation 
m their number across households have 
no discernible impact on remittances In 
contrast, cetera paribus, the presence of 
an older child makes a household less 


Tlkelv to want to settle in Delhi A 
younger enfld, in contrast, has no signi¬ 
ficant effect on any of the dependent 
variables 

(3) Household affluence, as measured by its 
aggregate expenditure, X, and a house¬ 
holds link with home; as measured by the 
age of the household head. A, turn out 
to be verv important determinants of a 
household’s remittance pattern A 
relatively affluent household is more 
likely to be a ‘regular’ remitter, very poor 
households are unlikely to remit any 
money at all In contrast, the older the 
household head, the more disUnt is us 
family link with the native village and 
this possibity explains us failure to remit 
home any money Households with 
younger heads are more likely to have 
elderly dependents back at home and are 
thus regular remitters In contrast to all 
this, the age of the household head ap¬ 
pears to have no significant effect on its 
decision to settle permanently or not in 
Delhi 

(4) The dummy variables’ coefficients test 
for possible differences between inter¬ 
cepts across regions of origin Even here; 
the result is asymmetric between the two 


dependent variables—is the presence of 
young children the settlement intercepts, 
unlike the remittance intercepts, are 
significantly different between regions 
In the context of the present study, and 
remembering that the dummy variable 
takes the value of 1 for Punjab, 2 for UP 
and 3 for Thmil Nadu, one way of inter¬ 
preting this result is to mean that the fur¬ 
ther a migrant’s place or origin is from 
Delhi, the stronger is the possibility that 
the relevant household will settle m 
Delhi In other words, a migrant from 
UP is more likely to return home than 
someone from liunil Nadu This result 
may appear counter-intuitive at first, 
since the further geographically and, 
hence, culturally/socio-politically one is 
from home, the more ‘homesick* one 
would be and, therefore, the less (not 
more) likely that one would want to settle 
permanently in the new place That the 
reverse appears to be thercase may well 
be due to the nexus of new local cultural 
and socio-political groupings that act as 
substitutes for those at home Also, when 
a Tamilian migrates to Delhi, because of 
the relatively large geographical distance 
involved, he/she would be psychological 


r able 6 Estimated Relationships between Migrant’s Remittance Frequency and 
Lconomic/Democraphic Variables—All Regions 
(t-values in brackets) 


r l 

- - 325 

+ 149 log X + 

076 YC - 

124 log A + 

004 DU. 

R 1 m 

418 


(106) 

(3 75) 

(170) 

(2 52) 

(18) 



r 2 

= 2 015 

- 447 log X - 

013 YC + 

284 log A - 

002 DU. 

R 2 » 

554 


(3 36) 

(5 73) 

(14) 

(2 95) 

(06) 



r, 

~ - 177 

+- 141 log X + 

048 OC - 

149 log A + 

015 DU, 

R 2 » 

40) 


(64) 

(3 56) 

(1 37) 

(3 24) 

(65) 



r 2 

- 2 225 

- 460 log X - 

071 OC + 

274 log A - 

002 DU, 

R 1 = 

570 


(4 27) 

(615) 

(106) 

014) 

(52) 




r, = Proportion of migrants who remit regularly 
r 2 - Proportion of migrants who do not remit ai all 
Remaining symbols as in Table S 


Tabi 17 Esj imat ed Relationships between Migrant’s Likelihood or Settling in Delhi (P 2 ) 
and Economic /Demographic Variabi es— Region w isi 
(t values in brackets) 






Punjab 







f 2 

= - 2 226 

+ 304 log 

X - 444 YC 

v 521 logA, 

R 2 

- 

625 


(2 35) 


(2 64) 

(179) 


(2 29) 




P 2 

- - 832 r 

092 

log X 

- 286 OC + 

401 

log 

A 

R 2 

s 

662 


(73) 


(67) 

(21) 


(190) 








Uttar Pradesh 







P 2 

-- 2 226 

114 

log X 

- 23 YC - 

141 

log 

A 

R 2 


202 


(I 17) 


(65) 

(I 28) 


(131) 




P 2 

= 869 + 

006 

log X 

+ 042 OC + 

028 

log 

A. 

R 2 

s. 

117 


(59) 

(15) 


(96) 

(69) 









Tamil Nadu 







P, 

- 681 + 

057 

log X 

+ 118 YC - 

068 

log 

A, 

R 2 

sc 

311 


(77) 

(55) 


(192) 

(31) 





P 2 

= 1 14 + 

023 

log X 

+ 038 OC - 

118 

log 

A. 

R 2 

= 

069 


(I 2) 

(19) 


(61) 

(47) 







Symbols as in Ikble 5 
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ly more prepared to nay on in Delhi than 
his/her counterpart from Punjab or UP 

(5) While tables 5 and 6 generally report in 
significant differences in the intercept 
dummies, each of the estimating equa 
tions was tested for invariances as a 
whole (that is involving both intercepts 
and coefficients) across the three states 
of origin This was done by estimating 
each of the 12 equations presented in 
tables 5 and 6 separately for Punjab, UP 
and lamil Nadu and then doing a 
f statistic based test by comparing the 
‘residual’ or ‘error sum of squares’ bet 
ween the state's equation and that of all 
the states pooled together Wt can report 
that in each case and without exception 
the hypothesis of a state invariant regres 
sion relationship is conclusively rejected 
by the data 

(6) iWo of the strongest relationships in 
tables 5 and 6 are the estimating equa 
tions for P 2 and r 2 respectively fables 
7 and 8 present these estimated relation 
ships with young and old children for the 
three regions of oiigm of the migiants 
Each of these tables reveals somt in 
teresting variations across regions that 
is hidden by the aggregate pictures of 
tables 5 and 6 fable 7 for example 
shows that the relationship is much 
stronger for Punjab than for cither ol 
the other two states of origin The age 
of the head of household has a large and 
positively significant effect on a Punjabi 
migrant household’s wanting to settle 
down in Delhi unlike in the other two 
states 

(7) The remittance relationships arc quite 
strong, especially lor UP Unlike in (6) 
above, the age of the head of a UP 
migrant household has a significantly 
positive effect on loosening its economic 
links with home by increasing the pro 
bability that it will cease to remit any 
money home This is, however, not the 


case either for Punjab or famil Nadu 
In contrast, the presence of an older 
child in a famtl migrant household is 
likely to encourage it to remit money 
home It is difficult to think of a satisfac¬ 
tory explanation for this result 
The next set of tests undertaken in this 
study were qualitative in nature and using 
two-way contingency tables we carried out 
chi-square based tests of the following 
hypotheses 

HI No association between remittance and 
occupation class 

H2 No association between likelihood of 
returning and regularity of remittance 
H3 No association between remittance and 
state of origin 

With the exception of Punjab and lamil 
Nadu loi hypothesis 1, none of the other 
hypotheses were accepted at either I per cent 
or 5 per cent level of significance In other 
words, the data found significant levels of 
association, for all three regions between the 
likelihood of returning and regularity of 
remittance The computed chi-squart values 
showed a very heavy rejection The nature 
and direction of association bttween remit¬ 
tance and settlement plans is an interesting 
arta for further research 
We have suggested in the earlier discus¬ 
sion that the relation between length of stay 
in Delhi and alternatively, the likelihood of 
return to place of origin and remittance frt 
quency mav be non linear Nevertheless, we 
investigated its impact using the above 
rcgtession model for this we re estimated 
the regression equations of tables 5 and 6 
with length of stay I m ycai s, and YC and 
OC aggregated into the number of children 
C, besides X as rcgressois The results were 
consistent with our earlier finding in the 
sense that the remittance pattern seems more 
amenable to explanation than settlement 
plans The length of slay appears to have 
little effect on settlement It is however 
noteworthy that the longer a migrant has 


resided away from home the less likely is the 
possibility that he will remit money home 
This should be taken with all the qualifica¬ 
tions of section III 

We also formally explored the relation bet¬ 
ween the fraction of a group that is better 
otf in Delhi and the fraction that plans to 
return to its origin The relation appeared 
to be weak, but in the right direction 

Economic Theory and 
Evidence 

How does the fact that cultural and 
sociological factors matter impinge on the 
‘economic’ approach to migration analysis 7 
The answer clearly depends on what we 
mean by an ‘economic approach’ In the 
literature criticising the economist’s analysis 
of migration, the economist’s analysis is all 
too otten identified totally with Harris and 
fodaro’s migration equilibrium equation In 
fht Harrislodaro model, (I) a labourer 
migrates to a sector where the expected wage 
is highest and (2) the expected wage of a 
sector is calculated by multiplying the wage 
rate prevailing in that sector by the ratio of 
the employment Itvcl and size of the labour 
foice in that sector (this being a proxy for 
probability) 10 

Sundaram (1986) has recently computed 
expected wages by this method for India and 
has tested its explanatory power for the 
volume of migration His result is that this 
variable explains little This in itself is a sur 
ptismg result which merits further investiga¬ 
tion But we shall argue here that lus claim 
that this shows the unimportance of ex 
pected income is incorrect The results from 
his identifying the expected income approach 
totally with the Harris Todaro approach 

What Sundaram tests is the role of (1) and 
(2) embodied in one variable Thus, from his 
refutation it cannot be concluded that he was 
refuted (I) Fxpccted wage may still be im¬ 
portant but workers may be calculating the 
probability of finding a job differently from 
tht Harris Todaro method" or they may 
not be affected by the factory wage in the 
urban sector because they do not expect to 
work in a factory 12 

By economic approach we shall mean one 
which emphasises the role of expected wage 
(without requiring the specific Hams-lbdaro 
computation), and we sub-classify this into 
two categories 

(A) This asserts that the decision to migrate 
is based only on expected incomes 

(B) This requires that the decision to migrate 
is based only on expected incomes and 
other economic variables This would 
include the case (as in Stigliu, 1969) 
where a migrant looks at the package 
of income and leisure that he expects at 
the destination and gets at the origin 
and decides on the basis of this whether 
or not to migrate 


Tabu 8 Estimated Rri ationships between Miorant’s Probability oi Nevfr Remitting 
Money and Fconomic/Demographic Variabus—Rlgion-wise 
(t values in brackets) 


Punjab 


r 2 

- 2 048 - 

(2 81) 

188 log > 
(2 16) 

: - 006 YC - 065 

(03) ( 38) 

log A, 

R 2 

- 

393 

r 2 

- 2 752 

(144) 

275 log X 
(2 87) 

- 142 OC - 

(148) 

Uttar Pradesh 

079 

log A, 
(53) 

R 2 


523 

r 2 

604 

.(46) 

112 log X 
(184) 

+ 187 YC + 

(107) 

359 

log A, 
(3 43) 

R 2 

- 

757 

r. 

= 1 999 - 

<3 72) 

450 log X 
(4 42) 

- 063 OC + 

(61) 

Tamil Nadu 

259 

log A, 
(2 75) 

R 2 


737 

f 2 

- - 2 728 

(3 09) 

282 log X 
(2 69) 

- 037 YC - 

(60) 

109 

log A, 
(50) 

R 2 


482 

f 2 

*= 2 35 - 

(1 95) 

211 log X 
(2 84) 

- 121 OC - 

(3 32) 

086 

log A, 
(58) 

R 2 


758 


Symbols as in fable 3 
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ly more prepared to stay on in Delhi than 
his/her counterpart from Punjab or UP 

(5) While tables 5 and 6 generallv report in 
significant differences in the interc ep( 
dummies, each of the estimating equa 
ttons was tested foi invariances as a 
whole (that is involving both mteicepts 
and coefficients) across the three states 
of origin This was done by estimating 
each of the 12 equations presented in 
tables 5 and 6 separately foi Punjab, UP 
and Tamil Ntdu and thin doing a 
I statisuc bastd lest by comparing tht 
‘residual’ or ‘error sum of squares’ bet 
ween the state’s equation and that of all 
the states pooled together We can report 
that in each case and without exception, 
the hypothesis of a state invariant regres¬ 
sion relationship is conclusively rtjected 
by the data 

(6) T\vo of the strongest relationships m 
tables 5 and 6 are the estimating equa 
lions for P 2 and r 2 respectively Tfcbles 
7 and 8 present these estimated relation 
ships with voung and old children tor the 
three legions of origin of the migrants 
Each of these tables reveals some in 
teresting variations across regions that 
is hidden by the aggregate pictures of 
tables 5 and 6 Utble 7 for example, 
shows that the relationship is much 
stronger for Punjab than for cither ol 
the other two states of origin Tht age 
of the head of household has a large and 
positively significant effect on a Punjabi 
migrant household's wanting to settle 
down in Delhi unlike in the other two 
states 

(7) The remittance relationships are quite 
strong, especially tor UP Unlike in (6) 
above, the age of the head of a UP 
migrant household has a significantly 
positive eftect on loosening its economic 
links with home by increasing the pro¬ 
bability that it will cease to remit any 
money home. This is however, not the 


case either for Punjab or Thmil Nadu 
In contrast, the presence of an older 
child in a Thmil migrant household is 
likely to encourage it to remit money 
home It is difficult to think of a satisfac¬ 
tory explanation for this result 
The next set of tests undertaken in this 
study were qualitative m nature and using 
two-way contingency tables we earned out 
chi-square based tests of the following 
hypotheses 

HI No association between remittance and 
occupation class 

H2 No association between likelihood of 
returning and regularity of remittance 
H3 No association between remittance and 
state of origin 

With the exception of Punjab and Thmil 
Nadu foi hypothesis 1, none ol the other 
hypotheses were accepted at either I per cent 
or J per cent level of significance In other 
words the data found significant levels of 
association, lor all three regions, between the 
likelihood of returning and regularity of 
remittance The computed chi-square values 
showed i very heavy rejection The nature 
and direction of association between remit 
tance and settlement plans is an interesting 
area for fuithcr research 
We have suggested in the earlier discus 
sion that the relation between length of stay 
in Delhi and alternatively the likelihood of 
return to pi ice of origin and remittance lie 
quency may be non linear Nevertheless, we 
investigated us impact using the above 
regression model Tor this we re estimated 
the regression equations of tables 5 and 6, 
with length of stay L in years, and YC and 
OC aggregated into the number of children 
t, besides X as regressors Tht results were 
consistent with our earlier finding in the 
sense that the remittance pattern seems more 
amenable to explanation than settlement 
plans The length of stay appears to have 
little effect on settlement It is however 
noteworthy that the longer a migrant has 


resided away from home the less likely is the 
possibility that he will remit money home 
This should be taken with all the qualifica¬ 
tions of section III 

We also formally explored the relation bet 
ween the fraction of a group that » better 
ofl in Delhi and the fraction that plans to 
retui n to its origin The relation appeared 
to be weak, but in the right direction 

Economic Theory and 
Evidence 

How does the tact that cultural and 
sociological factors matter impinge on the 
economic' approach to migration analysis 7 
The answer clearly depends on what we 
mean by an ‘economic approach' In the 
literature criticising the economist’s analysis 
of migration, the economist’s analysis is all 
too often identified totally with Harris and 
Todaro’s migration equilibrium equation In 
the HarrisTodaro model (1) a labourer 
migrates to a sector where the expected wage 
is highest and (2) the expected wage of a 
sector is calculated by multiplying the wage 
rate ptevailmg in that sector by the ratio of 
the employment level and size of the labour 
forte in that sector (this being a proxy for 
probability) 10 

Sundaram (1986) has recently computed 
expeettd wages by this method lor India and 
has tested its explanatory power for the 
volume of migration His result is that this 
variable explains little This in itself is a sur 
pi ising result which merits further investiga¬ 
tion But we shall argue here that his claim 
that this shows the unimportance of ex¬ 
pected income is incorrect The results from 
his identifying the expected income approach 
totally with the Harns-Todaro approach 

What Sundaram tests is the role of (I) and 
(2) embodied in one variable. Thus, from his 
refutation it cannot be concluded that he was 
refuted (I) Expected wage may still be im¬ 
portant but workers may be calculating the 
probability of finding a job differently from 
the Harris Todaro method" or they may 
not be affected by the factory wage in the 
urban sector because they do not expect to 
work in a factory 12 

By economic approach we shall mean one 
which emphasises the role of expected wage 
(without requiring the specific Harns-Tbdaro 
computation), and we sub-dassify this into 
two categories 

(A) This asserts that the decision to migrate 
is based only on expected incomes 

(B) This requires that the decision to migrate 
is based only on expected incomes and 
other economic variables This would 
include the case (as in Stiglitz, 1969) 
where a migrant looks at the package 
of income and leisure that he expects at 
the destination and gets at the origin 
and decides on the basis of this whether 
or not to migrate 


Tabu- 8 Estimati-d Km ationships betwffn Migrant s Probability of Nevfr Remitting 
Monev and Economy/Demographic Variables—Region wisf 
(t values in brackets) 


Punjab 


h 

- 2 048 

188 log X 

006 YC 

-065 

log A, 

R 2 

-x 

393 


(2 83) 

(2 16) 

(03) 

(38) 





r 2 

- 2 752 

274 log X 

142 OC - 

079 

log A, 

R 2 

=2 

523 


0 44) 

(2 87) 

(148) 


(53) 







Uttar Pradesh 






r. 

604 

312 log X 

+• 187 YC + 

359 

log A, 

R 2 

= 

757 


.(46) 

(181) 

(107) 


(3 43) 





*• 1 999 - 

450 log X 

- 063 OC 4 

259 

log A, 

R 2 


737 


(3 72) 

(4 42) 

(61) 


(2 75) 







Tamil Nadu 






t 2 

- - 2 728 

282 log X 

- 037 YC 

- 109 

log A, 

R J 

= 

482 


(3 09) 

(2 69) 

(60) 


(50) 




r 2 

-= 2 35 - 

211 log X 

- 121 OC - 

086 

log A, 

R 2 

S 

758 


(3 95) 

(2 84) 

(3 32) 


(58) 





Symbols as in Thblc 5 
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The finding that sociological and cultural 
factors matter (as noted by several social 
scientists and confirmed by our data) refutes 
(A) but, and this is the interesting point, this 
may be perfectly compatible with (B) This 
is because as soon as we have more than one 
variable entering a person's objective func 
tion (even though all the variables mav be 
‘economic’), the question of valuation 
becomes important That is, two individuals 
facing the same options may behave dif¬ 
ferently because they value for example, 
leisure and income differently Now if It so 
happens that the persons from, one ethnic 
background have one kind of preference 
which is distinct from the preference of those 
of another ethnic origin, then the data will 
show up ethnicity as an explanatory variable 
in determining migration But this would m 
no way be contradictory to approach (B) 
above Similarly the sociological charac 
teristics of people could influence their 
valuation (unctions (or utility functions) and 
through this affect behaviour Thus (B) is an 
economic approach but one which is con 
soneni with ihc view that culture matieis 

Despitt i)us, wc may wish to go a step 
further and argue for an economics inclusive 
appro tell which stresses the role ol 
economic variables, but leaves room for 
other kinds of causation to influence dim rlv 
the decision lo migrate and remit and not 
simply via the valuation function 11 Of 
course one his to avc d the pitfall of in 
eluding everything as an argument, if tor no 
other rcison because the pit is already over 
crowded' In this paper wc have tried precise 
ly this—to step out ol economics where 
necessary but to fry to isolate a few salient 
causal factors 

VI 

Concluding Remarks 

In the existing literature the decision to 
migrate has been modelled far more fre 
quently than remittance behaviour Our 
results suggest that this is somewhat ironic 
because it .is remittance patterns which are 
more stable and hence tractable Some rela 
lions concerning this emerge quite clearly 
from our data (A) The more affluent 
migrant households are likely to be the more 
regular remitters (B) 1 he older the head ol 
a household, the less regular us remittances 
are likely to be ((.) Overall, the longer a 
family has stayed away from home, the less 
regularly it remits money This overall 
feature however shows marked variations 
and even non linearities once the sample is 
broken up into ethnic groups The Punjab 
sample exhibits an tnverse-U relation as its 
length of stay away from its origin increase' 
a household's remittances first become more 
frequent and then decline Since such pat 
terns have been noted by other researchers 
as well and is also weekly corroborated by 
our UP sample, this deserves greater 
theoretical attention 


In the formal statistical analysis and the 
general discussions it was noted that culture 
plays a significant role in determining 
behaviour We wish to argue that this, in 
stead of being a daunting problem for the 
ecom mist could be used to his advantage 
The heterogeneity of human preferences 
often causes a problem tor the applied 
economist and he frequently assumes, 
against the grain of reality, that all indi 
viduals have identical preference relations 
The importance of ethnicity and culture sug 
gests that a more realistic and tractable 
method may be to first segment a popula 
non into a few broad cultural groups 14 and 
then assume homogeneity within each group 
and allow for variations across groups Of 
course this will email some unrcalism but 
on a much smaller scale than is currently the 
practice 


Note* 

fTht research described in this paper has been 
funded by the Overseas Development Adrnini 
stralion Uh, via grant No 3934 lo the National 
Council ol Applied Economic Research New 
Delhi We are grateful to 1 redentk Day for 
discussions, Gila Bhowmik tor computer 
analysis of the data, and Jhiki Ganguly and 
Hiranya Mukhenee for research assistance ) 

1 The most prominent works making use of 
this axiom are lodaro (1969) and Harris and 
fodaro (1970) The liltralure using this 
tradition is latge but particular mention 
ought to be made of Snglitz (1974) 
Ma/umdar (1976) and fields (1975) 

2 See, for example Connell, Dasgupta 
Laishley and Lipton (1976), Jostu and Joshi 
(1976) and Sundaram (1986) This inter 
disciplinary approach has a long history 
given that it is a century since Ravenstein's 
(1885) analysis ot British census data, and 
there is even now a loi of writing which 
makes no reference to Harris and Tbdaro s 
economic approach 

3 There is incidentally now a burgeoning 
literature on return migration See, for 
example, Herzog and Schlottman (1982) 
Banerjee (1982), Choi (1984) On the other 
hand the literature analysing remittances 
formally is small and Lucas and Stark 
(1985) is an important part of this 

4 This is in conformity with Choi’s (1984) 
finding based on South Korean data 

5 Also, what constitutes a 'cultural' explana 
lion in short run analysis may m the long 
run turn out to be 'economic' (Basu Jones 
and Schlicht 1987) While this decom- 
posability of cultural explanations is of ut 
most importance to the economic historian, 
u is harmless to ignore it m the context of 
our present cross section analysis 

6 Trovato and Halit (1983) in their study of 
migration in Canada also note the impor 
lance of ethnicity Place of origin also turns 
out to be important m Banerjce'i (1982) 
study 

7 An alternative classification is by region of 
origin and Income class Wc tried this and 


got similar results, only sughtiy weaker in 
this paper we report only the analysis based 
on occupational groupings 

8 TVadittonaily, utility based demand theory 
had ignored demographic variables but 
following Barten (1964), economists have in¬ 
troduced these into complete demand 
systems—see Ray (1980, 1983,1986), Poliak 
and Wiles (1981) and Deaton and Muell- 
bauer (1980) 

9 Strictly speaking, OLS estimates will be 
neither unbiased nor consistent because of 
the ‘limited dependent' nature of the 
estimating equation, however we ignore 
such complexities here. 

10 This is of course the broad outline There 
Is a large literature using this basic idea for 
elaboration, modification and policy for 
mulation (see, among others, Bhagwati and 
Snnivasan, 1974, Blomqvist. 1979, Basu, 
1980, Anand and Joshi 1979) The Tbdaro 
model with an endogenous explanation of 
the dopievtic terms of trade is developed in 
Gang and Gangopadhyay <1986) A par¬ 
ticularly sophisticated analysis is that of 
Zylberbcrg (1986) who brings recent ad¬ 
vances in fixed price equilibrium analysis 
lo bear upon the Harris Tbdaro question 

11 The way Harris and Todaro measure the 
probability of finding a job has been 
criticised and modifications have been made 
m the literature, Slight/ (1974) Mazumdar 
(1976), Basu (1984) 

12 This could be the reason why even when 
Sundaram does disaggregate his expected 
wage differential into us components and 
rum a regression, he finds migration made 
quately explained 

13 The direct influence of sociological and 
cultural variables m migration has been 
stressed by some economists (for example, 
Kannappan, 1983 and Oberoi and Singh, 
1983) 

14 Doing this correctly can be a difficult task 
requiring the skills of many sub disciplines 
within the social sciences 
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Bank landing to LDCs> Decline*. 


INTERNATIONAL bank lending nearly 
doubled in 1986--to S 486 billion—with the 
nse once again dominated by inteibank Iran 
sactions The heightened interbank activity 
last year was concentrated among industrial 
countries—particularly Japanese banks— 
as developing countries (excluding offshore 
banking centres) made net repayments of $ 5 
billion T he overall increase m bank lending 
m 1986 was paced by a sharp nse in the 
second half of the year, with lending and 
deposit-taking in the final quarter equivalent 
to more than 80 per cent of the volume in 
all of 1985 

Bank lending to developing countnes con 
tinued on a downward trend in 1986 With 
loan repayments exceeding new disburse 
ments, developing countries repaid S 5 
billion net to banks last year, in contrast with 
net lending in the three preceding years 

Bank lending net of deposit taking also 
showed significant changes in 1986 While 
bank lending to industrial countnes rose 
sharply in 1986—to $ 387 billion—deposit¬ 
taking from residents in these countnes ex¬ 
panded more, to $ 403 billion Industrial 
countries thus became increasingly impor¬ 
tant suppliers of funds to international 
banks, in the amount of S 16 billion, com¬ 
pared with $ 3 billion in 1985 Deposit¬ 
taking from residents of developing 
countries—which was I 24 billion in 


1985—contracted sharply in 1986, owing 
mainly to large withdrawals by the oil 
exporting countries 

Other features of international bank ac 
tivity m 1986 were a huge increase in tran 
sactions between international banks and 
banks in offshore centres and a steep reduc 
tion in developing countries’ international 
bond issuance 

Developing countries, excluding offshore 
banking centres, repaid S 5 4 billion net to 
banks m 1986, m contrast they had 
borrowed $ 10 0 billion in 1985 and 
significantly larger amounts in earlier years 
The repayments came from all regions except 
Asia and reflected several factors, including 
the concern among banks to reduce their 
risk exposure to developing countries, the 
operation of debt conversion schemes m a 
few countries (especially C hile), and the 
absence of internationally endorsed policy 
reforms in certain debtor countries In ad¬ 
dition, a few developing countries with 
strong current account positions and access 
to spontaneous commercial finance reduced 
their bank debt The group of IS heavily in¬ 
debted countries (identified by US Treasury 
Secretary James Baker 111 at the 1985 Seoul 
Annual Meetings of the Fund and the World 
Bank) repaid S 6 4 billion net m 1986, com¬ 
pared with repayments of $ 0 7 billion m 
1985 —IMF Survey 
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Middle Class Politics: Case of 
Anti-Reservation Agitations in Gujarat 

Ghanshyam Shah 

The middle class has grown in size disproportionately with economic growth in Gujarat While their aspirations 
have risen, they are unable to satisfy their needs and maintain the traditional status, and therefore experience 
a strong sense of deprivation This is especially true of the upper and middle caste members who are jealous 
of the new entrants from the traditionally low castes The two anti-reservation agitations in Gujarat were essentially 
struggles within the middle class—between the upper and middle caste members on the one hand and the new 
low caste entrants on the other In these agitations they have had the backing of the capitalist class with which 
they have strong ideological and social links They control the media and the educational institutions and dominate 
the bureaucracy and the police 

Reservations were first introduced by the political elite only as a means of catching votes and of diffusing the 
aspirations of the deprived classes But lac king any perspec ti ve of soc lal transformation, the c oncept of reservation 
has been reduced to a mere political gimmick 


THOUGH reservations lor scheduled castes, 
scheduled tribes and other backward classtss 
have been accepted bv most ol the states of 
India, Ciujatat is one of the few states which 
experienced long diawn anti reservation 
agitations twice between 1980 and 1985 1 he 
first one was against the ‘other backward 
castes’ (OBC ) though the scheduled castes 
and scheduled tribes (SC tnd ST) were also 
its target Both these agit itions wert led b\ 
the dominant section ol the middle class 
belonging to upper and middle castes By 
and large they succeeded in their objectives 
as the government conceded their demands 
As a consequence the economic interests ol 
the S>(_, the ST and the OBC in general and 
then middle class in paitictilar were undei 
mined 1 hough this raises i number ol quts 
nons we shall deal with only two of them 
in this paptr Why did the government not 
remain firm in protecting the measures 
which have been enacted lor the bcnelit ol 
deprived sections ol society 7 Whv could not 
theSC the ST and the OBC who together 
constitute more than 50 per cent ol the 
population fight ellectivclv against a small 
section constituting less than 20 per cent ol 
the population' 7 

The middle class which we have mention 
ed above is a class between labour and 
capital It neither directly owns the means 
of production that pumps out the surplus 
generated by wage labour power nor does 
it, by its own labour, produce the surplus 
having use value and exchange value 
Broadly speaking, this class consists of the 
petty bourgeoise and the white collar 
workers The former are either self-employed 
or involved in the distribution of com 
modifies and the latter are non-manual 
office workers, supervisors and profts 
sionals Thus, in terms of occupations, shop¬ 
keepers, salesmen, brokers, government and 
non-government office workers, writers and 
teachers, self-employed professionals such as 
engineers, pleaders, doctors, etc, constitute 
the middle class Most of these occupations 
require at least some degree ol formal 
education 


This middle class is primarily a product 
of capitalist development as well as expan 
sion of the functions of the state in the 19th 
and the 20th centuries 1 hough the petty 
bourgeoise and the managers did exist in pre 
capitalist society, they constituted a tiny 
class Industrial development and expansion 
of the market requires not only a larger 
managerial class than the earhei period but 
also impels the state to shoulder the respon 
sibihties of monitoring market competition 
und resolving the contradictions of capitalist 
development Consequently, the state also 
requires a managerial class Formal educa 
non contributes to the development of this 
class 

11 

Growth of Middle ( lass during 
Pre-Indt|»endt nre IVnod 

formal education as we understand it 
today with western orientation, was intro 
duced in India by the Bntish government 
primarily to recruit and train managers- 
supcrvisors and clerks—to run the adrnini 
stration The British government sponsored 
the Bombay Fducation Society in 1815 to ini 
part education to the children of European 
officers serving in the East India C ompany 
Later, the Native School Book and School 
Society tame into existence in 1823, which 
was renamed the Bombay Native Education 
Society in 1827 for higher education, the 
Llphinstone college and high school came 
into existence in 1834 By 1841, 27 schools 
started functioning in Guiarat, and their 
numbers increased after 1854 as the govern¬ 
ment recognised the role of private enterprise 
m running schools staffed by Indians The 
Gujarat college was set up in Ahmedabad 
by the local elite in 1882 to prepare Gujarati 
administrators for the region High school 
and college education facilities were availed 
of during the first fifty years by those who 
had the tradition of working in the adrnini 
stration—in management and collection of 
revenue for the state—and merchants and 
traders As many as 65 per cent of the 


parents of the students studying in arts col¬ 
leges in Bombay presidency in 1881 82 were 
government servants clerks fn private firms 
and professionals, 15 per cent of the parents 
were merchants or teachers, only 5 per cent 
of the parents were either cultivators or 
lamtndars 1 Thus higher education was 
primarily confined to the two upper 
castes—vamas and brahmins—whose 
members were merchants, moneylendens and 
administrators in the native states and who 
had a tradition of learning 
A section of vamas and parsis were the 
first immigrants to Bombay from the end of 
the 17th century onwards They collaborated 
with the British in various spheres such as 
comprador trade export of opium, credit, 
ship building, etc, in the first halt of the 19th 
century Some of them were also shroffs and 
brokers During this period, the brahmins 
were writers, ministers and counsellors to the 
rulers, and administrators of different ranks 
in the native states It should be mentioned 
that with the guidance of British officers, 
Ranchhodlal, a nagar brahmin who was an 
ex government servant started the first textile 
mill in Ahmedabad in 1861 in south Gu¬ 
jarat, the anavtl brahmins were landlords 
and revenue officers who controlled the 
village economy 1 hus, these two castes— 
the vamas and the brahmins —almost mono¬ 
polised higher education nil the turn of the 
19th century Among hmdus, as many as 90 
per cent of college students in Gujarat were 
brahmins and vantas in 1881 2 
During this period, the kanbts—later on 
known as pattdars—were slowly rising 
economically and politically The kanbts of 
central Gujarat who were a land-owning 
class rose to a position of dominance dur¬ 
ing the period of maratha rule The British 
rulers encouraged them to develop commer¬ 
cial agriculture They were also persuaded 
to take up plots tn relatively backward areas 
With state backing, enterprising kanbt 
cultivators drove out the local inhabitants 
mostly the kolts and the tnbals in the jungle 
or hills or converted them into agricultural 
labourers, though this did not happen 
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without conflict There was confrontation 
between the kolis and the patidars in cen¬ 
tral Gujarat The development of transport 
facilities and the improved law and order 
situation under the British raj encouraged 
the cultivators to expand cash crop 
Moreover, the American Civil War between 
1860-65 boosted the prosperity of the 
wealthy patidar cultivators, as prices of 
cotton shot up Though the boom ended in 
1865, trading of cotton continued due to the 
demand from the British textile factories in 
England The market oi tented agriculture 
helped the patidars particularly those 
residing in central Gujarat, to improve their 
economic condition A few of them began 
to enter trade and industry Their reference 
group was the vamas and the brahmins 
They also started educating themselves by 
the last quarter of the 19th century and their 
progress was phenomenal In 1901, 35 per 
cent of the brahmins and 44 per cent of the 
vamas as against only I per cent of the kohs 
and the kanbis each were literate. Only 30 
kanbis and 2 kolis, as against 3 306 vamas 
out of a sample of one lakh were literate in 
English 5 The kanbis made incredible pro 
gress during the thirty years since 1901—31 
per cent of them were literate in 1931 The 
number of literates in vernacular as well as 
in English among the brahmins and the 
vanlas was far greater in 1921 than that 
among the other castes Next to them were 
the ganchis Though ganchis occupy a low 
status m the caste hierarchy, they were pet¬ 
ty shop keepers in urban areas As oil- 
pressers m towns and large villages, their 
economic activities were linked with the 
market for selling edible oil produced by 
them Leva and kadva kanbis were also 
ahead of the other castes The untouchable 
castes such as the bhangis and the dheds as 
well as the tribals such as the chodhras and 
the dhodias had tust started taking to educa¬ 
tion in the twenties 

However, the rajputs and the kolis were 
considered less important castes by the 1921 
census officer as far as education was con¬ 
cerned The rajputs as a caste, unlike the 
vamas, the brahmins and the patidars, did 
not make significant use of educational op¬ 
portunities before Independence despite 
their higher social status The rajputs formed 
a part of the traditional ruling class A small 
section of them held position of power as 
rajahs, nawabs thakors or chieftains while 
the rest were their dependents who were 
either in the army or intermediaries between 
the tillers and rulers collecting revenue on 
behalf of the rulers from the cultivators 
Some rajputs received a number of villages 
as bakshish from the rulers for rendering 
military services, whereas some others for¬ 
cibly seized some areas by waging war with 
the ugM-s In order to maintain law and 
ord^Eohe British government took seveial 
treasures to regulate the activities of the 
rajput rulers and their subordinates and 
regularised the collection of revenue; Their 


power was considerably reduced in the 
mid-l9th century Moreover, the British 
government took steps which weakened the 
traditional ties between the native rulers and 
their relatives as well as caste mates The 
rulers and their family members were en 
couraged to take training in England to 
adopt aristocratic behaviour which differed 
markedly from the behaviour of other 
members of their lineage and the peasantry 
The Raj Kumar college was opened in 1870 
in Rakot to impart special training to (he 
sons and daughters of the princes Com 
monner rajputs had no means to pursue 
education in such institutions Hence, unlike 
the vamas and the brahmins, the rajputs 
were divided into very sharp strata—one a 
very tiny section received western education 
in India or abroad and the other, a very large 
stratum who were deprived of it The former 
were rulers of the native states, zamindars, 
talukadars, girasdars who were collecting 
taxes from the tillers Among those who 
received education, a handful opted forposi- 
tions in administration or ventured into 
business and industry either as entrepreneurs 
or investors, whereas many continued to lead 
an aristocratic life, considering a career in 
business or industry below their status The 
latter eulogised their past as rulers but 
worked as cultivators and labourers As 
cultivators they preferred supervisory roles 
unless forced to put m physical labour for 
survival, and did not take any interest in the 
development of agriculture 
The kolis, numerically the largest caste m 
Gujarat, constitute around 24 per cent of the 
population Like the patidars they are spread 
throughout the state and divided into several 
distinct social groups Some of the impor¬ 
tant divisions among them are chunvaliyas, 
khants, thakardas, bareeyas, patanvadiyas, 
talabadas, dharalas, matias, gulams, etc. The 
kolis of Saurashtra and central Gujarat were 
mainly agricultural labourers They lost their 
land to the rajputs in Saurashtra and the 
patidars in Gujarat In south Gujarat they 
were cultivators as well as agricultural 
labourers The kolis of south Gujarat were 
also skilled ship-builders and sailors who 
travelled to foreign countries to transport 
goods It should be mentioned that quite a 
few of them emigrated to Britain, Fiji and 
New Zealand by the turn of this century m 
search of wealth A few kolis of south 
Gujarat started taking education and hence 
got government employment 4 However, the 
kolis of central and north Gujarat, and 
Saurashtra were generally not in a position 
to take advantage of educational oppor¬ 
tunities However, the kolis of north and cen¬ 
tral Gujarat followed the path of sanskritisa- 
tion and called themselves kshatriyas 
The ex-untouchables or anti-sudras 
occupy the lowest position in the caste 
hierarchy The chamars (cobblers) and the 
v&nkars (weavers), two jatts among the 
various jatts of the anti-sudras, pursued 
skilled occupations, though their social posi¬ 


tion was low With the coining of the textile 
industries, the vankars started emigrating to 
urban areas as textile labourers Having 
settled in urban area and earning steady 
regular income, they started educating their 
children It may be mentioned here that 
Sayajirao Gaekwad (III) of Baroda state 
started schools and hostels in the last quarter 
of the 19th century for students coming from 
the untouchable castes The number of 
schools increased from 22 in 1896 to 221 in 
1921 5 He also encouraged such students by 
offering scholarships for higher studies The 
Gaekwad tern lory included part of present- 
day south Gujarat (Navsari area), north 
Gujarat (Mehsan/and Patan) and Saurashtra 
(Amreli) where hostel-cum-school for 
antyaja students were functioning Moreover, 
Baroda state also sponsored co-operative 
societies for antyajas, so that weavers 
and cobblers could get financial support to 
buy raw materials for their business and 
become self employed 6 

The tribals who constitute 14 per cent oT 
the state population were also encouraged 
to take to education by Sayajirao Qaekwad, 
the British government arid after 1920 by 
Gandhian workers By the 1930s a few 
received education but that was confined to 
the primary level Thanks to the problems 
of dialects, isolation and overall poverty, 
progress m education among the tribals was 
very low In the 1931 Census, only 0 58 per 
cent of the tribals were literate; From among 
the few who received education upto 
primary and secondary level, some became 
teachers in primary schools, and accoun 
tants and clerks m schools, and ashrams run 
by the Gandluans 1 Their number was very 
insignificant 

The position of various castes had slightly 
changed by the 1940s as far as education is 
concerned In the last century, higher educa¬ 
tion was largely monopolised by two upper 
castes—the brahmins and the vamas The 
patidars, constituting the middle caste, made 
phenomenal progress m the first four 
decades of this century Slowly, some of the 
artisan castes as well as untouchables whose 
skills were in demand in the market began 
to uke to education, though their progress 
was at snail pace. Besides their lower 
economic position, their low social position 
was also an obstacle to their rise; They were 
looked down upon by the members of up¬ 
per castes when they began to take higher 
education The position of antyajas was 
worse, though not helpless For instance, 
when a vankar boy was admitted in the high 
school at Vadodara in 1913, upper caste 
teachers and students protested and went on 
.strike. But the Maharaja of Baroda who was 
committe4 to promoting education among 
the deprived groups declared that ail those 
teachers and students who opposed the 
admission of the antyaja boy would be 
dismissed Consequently the strike was 
withdrawn * Thus, there is an element of 
truth m the observations of L J Sedjwick. 
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the superintendent of census operations, 
1921 when he said, "Indian children are born 
into the world with unequal chances of 
receiving instruction, and thereby passing 
into a higher plane ot civilisation The in¬ 
equalities exhibited by the figures of literates 
from caste to caste are emphatically not pro 
portionate to the capacity of the particular 
castes to receive instruction but are due in 
the main to the peculiar structure of hmdu 
society, which keeps ail castes at a definite 
and unalterable social and economic level” 9 
Without doubting the validity of the above 
statement, one should mention that the post 
tion of castes were not absolutely unalterable 
even in the 1920s as Sedjwick thought Some 
members ol the artisan and lowet castes who 
owned the means of production or had 
marketable skills and who received en 
couragement and protection lrom the stite, 
could improve economic condition and sue 
cessfully altcted their social status 

rot CArtON Wttirr On i ar 
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Those who received higher education 
entered the white eollar profession either in 
the government or the private sectoi or 
started their business as self cmploved pro 
fessionals with financial support lor initial 
investment available lrom the paicntal pro 
pertv or loan lrom relatives or the stite Tilt 
majority of Gujaiat) hmdu civil servants in 
the Bombay prtsideriiv in 1940 wue 
brahmins and vimas, their percent ige being 
37 and 31 respectively Furthei 18 and II per 
cent ot the posts of civil veivants were hold 
by the patidirs and the rajputs respectively 10 
One finds more or less the same putein in 
the westtm Indian states in 1940 Among the 
503 government employees ol ditlercni 
ranks, three fourths were the brahmins and 
the vanias, i e, 44 and 30 ptr cent rcspec 
lively 11 The position of the patidars was 
lower and the position of the rajputs was 
higher in the princely states than in the 
Bombay presidency Only two per cent of the 
patidars and 5 per tent of the rajputs held 
government positions and 8 per tent of the 
government employees at different levels 
belonged to the artisan tastes In Baroda 
state, the ruler Sayajtrao Gaekwad gave 
special preference to antyaja boys by relax 
ing rules concerning qualifications for 
government jobs Consequently there were 
1513 government employees including peons 
and watchmen who belonged to the antyaja 
castes in 1934 35 12 On the eve of in 
dependence, an overwhelming number of 
government employees in Gujarat both in 
Bombay presidency and native states 
belonged to the brahmin and the vantya 
castes The patidars, ihe rajputs, the artisan 
castes and the antyaja castes alongwith the 
muslims and the parsis also entered the mid¬ 
dle class Among them the patidars con 
stituted the single largest group particular¬ 
ly in the Bombay presidency Government 


employees coming from other backward 
castes and tribes were few in number 

Some members of the middle class com¬ 
ing from the brahmin and the vama caste 
who were either educated white collar 
employees, professionals or petty bourgeotse 
took the initiative in forming caste associa 
tions in Bombay in the last century The 
association of the bhatiyas and audichya 
brahmins were some of the early organise 
tions These caste associations were wider 
in scopt and coverage than the traditional 
jati panchayats They were primarily aimed 
at providing mutual help and support in the 
cosmopolitan cities and promoting educa 
lion among the caste brethren The number 
ot such caste associations increased from the 
beginning of this century Most of these 
associations undertook welfare activities tor 
the caste members They helped each other 
in promoting business and giving employ 
mem m private and public sectors They 
published caste journals The caste associa 
tion ol the patidars was formed by a teacher 
in 1908 who was interested in the freedom 
struggle This caste association had a twin 
purpose to promote education among the 
caste members and to mobilise them in the 
trecdom struggle 11 The kolis ot south 
Guiarat also formed a caste association in 
the 1910s which started hostels for the 
students of the kolt caste in Navsan 14 
Simil irly, the raiputs ot central Gujuat 
started their caste oiganisalions 

I he educated antyatas (scheduled castes), 
formed the Dalit Harijan Samaj (DHS) in 
1925 for promoting education and economic 
activities among their castt brethren in 
securing equal rights for the depressed 
classes The organisation was formed to 
counter Bahishrit Hitakanna Sabha of 
Amhcdkar m Maharashtra It accepted the 
hmdu brahmimcal ideology as advocated by 
Gandhi This organisation was used by Con 
gress leaders against Ambedkar in the 1920s 
and the 1930s It strongly opposed the com¬ 
munal award of the British government in 
1932, and supported Gandhi The DHS op 
posed Ambedkar's move for religious con 
version in the 1930s It appealed to caste 
members, “you are hindus, your ancestors 
were hindus you should remember that 
all hindus are not fanatical It would be 
a cowardly act if you leave the heritage of 
your ancestors which they maintained during 
the crisis By remaining hmdu you would 
be useful to your caste, your future genera 
tion and your nation’ 11 Notwithstanding 
such efforts, quite a few antyajas from 
Vadodara and Kheda districts became chns 
nans, thanks to the activities of Christian 
missionaries As a consequence of the all 
India daht movement under the militant 
leadership of Ambedkar, the struggle for 
temple entry and Gandhi’s efforts in pro 
moting the cause of untouchables on the one 
hand and industrial growth in Gujarat which 
needed labour power on the other, led at 


least some of the antyajas of Gujarat 
becoming assertive and they demanded 
political and economic opportunities 
However, the number of politically active 
antyajas was small, and was confined to the 
urban areas of Ahmedabad, Mehsarta, 
Kheda, and Vadodara districts 

The brahmins and the vanias who were the 
first to form the middle class to some extent 
resisted the entry of the Patidars in their 
class They ridiculed and looked down upon 
them Sometimes they openly expressed their 
contempt for the patidars who, they felt, 
were ‘polluting their culture’ However, the 
resistance was not very strong partly because 
the patidars were well-off and partly because 
the patidars became a political force by the 
beginning of this century The gap between 
the life styles and social values of the rising 
patidars ol mainland Gujarat and the Vanias 
and the brahmins was marginal Moreover, 
at that time the competition jor government 
jobs was not severe 

The patidais joined hands with the 
brahmins and the vanias in opposing the rise 
of the untouchables First they tried to pre¬ 
vent the untoucliablts from getting educa¬ 
tion and new economic opportunities 
Gandhi himself did not succeed in per¬ 
suading them to provide education to the un¬ 
touchable boys and girls There was no 
economic compulsion on the part of the 
upper castes to give concessions to the hari- 
jans And, Gandhi did not resort to political 
action forcing the foimer to accept the un- 
touchahles in their fold Moral entreaties had 
only marginal success whenever caste class 
interests were involved 

III 

Government Policy and Game of 
Power Elite 

The constituent assembly which framed 
the reservation policy for scheduled castes 
and tribes was dominated by the Congress 
party An overwhelming propertiate 
members ol the Constituent Assembly both 
from Ihe ^Congress as well as the mam op¬ 
position parties belonged to upper castes 
which formed the middle class and the 
landed gentry Till independence, the Con¬ 
gress had not evolved any ideological frame¬ 
work for the integration ot the tribals and 
scheduled castes with the mainstream 14 It 
followed certain set formulae depending 
upon political exigencies from time to time 
for winning the support of the SC and 
tribals for the freedom struggle The sub¬ 
continent was divided into India and 
Pakistan m 1947 as the Itaders of the musiim 
minority succeeded in creating a feeling 
among their followers that they would lose 
their identity in independent India under the 
dominance of hindus who constituted 
majority Some of the tribes in the north 
east frontier regions expressed similar ap¬ 
prehensions The tribal political leaders of 
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Chhotanagpur .region in Bihar were also 
demanding separate electorate for the tnbals 
At the tame time, SCs were also demanding 
separate electorates for them under the 
leadership of Ambedkar Thus, pressure was 
mounted on the Congress party to give a 
‘fair deal’ to minorities and deprived sec¬ 
tions so that they achieve socio-economic 
equality and thus become a part of the 
mainstream As a result of these pressures 
on the one hand and the necessity of 
shouldering responsibilities to build the 
nation-state on the other, the Congress felt 
a need for formulating a well-defined policy 
for the welfare and development of the 
scheduled castes and tribes, so that an 
egalitarian society could be built Some of 
the leading dominant Congress leaders were 
not casteists or communalists nor were they 
consciously persuing the interests of any par¬ 
ticular class They ardently believed in 
the necessity of building a ‘secular 1 and 
‘egalitarian’ society Their objectives were 
enshrined in the constitution and they sue 
ceeded m making certain provisions in the 
constitution for providing protective reser 
vations to scheduled castes and tribes for 
their development The rank-and-file of the 
party were not as enthusiastic as the leaders 
about the reservations In fact, a few of them 
expressed dissenting voices in the constituent 
assembly itself The bureaucracy, an over¬ 
whelming majority of whose members 
belonged to the upper castes on the eve of 
independence was also not committed to the 
pohey reservations The position of the op¬ 
position parties was also not significantly 
different from that of the Congress in this 
matter But at the same time, all of them felt 
a need to support this policy, as no political 
elite can afford to ignore the support of 
sizeable sections of society m electoral 
politics, and the policy did not adversely af¬ 
fect the interests of the upper castes occu¬ 
pying position m bureaucracy at that 
moment Moreover, ideologically the 
bureaucracy which inherited the British 
legacy did not want to give up the notion 
of being the ‘most obedient servant’ of the 
state. They therefore, preferred to pose 
themselves as ‘neutrals’ 

However, the neutrality was and is so fee¬ 
ble and fragile that more often than not most 
of the bureaucrats easily succumbed to class 
and caste pressures By now it has become 
quite clear that bureaucracy and the rank- 
and-fUc of the political parties sabotaged the 
extension of the policy whenever possible, 
and/or displayed no enthusiasm in imple¬ 
menting it The reports of the commissioner 
of scheduled castes and scheduled tnbes pro¬ 
vide sufficient evidence year after year ex¬ 
posing the prejudices of the'recruiting 
authorities against SC and ST candidates 
Every year the number of reserved posts were 
not filled under the excuse that qualified 
SC/ST candidates were not available, despite 
the facts to the contrary In course of time 
such unfilled posts were dereserved. The bias 


of the departmental heads often blocked the 
chances of promotion of SC/ST candidates. 
The ministry of home affairs issued an office 
memorandum in 1968 asking departments 
to grant certain concessions to the SC/ST 
candidates in the matter of promotion But 
many departments did not comply with the 
memo In Gujarat, the reservation policy for 
SC and ST for Class I and II were ignored 
till the mid sixties and there was no reser¬ 
vation in the promotion to Class I and II 
posts A government resolution (GR) was 
passed in 1969 stipulating the reservation of 
five and ten per cent of the posts for 
scheduled castes and scheduled tribes in 
Class I and Class II respectively, and 7 per 
cent and 14 per cent in Class III and IV it 
may be noted that even m 1969 the reserva¬ 
tion of Class I and Class II posts did not 
correspond to their population Thus, the 
constitutional guarantees were not satisfac¬ 
torily observed even in issuing executive 
orders till the very end of 1960s 
Marc Galanter’s observations in the 1960s 
regarding anti-untouchability policy and 
measures were also applicable to the reser¬ 
vation policy and measures for recruitment 
to government posts He observed 
The present situation, then, is characterised 
by a wide gap between the law on the books 
and the law in operation As in many other 
areas the government’s commitment to 
change greatly outruns its power to effect it 
This disparity between aspiration and per¬ 
formance, between great commitments of 
principle and small deployment of resources, 
itself transforms the symbolic as well as the 
practical uses of anti-disabilities legislation 
Symbolically it blurs what the government’s 
commitment is The law’s equivocation It 
institutionalised in the ceremonial character 
that attends the admission to untouchables 
to many facilities, in the fact that anti- 
disabiliues measures become leverage for 
increasing separate facilities for un¬ 
touchables, and, generally, in the law’s 
provision of remedies without relieving 
the dependence which prevents jhem from 
being used 11 

By the mid-sixties, the political situation 
had changed in the country Mass upsurges 
in urban and rural areas demanding land 
distribution and higher wages agitation 
against price rise, etc, dominated the political 
scene. The Congress lost power for the first 
time in many states in the 1967 elections, and 
it split into two in 1969* the Congress(0) and 
the Congress(I) The Oanbi Hatao slogan 
and radical stance of the Congress(I) made 
magical impact on the poor in the 1971 Lok 
Sabha elections. In order to counter the 
Congress(l) the CongressfO) which was in 
power in Gujarat introduced the reservations 
for SC and ST m proportion to their popula¬ 
tion in the state; that is, 7 and 14 per cent 
respectively at all levels from Class I to Class 
IV fxuts in December 1971 And, comply¬ 
ing with the repeated recommendations of 
the commissioner for scheduled castes and 
tribes, the Gujarat govefnnjent introduced 


a roster system in ail daises in proportion 
to their population This was “to avoid 
uncertainty about when, on which post, at 
which stage, reserved seat should be filled’’ 
Ail the departments were asked to maintain 
register containing the roster However, a 
number of departments did not maintain the 
register and roster was not followed m 
promotion SC/ST political leaders and 
employees pressurised the government for 
clarifying the 1971 GR regarding promotion 
Consequently, the government Issued a 
number of GRs in 1976 specifying a number 
of frosts and procedures to be followed for 
promotion 

There is severcreompetition for admission 
to engineering and medical courses, as 
medical and engineering graduates are in 
demand in employment market and as pro¬ 
fessionals they get lucrative practice 
Naturally, SC/ST students find it difficult 
to compete with upper caste students for 
these courses But there was no reservation 
of seats for SC/ST in these courses till the 
end of the 1960s The All India Council for 
Technical Education recommended m 1971 
to the state governments and various 
engineering colleges that 20 per cent of the 
seats be reserved for SC candidates and 5 
per cent for ST candidates But this recom¬ 
mendation was not implemented, according 
to the Elaya Ferumai Committee. The com 
missioner for SC and ST advised that the 
recommendation for reservation for SC/ST 
candidates m engineering colleges should be 
implemented without fail Reservation for 
SC/ST students was introduced m various 
engineering and medical colleges of Gujarat 
in the early seventies. 

Reservations of Backward Castes 

There was no significant backward caste 
or non-brahmin movement in Gujarat till the 
1940s like those witnessed in Maharashtra, 
Ihmil Nadu, Bihar and Uttar Pradesh 
The freedom movement in Gujarat was 
dominated by the brahmins, the vamyas and 
the paudars—the upper and middle castes 
Though the rajputs belong to upper castes, 
a majority of them were very poor and a 
small section which was very well-off were 
princely rulers or landlords The poor 
rajputs were out of the mainstream of 
political activities and the rich rajputs 
with feudal interests, generally supported 
the British government against the Con¬ 
gress party The upper and middle castes 
dominated all the major political parties of 
Gujarat 

At the dawn of independence; the political 
leaders of the majority parties were divided 
in their atutude to secularism Certain con¬ 
servatives had either no faith in secularism 
or they equated secularism with the state 
dominated by the tundus. For them the term 
hindu and India were synonymous They 
were conscious of not only of the toct that 
they belonged to Upper castes, but they alio 
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subscribed the cannon of discrimination on 
the basis birth For them the principles 
of purity and pollution were necessary for 
social development They had vested interest 
in maintaining status quo Some of them 
openly advocated the above principles and 
others were the silent supporters of these 
principles though occasionally they used to 
speak against caste and communalism in 
public with the object of winning popular 
support for realising then political ambition 
The liberal or secularist leaders accepted the 
notion of ‘democracy’ and 'secularism' 
Under Gandhi's influence they did not feel 
it was necessary to challenge the caste system 
per se at the ideological level However, they 
did not justify the functional aspect of the 
caste system thanks to their western educa 
tion, acceptance oi the democratic political 
system and then quest for building ‘modem’ 
India Their attitude towards caste was am 
bivalent These latter leaders were at the 
helm of the Congress party 
The Congress party was relatively well- 
organised in Gujarat during the 1950s it had 
well-formed district and taluka committees 
with active Congressmen who had worked 
for many years in the freedom movement 
The opposition parties were organisationally 
weak and had localised pockets of influence. 
The Congress party selected most of its can¬ 
didates for the 1952 elections from those 
who had participated in party work and the 
freedom movement Since an overwhelming 
number of the office bearers at state and 
district levels belonged to the upper and 
middle castes, they offered the party tickets 
to those whom they knew well as party 
workers and who also happened to be their 
caste fellows In this situation, aspirants 
coming from low castes had no chance of 
winning support of influential political 
bosses By this time, the Gujarat kshatnya 
Sabha (GKS) the caste organisation, started 
by Rajput political leaders included the 
rajputs and the tolls m its fold, and called 
than the kshatriyas. Its area of influence was 
central and north Gujarat. The sabha asserted 
that a large number of the kshatnyas should 
be given Congress tickets The top Congress 
leaders who were seculanst considered the 
demand of the OKS as ‘communal’, because 
it was put forward by a caste association 
However, six of the party candidates were 
kshatnyas, of them four were party members 
of long standing A top leader of the GKS 
who was until then not a party member, got 
the Congress ticket, not because the Con¬ 
gress succumbed to the pressure of GKS, but 
because the party wanted a strong candidate 
to defeat the leader of the opposition par¬ 
ty, l e, the Khedot Sangh, who was a patidar 
from central Gujarat The constituency from 
which he contested had a predominantly 
barneys (tolls) kshatnya population He was 
preferred as a matter of political exigency, 
as 1 m was expected to defeat an influential 
leader of the opposition party dominated by 
the paudar*. The conservative party leaders 


belonging to the dominant castes considered 
the entry of the kshatnyas as a threat to their 
power They, therefore branded the kshtnyas 
as 'communal' and did not share power with 
them within the party This situation con¬ 
tinued for a decade. The Congress accom¬ 
modated a few kshatnyas more as can¬ 
didates and used them to attract votes But 
the party functionaries woe unwilling to ac 
commodate them within the party The rank- 
and-file of the party tried to prevent the ex 
pansion of the social base of the party 
By the end of the 1950s, the Swatantra 
party emerged as the political, all-India right 
wing, anti-Congress party The leader of the 
Swatantra party m Gujarat evolved a 
strategy popularly called PKSHA, that is 
party It is acronym of a Gujarati word in 
which P. stands for patidar and KSHA 
stands for the kshatnya This means the par¬ 
ty of the patidars and the kshatnyas The 
leading GKS leaders left the Congress and 
joined the Swatantra party The party gave 
a free hand to the Gujarat kshatnya Sabha 
to select kshatnya candidates, whose number 
was fixed The sabha appealed to all the 
kshatnya leaders who were members or 
office-bearers of the Congress or any other 
party to resign from their parties and to 
strengthen the Swatantra party by joining 11 
The Congress lost a majority of the 
assembly seats m 1962 for the first tune from 
central Gujarat, the stronghold of the GKS 
The party then realised that it could no 
longer take the support of the kshatnya 
masses for granted Therefore after 1962, 
the party became more liberal than even in 
offering political positions to kshatnya 
leaders As the GKS was allied with the 
Swatantra party, the Congress recruited local 
influential kshatnyas to the party It spon 
sored a parallel kshtnya organisation, parti¬ 
cularly ot the koh kshatnyas at several places 
such as the Kshatnya Sabha Mandal in 
Kheda, the Thakor Mandal in Ahmedabad, 
etc, and attacked the GKS at its most 
vulnerable point, i e, at the point of the 
socio-economic cleavage between the rajputs 
and the kolis As against 7 in 1962, 15 
kshatnyas from central and north. Gujarat 
were given the assembly tickets by the Con¬ 
gress pany in 1967 elections TWo out of 23 
parliamentary seats were also allotted to 
them However, as everywhere in the coun¬ 
try the Congress failed to repeat its earlier 
performance in 1967 elections Its votes and 
seats in the assembly declined, though it 
secured a majority of seats and was thus 
enabled to form the government As the 
Congress majority in the assembly was 
marginal, the Swatantra party made unsuc¬ 
cessful efforts to win over some Congress 
members to topple the government However, 
the alliance between the kshatriyas and the 
patidars within the Swatantra party did not 
continue for a long The kshatnya leaders 
left the Swatantra party and joined first the 
Congrese(D) and then the Congress(I) They 
then split, both horizontally and vertically 


TWo top leaders of the sabha—Nareadrasinh 
Maluda and Natwarainh Solanki were in two 
different parties in 1971 Lok Sabha elections. 
Moreover, the cleavage between the rajputs 
and the kohs became very sharp thus 
adversely affecting the bargaining powtr'of 
the GKS The GKS leaders were worned 
about how to resolve the contradictions which 
were emerging in their own organisation 
During this time, Indira Gandhi who split 
the Congress party was evolving strategies 
to wm over popular votes She concentrated 
on OBC and SC-ST votes As Narendrasinh 
Maluda—the CongressfO candidate lost the 
Lok Sabha elections from Anand consti¬ 
tuency of Kheda district to Pravinsinh 
Solanki, a son of Natwarainh Solanki of the 
Congress(O), Indira Gandhi realised the 
strength of Solanki who was the president 
of GKS In order to win him over in the 
assembly elections which immediately 
followed the Lok Sabha poli v she set her per¬ 
sonal emissary to the GKS seeking their sup¬ 
port in the elections She promised that the 
Congres$(l) government would form the 
Backward Class Commission which would 
consider the kshatnyas as backward so thnt 
they could get reservations in government 
jobs and in admission to educational institu¬ 
tions It should be mentioned that the GKS 
had submitted a memorandum to the 
Backward Class Commission u 1954-55 
demanding that the kshatriyas of Oujarat 
should be considered as ‘backward* 
Therefore, Indira Gandhi's offer was attrac¬ 
tive Some of the GKS leaders who were at 
that time in the CongressfO) used this offer 
to pressurise the CongressfO) government to 
secure a similar deal As a result, the Con- 
gress(O) government formed the backward 
class panel under the chairmanship of 
Natvarsinh Solanki in 1971 19 But before 
the panel started working, the CongressfO) 
lost power and the Congressfl) won a 
majonty of seats in the assembly in the 1972 
elections Some of the leading office bearers 
of the GKS including Natvarsinh Solanki 
who contested on the CongressfO) ticket also 
suffered defeat The Congressfl) government 
kept its promise by appointing the Socially 
and Educationally Backward Gass (SEBQ 
commission under the chairmanship of 
justice Baxi in August 1972 The commis¬ 
sion was asked to “identify socially and 
educationally backward castes, races or 
tribes who deserve of special treatment and 
grants of special concessions similar to those 
bang granted to the SC and ST” The com¬ 
mission was asked to submit ns report in six 
months’ time But the administration, 
dominated by the upper castes did not take 
the appointment of the commission seriously 
The government took four months to ap¬ 
point a secretary to the commission and 
aght months to provide the staff which was 
insufficient It shqpld be noted that the com¬ 
mission was not adequately staffed even two- 
and-a-half years after its appointment The 
president of GKS who was then with the 
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Congress(O) opposed the Terms of refe- 
reiu.es’ of the commission, and asked the 
kshatriyas to boycott it It was feared that 
if caste became a criterion for determining 
‘backwardness’ the rajputs who belonged to 
the upper castes would be excluded from 
receiving the benefits of reservations 20 This 
would also accelerate the process of divisions 
among the kshatriyas between the rajputs 
and the bareeyas which the sabha could ill 
afford The GKS did not make any represen 
tatlon to the commission However, the com¬ 
mission submitted its report m 1976 when 
the Congress party was in power It iden 
tified 82 castes/communities as ‘backward’ 
Out of these 82 castes, 63 per cent of the 
castes belong to different segments of the 
kohs Almost all of the kolis and the sareeya 
jatis from south central and north Gujarat 
and Saurashtra were included in the category 
of the 'backward' The commission recom 
mended among others, that 10 per cent of 
the seats for admission to medical and 
engineering colleges be reserved for 82 
castes/commumties (OBC) As tor state 
government services, it recommended that 
10 per cent of the seats be reserved in class 
III and class IV and 5 per cent of seats be 
reserved m Class l # <tnd Class II 
The GKS opposed the recommendations 
of tht commission It alleged that the com 
mission had divided economically poor per 
sons on the basis of castes The GKS argued 
that only those who are economically poor, 
irrespective of caste and creed, should be 
considered backward "The kshatnya Sabha 
demands that caste, community and religion 
should not be the criteria to determine 
backwardness in formation of socialist 
state Any one whose income is below the 
limit of income tax no matter of which caste 
he has—be kshatnya, patidar, vaniya, 
brahmin, hanjan, adivasi, etc—should be 
considered backward One becomes back¬ 
ward because of one’s limited economic 
mcome!’ 21 Because of the government’s 
reservation policy, Natvarsinh Solanki 
argued in one of the editorials of the 
Kshatnya Bandhu, the official journal of the 
GKS, either the adivasis, harijans and 
backward castes or those who are very rich 
get admission in professional colleges like 
medicine, engineering or other technical 
courses One finds a similar situation m 
government jobs, with as many as 20 to 23 
per cent of government posts occupied by 
the backward castes. Hence the economically 
poor persons were left out Needless to say, 
Natvarsinh Solanki was arguing the case for 
the economically poor families of the up¬ 
per castes in general and rajputs m particular 
without specifying them 
The recommendations of the Baxi Com¬ 
mission were accepted by the government of 
the Jgpata party in 1978 Like the Con- 
gressfl) the leaders of the Janata party were 
initially not keen on implementing thV 
recommendations, but they accepted them 
out of political considerations as a means 


of woomg the backward Lastes in elections 
With the acceptance of the report, the total 
reservation for SC, ST and OBE taken 
together came to 31 per cent, in educational 
institutions and state services in Gujarat 
The kshatnya sabha opposed the decision 
of the government and repeated its argu¬ 
ments in favour of economic cnteria for 
determining backwardness The spokesmen 
of the sabha argued that because of the 
reservation, except 82 castes/commumties, 
poor brahmins, rajputs, patidar, mushms, 
etc, who barely survive would remain as they 
were On the other hand, it was ridiculous 
to keep 10 per cent seats reserved for admis¬ 
sion to medical and engineenng colleges for 
the so called ‘backward’ castes which do not 
have even 5 per cent literacy As they would 
not be able to take advantage of the reserved 
quota, the seats would be dereserved and this 
would benefit the ‘vested interests’ 22 The 
leaders alleged that the government had ac¬ 
cepted the report only with an eye on the 
elections They only wanted to win over 
backward caste votes However, some of the 
castes which were left out by the Baxi com¬ 
mission as non-backward, demanded after 
1978 that they should also be considered as 
backward because of their poor economic 
condition and low social status The Con¬ 
gress (I) government headed by Madhavsmh 
Solanki, a kshatnya, appointed a second 
commission m 1981 "to consider, (whether) 
there were any other castes/commumties/ 
classes which fell in the category of socially 
and educationally backward classes” Justice 
C V Rane was its chairman The terms of 
reference of the commission were the same 
as those of the Baxi Commission but the 
GKS did not oppose it at that time because 
its leaders were MLAs or MPs of the Con- 
gress(i) and they claimed that the chief 
minister belonged to their caste. This time 
the Sabha changed its strategy Its earlier de¬ 
mand for economic criteria for determining 
backwardness was dropped altogether 
Instead, the GKS now demanded that all the 
kshatriyas should be considered «s back 
ward, because they are economically back¬ 
ward and the various castes of the kshatriyas 
share common culture and similar social 
customs 23 It overtly pleaded the case for 
rajputs as patanvadiyas, bareeyas, khants, 
kotis, etc, were already recognised as 
backward by the Baxi Commission The 
sabha argued that it was a wrong notion that 
the rajputs were better off than the other 
kshatnyas, that is, the kohs "Rajput, 
karadiya rajput, nadoda rgjput, hati rajput, 
bareeya, thakor, koli, mer and such other 
small and big sub-castes belong to the same 
community They have social and blood rela¬ 
tionships Their life style is the same 
They have similar virtues, vices and other 
characteristics They have similar social 
customs related to marriage and death 
Their position in education is also the same 
<5nly a handful of persons from these castes 
(by implication rajputs) have higher educa¬ 


tion We, therefore, demand that all the sub¬ 
castes of the kshatnyas should be considered 
as a part of the same chain It was unjust 
on the part of the Baxi Commission to con¬ 
sider only some sections of the kshatriyas 
as backward and ignore the others Small 
and big castes of the kshatriyas belong to 
the same chain therefore whole kshatnya 
community should be treated as 
backward” 24 It further asserted that it 
would be unjust to divide the kshatnya com¬ 
munity which has 40 per cent population of 
the state. 23 “Besides rajputs, number of 
brahmins, artisan and some other inter¬ 
mediate castes including patidars made 
representations to> the Rane commission 
Most of the brahmin representatives pleaded 
that they should be treated as ‘socially 
backward' because of their priestly occupa¬ 
tion which gives them low income, Other 
brahmins and a patidar, like the GKS argued 
that the economically poor, irrespective of 
their caste, should be treated as backward 
and given the benefits of reservation 
Representatives of brahmins from Saurashtra 
argued that although a few brahmins were 
doctors, lawyers, and officers, it would be 
erroneous to say that the brahmins as a 
samaj, i e, community, were socially and 
educationally advanced, I have to say only 
one thing that backwardness should be 
decided on the basis of economic condition 
Middle class is very much oppressed, 
therefore only economic cnteria should be 
considered for backwardness and caste 
should not be taken into consideration 
Socially we are not backward” 26 A large 
number of delegations from vanous artisan 
castes, particularly suthar, luhar, darji and 
bhavsar pressed their case to be considered 
as 'socially and educationally backward’ 
Rane Commission submitted its report in 
October 1983 It rejected caste as a measure¬ 
ment of backwardness on two counts One, 
the traditional caste system has broken down 
and contractual aelationships between in¬ 
dividuals have emerged Second, if the state 
accepts caste as the basis for backwardness, 
it legitimises the caste system which con¬ 
tradicts secular principles The commission 
adopted economic criteria, i e, occupation 
to determine backwardness It identified 63 
occupations as backward, and recommended 
28 per cent reservations for them in state 
government jobs and admissions in medical 
and engineering institutions 
The Congress(I) government mam tuned 
conspicuous silence over the recommenda¬ 
tions of the Rane Commission The salient 
features of the report were published in the 
press with the connivance of a minister The 
press, dominated by the middle class com¬ 
posed of upper and middle castes welcomed 
the recommendations as ‘secular’ and ‘sen¬ 
sible’ One of the members of the commis¬ 
sion published a long article in July 1984 
criticising the Mandal Commission and ad¬ 
vocated economic criteria for determining 
backwardness The article was discussed by 
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sociologists m the All India Sociological 
Conference held at Surat in December 1984 
The central argument of the article was 
strongly criticised by a group of sonologists 
but the press reported that the sociologists 
advocated ‘economic criteria’ for determm 
mg backwardness Dissident sociologists sent 
their protest to the press which the latter 
ignored completely 27 No counter argument 
to the economic criteria was made by the 
congresstte intellectuals, though some of the 
backward caste leaders criticised the rccom 
mendations of the commission 
Meanwhile, the struggle for power bet¬ 
ween the two leading Congress(l) politicians 
Madhavsinh Solanki and Jinabhai Daraji 
became intensified within the party Though 
the former belonged to the backward caste, 
he refrained from identifying himself as a 
caste leader except at the local level He had 
dissociated himself from the Kshatnya 
Sabha in 1956 Jinabhai Daraji hailing as he 
does from an artisan caste had been voci 
ferous in criticism of the high castes for moie 
than two decades He was championed the 
cause of the tnbals, the d lilts and the 
backward castes within and outside the ( on 
gress party In order to counter him within 
the Congress(I) and to win the votes of the 
backward castes in the elections, Madhavsinh 
declared a rise in the quota of reservations 
for backward castes from 10 to 28 per cent 
in January 1985, just two months befere the 
polls The cabinet used thr Rane Commis 
sion report to ruse the quota for reservation 
At the same time, it lejected the main rccom 
mendations of the commission for using ‘in 
come and occupation' as criteria for deter¬ 
mining backwardness on the ground that the 
commission had gone beyond its terms and 
reference The Rane Commission was not 
asked to decide the criteria for backward 
ness, it was asked to "supplement and com 
plement the 82 castes which were identified 
by the Baxi Commission as OBCs” argued 
the government spokesmen The government 
appointed a one-man committee to identity 
castes/communtties other than the 82 castes 
as backward and asked it to submit its report 
within 15 days 

The dissidents within the Congress had no 
choice but to hail the government's decision 
The press and the middle class intellectuals 
raised protest against the government’s an 
nouncement and dubbed it as a political ploy 
to win over backward caste votes The GKS 
leaders realised that the rajputs would have 
no chance of being teated as ‘backward', 
it, therefore, again demanded that only 
economic criteria should be used to deter 
mine backwardness Thus, in the seventies 
and eighties the GKS demanded that either 
all the kshatnyas be treated as backward, or 
backwardness be measured by economic 
criteria By implication, its demand was that 
poor rajputs should get the advantage of 
reservations Other upper and middle caste 
leaders and most of the intellectuals belong¬ 
ing to the middle class also advocated 


economic criteria for determining ‘back 
wardness’, thereby serving the economic in 
terests of their caste members 
Neither the Janata nor the Congress(l) 
government seriously implemented the reser 
vat ion policy Tor the OBC Though the 
government constituted the Backward 
Class Board in 1978 for implementing- 
various welfare programmes to improve the 
economic conditions of the OBC, the board 
has so far not been armed with adequate 
power and financial resources A number of 
reserved seats meant for the OBC candidates 
have either remained vacant or have been 
converted into non-reserved seats under one 
or another pretext by the officers belonging 
to the upper castes So much so that in cer 
tain cases OBC candidates require to have 
more marks for reserved seats than the 
marks of the non-OBC candidates 28 OBC 
leaders have drawn the attention of the 
government to such anomalies which defeat 
the purpose of the reservation But their 
complaint has remained unattended 
Politicians—MLAs MPs and members of 
the jilla panchayats - from among the OBCs 
find themselves helpless The young educated 
persons from the OBC get frustrated without 
employment They were, therefore, not very 
much excited by the government’s announce 
ment for rising their reserved quota Ihey 
felt that the government was least interested 
in implementing its policy and programmes 

IV 

Changing Nature of Middle Class 
and Anti-R« nervation Agitations 

Educai i d Uni mpijOymeni 

The growth in sue of the middle class in 
post independent India, is not the result of 
the capitalist development alone The educa 
tion system, managed primarily by the state, 
trains personnel for professional and 
managerial jobs Though the capitalist class 
has overall dominance, it does not have ab 
solute control over the state so that it can 
open or close educational institutions at its 
sweet will Moreover, in course of time 
education has been perceived by a large 
number of people belonging to the middle 
and working classes and middle and poor 
peasants as a means of improving their 
economic condition and status Hence, all 
those who can afford, aspire to provide 
higher education to their children Though 
the middle class political leaders and 
bureaucrats collaborate with the capitalist 
class, they cannot ignore popular demand 
for education Literacy has increased from 
31 per cent in 1961 to 44 per cent in 1981 
in Gujarat The number of high schools and 
colleges has increased from 1,099 to 3,153 
and 102 to 371 respectively between 1961 and 
1981 During the sixties, the peasants who 
improved their economic condition, thanks 
to capitalist agncultual development, began 
establishing colleges in rural areas Conse¬ 


quently, a large number of colleges have 
come into existence in moffussil areas The 
number of college students has risen more 
than three times from 50,000 to 1,80,000 
during this period 29 The caste composition 
of the students has changed since indepen 
dence Patidars and various artisan castes 
have entered the education arena in a big 
way SC and ST students have also started 
seeking education, though their number has 
been comparatively small 
A majority of ihese students, irrespective 
of the class background of their parents, 
aspire to either get white-collar jobs or to 
become self employed professionals A few, 
coming from the well-off strata join the 
firms of their parents or aspire to start 
business or an industry on their own 
In comparison to other states of the coun¬ 
try Gujarat can be called an industrially 
developed region There were 9 722 factories, 
that is, 12 per cent of the total factories in 
the country, registered under the Factories 
Act, 1976 77 They generated Rs 3,531 crore 
output and accounted for 10 per cent of the 
output of the country In terms of capital 
income generated in manufacturing activity, 
Gujarat stands next to Maharashtra In 
1976 77, Gujarat generated Rs 322 per capita 
income as against Rs 194 all India average 
Among the 200 top giant industries of India, 
24 are located in Gujarat However, despite 
these impressive figures, the average annual 
rate of growth of industrial production is 5 
per cent which is also the all India growth 
rate In the context of the country’s popula¬ 
tion growth, India’s industrial growth rate 
is not only far behind that of the developed 
countries, it is also lagging behind that of 
some of the developing countries In 1950, 
in terms of the national income generated 
in the industrial sector, India ranked 10th 
It slipped to the 23rd position in 1979 In 
Comparison, in South Korea which is slightly 
larger than Gujarat in terms of population, 
the annual growth rate of industrial produc 
non is four times that of Gujarat Similarly 
Taiwan, which is about half the size of 
Gujarat, boasts of a growth rate whtch is 
three times that of Gujarat M Thus, the in¬ 
dustrial growth of Gujarat though better 
than many other Indian states is as low as 
of the country as a whole, hence it is unable 
to cope with the rising expectations of the 
masses It may also be mentioned that per¬ 
sons from outside the state were recruited 
for managing some large industrial projects 
of the public sector for a variety of reasons 
Hence, all available positions in industries 
have not gone to Gujaratis Further, quite 
a number of non-Gujaratis particularly from 
Punjab and Rajasthan started business and 
industry in Gujarat resulted into cut-throat 
competition in business and industry, mak 
ing it difficult for small investors to survive. 
Thus, the rate and nature of industrial 
development have failed to absorb a large 
section of the educated Gujarati youths 
belonging to upper and middle castes of the 
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middle class 

As industrial growth has not succeeded in 
reducing inequality, the state has expanded 
its activities by undertaking welfare pro 
grammes with a view to generate employ¬ 
ment in secondary and tertiary sectors This 
has also led to an increase in administrative 
personnel The number of state government 
employees has increased almost four times 
from 1,06,009 in 1960 to 4,43,952 in 1980 

But all those who receive high school and 
college level education fail to get white-collar 
jobs m industrial sector or in administrative 
posts As elsewhere in the country, un 
employment has increased in Gujarat Bet 
ween 1971 and 1982, the number of un¬ 
employed persons registered at the employ 
ment exchange has increased more than three 
times—from 1,50 000 m 1970 to 5 21,000 in 
1982 Among the unemployed persons is 
many as 58 per cent, that is, 3,11,000 are 
educated Jl A decade before, 49 per cent ol 
the unemployed persons were educated The 
middle class of the upper and middle castes 
was obviously adversely affected by the rise 
in educated unemployment I hen oppor 
tunnies tor white collar jobs are furthtr cur 
tailed as SC and ST have taken increasing 
advantage offered by reservation For in 
stance, the proportion of SC and ST in class 
III positions increased from 4 8 and 4 4 per 
cent respectively in 1972 to 10 7 and 8 9 per 
cent respi tu. ly in the state government ad 
mimsti itioo in 1978 One finds a similar rise 
in .lass ' ami ms II As a result there are 
more fl a i a , v thousand clerks/typists 
coming fiom , 1 SC and the ST At least one 
person from cither of these communities is 
found in most government departments 
Their presence as colleagues against whom 
the high castes have centuries old prejudices, 
as well as their relatively quick chance for 
promotion thanks to the roster sytem upset 
the upper and middle caste employees who 
are intoxicated by their own sense of 
superiority Further, the 10 per cent reser 
vation for the 82 caste/community groups 
introduced m 1978 has further reduced the 
chances of the middle class of the upper and 
middle castes securing government posts 
Besides the growth in education, urbanisa¬ 
tion has increased m Gujarat during the last 
four decades—31 per cent of its population, 
as against 23 7 per cent of India’s popula¬ 
tion live in 255 towns and other urban ag 
glomerations As a result, the size of urban 
middle class engaged in white-collar jobs in 
public and private sectors, petty business and 
small scale Industries has enlarged con 
siderably during the last two decades 

Rising Expectations 

The persons from middle class of the up 
per and middle castes live in poles , closed 
neighbourhoods surrounded by persons of 
almost similar social status, or in recently 
constructed housing societies outside the old 
residential towns Though these housing 


societies are outside the old cities, they have 
continued to maintain caste cultures by and 
large The names of some of the societies 
bear the lahel of their castes Thus despite 
the changes m occupational pattern, tradi¬ 
tional ties have continued in urban areas At 
the same time, they are fired by high expec 
tations Many members of the middle class 
from upper and middle castes owning small 
industries dream ot becoming Sarabhais 
Mafatlals, Birlas or Thtas The traditional 
ethical values which were supposed to be 
observed by the business communities are 
no longer respected by the new generation 
of small and big entrepreneurs Generation 
of blaik money by smuggling tiading in 
illicit liquor and drugs, and non payment ot 
taxes contribute to the accumulation of 
illegal wealth Moreover, quite a large 
number of educated peisons from thedomi 
nant castes of thi middle class have 
emigrated to America for further education 
and then for jobs And the number of 
pattdars who emigrated to Africa m the 
second quarter of this century for business, 
moved on to England fend America in the 
sixties and seventies They called their 
relatives to settle in America These 
emigrants have become the reference group 
of the middle class in Gujarat The young 
entrepreneurs went to accumulate huge 
wealth by hook or by crook in the shortest 
possible time, of course only a few of them 
succeed in the race The members of the 
lower middle class whose numbei is very 
large aspire to make their sons and daughters 
doctors, engineers, high ranking officers or 
proprietors of industries A clerk desires to 
have a colour television, a cassette player, a 
refrigerator, a scooter, a tan, a sofa set, etc, 
because his neighbour or his relatives possess 
these things For him, these are status sym 
bols But economic conditions being what 
they are, members of the lower middle class 
can hardly afford such luxuries This leads 
him to complain against industrialists and 
bustnessmen as well as the labourers His 
feelings can be summed up in the following 
words "slum dwellers do not have to satisfy 
many needs, and they do not have to observe 
a certain life style. Whereas rich persons have 
no problems But we of the middle class 
have small means and we have to maintain 
our status, which is difficult with the low 
income. We cannot do manual work like 
backward caste persons We are therefore 
sandwiched between the affluent and the 
poor" Thus the sense of ‘relative depnva 
tion’ as well as a set of norms dictated by 
his caste status generate a feeling of resent 
ment among the members of the upper and 
middle caste of the middle class against the 
rising status of backward castes 

SC and ST Middle Class 

Though educated SC and ST boys and 
girls got government office jobs in larger 
numbers in the seventies than in the earlier 


period, their number was not in proportion 
to the number of educated persons which 
went on rising every year The numbers of 
the educated unemployed SC and ST seem 
to have increased in the same proportion as 
the numbers of unemployed members of 
higher castes Moreover, educated persons 
coming from the SC/ST have a negligible 
chance of securing white collar jobs in the 
private sector because of the strong caste 
prejudices ol the employers, who invariably 
belong to upper castes Young educated SC 
youths, paiticularly those who have been 
brought up in urban areas and whose fathers 
were employed in industry or government, 
started lacing unemployment and expenen 
cing discrimination in securing jobs or work¬ 
ing in offices 1 hey started ventilating their 
grievances and began lo get organised One 
ol their organisations was Dalit Panther 
which came into existence in 1973 Unlike 
the earlier Harijan organisations in Gujarat, 
the Dalit Panther started questioning the 
legitimacy of the caste system, and the domi¬ 
nant taste culture Their writings—both in 
form and ihe content—disturbed the tradi 
tional writers and the press Dalit literature 
has been ignored by the dominant literary 
circles or considered as trivial Young SC 
leaders are frustrated bul militant They 
assert their rights, demanding a larger quota 
of reservation for admission to professional 
courses, greater number of scholarships and 
reserved seats m government and semi 
government organisations 

Upper caste members of the middle class 
take these demands as a threat to their 
dominance They increasingly become in¬ 
tolerant towards militant and assertive SC 
youths Even persons having liberal and 
Gandhian outlook also believe that the Han 
jans should not assert their rights howsoever 
legitimate they may be The attitude is ‘we 
will give, but they should not demand’ 

Anti Reservation Agitations oe 1981 

The village of Jetalpur, which is at the 
distance of 15 km from Ahmedabad was one 
of the starting points of the agitation in 
January 1981 Some educated SC youths 
associated with the Dalit Panthers of 
Ahmedabad started organising SC agrt 
cultural labourers of Jeialpur from 1978 
Before they began their activities the dalits 
of the village had formed their co operative 
farming society and demanded a part of the 
village goihar (grazing land) for cultivation 
They approached the government and 
secured the land in 1975 But before the end 
of the year, the village s&rpanch handed over 
that land to the forest department The 
department removed the crops planted by 
the dalits and planted saplings in retalia 
non, the dalits removed the saplings Con 
sequently, the panchayat dominated by the 
pattdars filed a suit m the court against the 
SC youths But the SC youths were acquit 
ted by the court in 1977 Since then, sporadic 
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clashes between patidars and dalits have 
become the order of the day 

In order to teach a lesson to the dalits, 
some patidar youths mercilessly beat up 
Sakrabhai, a young dalit leader and later he 
was burnt to death on December 25, 1980 
Leaders of the Dalit Panther organisation 
of Ahmedabad rushed to Jetalpur and took 
possession of the body of the injured and 
half-burnt Sakrabhai With the help of the 
police he was taken to the civil hospital, 
Ahmedabad where lus dying declaration was 
recorded A huge funeral procession was 
organised the next day by the Dalit Panthers 
They organised a public meeting in Jttalpur 
to mourn the death of Sakrabhai It was at 
tended by a large number of dalits Irotn 
Ahmedabad This led to clashes between the 
dalits and the patidars which provoked the 
latter further Ten persons of patidars were 
arrested from Jetalpur as they were alleged 
to have murdered Sakrabhai This added hat 
to fire Patidars and other caste hindus 
declared social boycott of the SCs denying 
them daily work as well as provisions and 
other essential commodities 1 he dalit ba\ti 
t c, settlement, in the village of l.ah in 
Mehmadabad taluka ot Khtda district near 
Ahmedabad was attacked by caste hindus m 
the last week ot December following the 
Jetalpur incident 12 

At about the same time, the medic il 
students of the B I Medical College, 
Ahmedabad, launch'd an agitation against 
reserved seats for SC candidates in the 
pathology department It may be mentioned 
that some students of this college had filed 
a case in the Gujarat High Court in 
November 1979 against the carry forward, 
roster and interchangeability system of 
reserved seats They lost the case in the court, 
and therefore, resorted to direct action 
Medical college students in Ahmedabad, 
Vadodara, and Jamnagar went on a day's 
token strike on January 12 demanding aboli 
tion of reservation system for SC and ST 
candidates foi post graduate studies Junior 
doctors of these colleges declared their sup 
port for the students About 1,000 students 
took out a procession in Ahmedabad and 
burnt an effigy of the "reservation policy' 
They garlanded the statue ot Mahatma 
Gandhi at the mome tax crossing and took 
an oath to continue their agitation till the 
reservation system was abolished 13 The 
Surat Medical College observed a strike on 
the following day, on January 13 Alter four 
days, student representatives ot medical col 
eges in Ahmedabad, Vadodara, Jamnagar 
and Surat met the education minister, and 
the minister for health and demanded the 
scrapping of the reservation system for the 
posts of housemen and registrars They 
demanded that the system of reservation 
should be done away with as it encouraged 
mediocrity and hence was dangerous for the 
future of their profession A doctor declared, 
“In the civil hospital, Ahmedabad, 65 posts 
for fresh housemen have been advertised, 


out of which 27 are reserved for SC/'ST can 
didates, which comes to approximately 41 
per cent of the total posts Is this fair 
when othei students having good number of 
marks and competency in the subject are 
denied opportunity because we do not 
belong to SC /ST 1 1 he government mav 
reserve jobs but not in higher studies This 
is to discount for highly professional 
knowledge’ 34 Some other doctors asserted 
that SC/ST students were misusing the 
tacilitics given to them These students were 
not interested in'studies They lived in 
sophistication and snobbery, the high caste 
doctors argued They moved about in cheap 
attires with a cigarette between their lips “It 
is thev who find enough time and money to 
gamble in then hosttl rooms It is thev who 
can at ford to send some monev home after 
utilising a part of thur scholarships lor a 
standard of living which is higher than some 
of the poor medicos who by misfortune 
could not be born in SC or ST family’” 
Such observations needless to say, wtrt 
based on isolated individual cases They we a 
prejudicial Publication of thest views in vei 
nauilir and English newspapers gave them 
credibility C ountcr views did not lind pi tec 
in the newspaper columns Heme one sided 
obseivalions not only strengthened the pre 
judices ol the iippc and middle easics 
agiinst the SC and SI' but they ilso boosted 
spurious morality lor those who weie 
organising the agitation 

1 he sludtnts warned that if the govern 
ment sal over their demands they would 
intensify their agitation The president ol the 
state unit of the Dalit Panther replied that 
it the government accepted the demands of 
the high caste students the Dalit Panthers 
would launch an agitation Another dalit 
leader declared that the SCs would not 
tolerate anv injustice to them and would not 
hesitate to launch a countei agitation 
However, the state government decided to 
abolish the carry forward system in the 
reservation of seats for SC and ST in post 
graduate studies in medium. The chiet 
minister Madhavsmh Solanki said that in 
professions like medicine and teaching met it 
could not be totally ignored It would alfcct 
the progress of the luture generation if the 
posts were tilled in on a caste and com 
mumty basis Some ol the Congress 
members supported the government stand 
and challenged ‘the champions of the SC 
and STI for demanding more reservations for 
the backward classes” The rilt within the 
Congress(I) became evident from the fact 
that some ML As belonging to the OBC said 
in the party meeting that the 82 communities 
declared as backward by the Baxi Commis 
sion constituted nearly 40 per cent ol 
population but they were given only 5 per 
cent reservation while the SC and ST who 
were only 20 per cent of (he population 
wanted to grab more than 20 per cent of the 
seats in post graduate studies in medicine 16 
Medical students, once again went on a 


token strike in January 1985, to press their 
demand for the abolition of the reservation 
system for post-graduate seats in medical 
colleges This time, the interns and resident 
doctors of the government hospitals also 
joined the strike And, the undergraduate 
students declared an indefinite strike till their 
demands were met The agitation slowly 
gathered momentum and on January 24 
caste hindus and SC students came to blows 
Some SC students were beaten up and a 
public transport bus was set on fire Students 
of the non medical colleges joined the strike 
supporting the demand of the medical 
students The government conceded the 
demand for abolition of interchangeability, 
but the students were not satisfied as they 
wanted abolition of all reservations 
Ahmedabad was engulfed by the riots On 
January 28, the four medical colleges of the 
state were closed for the next six months 
The striking junior doctors and interns 
were served show cause notices asking why 
their services should not be terminated But 
this had little effect 

Other cities of Gujarat —'Vadodara, Rajkot 
and Surat, and a number of small and big 
towns declared bandhs, organised proces¬ 
sions burnt effigies either of ‘reservation 
policy’ or of the chief minister and damaged 
public property such as buses, street lights, 
post offices banks and railway stations 
Dalit bastis were set on fire at several places 
in Ahmedabad and in other towns The 
police resorted to lathi charge, tear gas or 
firing to disperse mobs to prevent them from 
looting and rioting In order to keep up the 
tempo of the agitation anti reservation com¬ 
mittees at local levels were formed Each one 
of them announced some programme or 
other which kept the agitation going The 
SC youths organised counter programmes 
in some towns Consequently, clashes con 
tinued unabated in February 

The SC textile workers in the spinning 
and carding departments struck work on 
February 24 and 25 protesting against the 
anti reservation agitation In retaliation, the 
caste hindu including the OBC workers 
struck work for four days In the beginning 
ot March, the slate government employees 
also joined the fray They gave a call for 
‘karmachari bandh’ on March 2 and 
demanded the abolition of reservation and 
roster system About 70 per cent of the 
employees went on mass casual leave in sup¬ 
port of the anti reservation agitation 
Another call for a strike was given in the 
third week of March 

Iht agitation spread ho rural areas 
particularly in Kheda, Ahmedabad and 
Mehsana districts In several villages the 
dalit bastis were set on fire and at a few 
places militant SC youths were beaten up 
Though the dalits received protec'ion from 
the backward castes in a few villages, such 
cases were an exception, not a rule In fact, 
at several places upper castes succeeded in 
instigating the backward castes against the 
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SCs The dalits were terroi tsed and they 
migrated to the neighbouring towns 
Though the non Congress non-left parties 
did not openly support the agnation, 
because they wanted to keep up a pro poor 
posture, many of their rank and file 
members did Some of them wanted to 
‘repeat’ the Navmrman movement which ltd 
to the fall of the Congress ministry in 1974 
Gandhian Sarvoday workers either kept 
silent or made ambiguous statements 57 
College and university teachers also sup 
ported the agitation and pleaded for ‘effi 
ciency’ and merit They and popular writeis 
repeatedly said that they were not against the 
SCs and backward castes and the govern 
ment should provide them facilities foi 
studies But merit and efficiencv should not 
be sacrificed SC and ST candidates should 
secure positions through competition, othei 
wise they would continue to depend on the 
state and develop an inferiority complex 
Some others argued that the benefits ot the 
reservation were procured onlv bv ccitain 
groups of SC and SI and they did not per 
colate downwards Therefore, according to 
them the objectives of the reservations have 
been defeated Some othcis pleaded that the 
poor of the upper caste should not be 
deprived of the benefits, because they wen 
born in vama brahmin or patidar families 
This argument had a very wide appeal and 
many pro poor political activists and 
intellectuals also sorted saying ihat there is 
at least some point in the demands of the 
medical students One of the staunch pro 
poor and pro backward caste leaders 
Jinabhai Daraji a former GP( C(I) presi 
dent said that while the C ongress(I) could 
not compiomist on the total abolition of the 
resetvation issue, the government should 
take steps to reserve at least 10 per cent ot 
seats for the economically backward ir 
respective of castes ’* 

The vernacular as well as the Higlish pass 
was also sympathetic to the demands ot the 
students The former was moie open and 
strongly biased than the English press Many 
of the Gujarati newspapers distorted news 
in favour of the upper and middle castes and 
sometimes either fabricated or wrote stones 
on the basis of rumours against the harijans 
For instance, the Gujarat Samachar printed 
on February 5 a news item that the harijans 
had attacked the Ved Mandir in Ahmcdabad 
In fact, there was no attack on the temple, 
and the temple manhant, i e, pritst issued a 
denial of the press report which was not 
printed by the newspaper Similarly a false 
report regarding the attack on the Jain tem 
pie tn Rajpur area was published which in 
tensifled the attack against the SCs The 
reporting used to give the impression that 
dalit mobs were molesting upper caste 
women 59 The press became a party to 
tumour mongenng The fact finding commit 
tee of PUCL observed “The attitude of the 
press is simply a reflection of the fact that 
the ownership of the newspapers is largely 


with the higher castes Formerly certain stan¬ 
dards of professionalism used to check bla 
tarn partisanship but it is now increasingly 
the land to not only take sides, but to distort 
facts that support the side the paper has 
taken 

The polite w hich was responsible for pro¬ 
tecting the victims, in this case the SCs, more 
often than not failed in us duty It arrived 
at the trouble spots long after the hastis were 
set on fire or dalits were beaten This hap 
pened m several cases despite the fact that the 
police received advance information about 
place and time of the attacks Even a casual 
analysis of the events involving clashes bei 
ween ihc S( s and the patidars in urban and 
tural areas reveals the partisan role ot the 
police in the riots 1 he unions of the police 
inspectors, sub inspectors and constables 
passed a resolution stating thai reservation 
as a policy should be scrapped and that the 
carry forward system and roster system 
abolished Needless to mention that an over 
whelming majority of the police inspectors 
and sub inspectors belong to upper and mid 
die tastes—hrihmins rajputs and patidars 
Out of 81/ police inspectors in the sine in 
1980 onl\ foui were from SC and two were 
SI 41 

On the other hand, the SC and SI were 
not united and OB( s were bv and laige m 
different lo the agitation As (he ST middle 
cl iss is still very small, and the number of 
ST students in medical colleges is msigniti 
cant they wert inactive in the course of 
agitation as if it had no cftect on them 
Moreover SP> are concentrated in certain 
districts caste hindus being in a minority in 
these areas did not dare to attack them In 
contrast the SC population is scattered and 
invariably in a minority in the villages 
Hence, they were more vulnerable The SC 
leaders could not mobilise the ST and OBC 
In fact, they did not have any following 
among the all castes of SC Then area of 
influence was limittd to their own caste and 
area A majority of the SCs who are very 
poor and whose children have hardly taken 
high school education, could not relate 
themselves to the problems of the educated 
dalit students who have become part of its 
middle class tn their life style The sweepers, 
scavengers cobblers, etc, of the urban and 
rural area did not fntd much in common 
with the middle class dalits They, therefore, 
refrained from participating in the agitation 
except when they were attacked by the caste 
hindus Thus, in terms of numbers, dalits 
who were actively involved in the counter 
agitation were very small m number and 
mostly confined to large cities 

The late prime minister, Indira Gandhi 
intervened in the situation She sent her 
emissary, Jaisukhla! Hathi in the last week 
of March for talks with the students She 
invited the students as well as the chief 
minister to Delhi for negotiations After 
several rounds of talks in Delhi and then in 
Ahmedabad, both the parties signed a 12 


point accord on April 13 1981 Besides aboli¬ 
tion of ‘interchangeability’ and ‘carry for¬ 
ward’ whieh the government had accepted 
in early January, the government agreed to 
increase additional non-reserved seats 
against the number of reserved seats claimed 
by SC, ST and other backward caste students. 
The medical colleges were reopened and 
notices against junior doctors were with¬ 
drawn Thus after more than 103 days the 
anti reservation agitation came to a halt 
Some members of the anti-reservation com¬ 
mittee, however, declared that their ‘fight’ 
against abolition of the reservation system 
from all walks of life would contintfe But 
by that time the capacity of the middle class 
for the agitation was exhausted Students 
were not in a mood to lose cue year of study 
The petty bourgeoise which often provided 
financial support to the agitators were 
adversely affected by the prolonged curfews 
in the cities as their business was affected 
Therefore, they withdiew their support and 
prcssuiised the students into negotiations 
and be satisfied with whatever they could get 
and wait for another opportunity to strike 
back 

Tilt Sh( OND ACiITAIION Ot 1985 

Another opportunity came in 1988 as the 
government raised the reservation of seats 
for OBI irom 10 per cent to 28 per cent 
There was no public statement fiom any 
quarter to hail the government decision 
Neither the dalit leaders nor radical groups 
which actively opposed the anti-reservation 
agitation in 1981 came forward m support 
of the decision because by that time the chief 
minister, Madhavsmh Solanki, had lost 
credibility as the protector of dalit interests 
He alienated them and depended on populist 
politics with the support of coterie. fjis 
erstwhile supporters within and outside the 
party also looked at the government deci¬ 
sion as a political gimmick On the other 
hand, middle class intellectuals and the press 
sharply criticised the decision Not a single 
English or vernacular daily newspaper 
supported the decision The opinion was 
almost unanimous that it was cynical ploy 
to win over the votes of backward castes it 
was observed that Madhavsinh Solanki was 
keen “to dangle the carrot to as many votes 
as possible’’ 42 Some of the articulate per 
sons from the middle class criticised the 
government decision in strongly worded 
statements One of them said "The un 
imaginative, unjust improper and in 
equitable policy of reservation in jobs should 
be abolished A large number of qualified 
students are denied jobs and admission only 
because they are caste hindus” 45 Such reser 
vation would produce “dull, inefficient and 
lazy medicos and technocrats’’ 44 As in 1981, 
the arguments for merit and efficiency were 
advanced by middle class writers They had 
no answer when it was asked whether all 
those who obtained jobs supposedly by com- 
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Change u the essence of 
growth, an edict of 
management 

And in today’s world, the 
choice before an organisation is 
not between ‘change’ and 
*no change’, but between 
managing the change and being 
managed by events. 

Change, when 
consciously imposed from 
within, opens up new 
opportunities, new avenues of 
growth. Paradoxically, the 
process of change is, and has to 
be permanent. 

This is the philosophy 
behind the changing role of 
MMTC — from a mere 
canalising agency to an 
international trading house. 

Change, to MMTC, has 
meant expanding into new 
global markets, new areas of 
trade, new products adopung 
new strategies like Counter 
Trade, developing the 
infrastructure, creaung new 
employment opportunities. 



giowing beyond minerals and 
metals to a multi-mtrehandise 
global uader 

I his change, this 
bioadcnmg peispcttive. is 
re lice tt el in MMlC/s 
performance MM IC’s turnover 
crossed the Rs 3,000 croreniark in 
1985-86-a three fold increase in 
three yeais Exports doubled to 
Rs bOO crore fiom Rs 300 crore 
tn 1982-83 Notably there has 
been a quantum leap in the 
value ol noil-traditional exports, 
from Rs I crore in 1982-83 to 
Rs 212 crore in 1985-86'In 
1985-86 MMTC earned through 
exports over 30% of its foreign 
exchange requirement for 
imports Next year the figure is 
expected to be 50% 

Yes, change is 
permanent A philosophy 
chiselled in the minds of 
everyone at MMTC, the 
cornerstone of its success 
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petition were really selected on meru and 
were all efficient’ They evaded the answer 
when they were sharply asked, "Did they 
care for merit when they appointed someone 
or when they wrote chits to their friends for 
favour for someone’ A few openly stated 
that they were against the SCs and back 
wards They argued that those persons could 
work on farms as they had habit of doing 
that work, but where would brahmins and 
vanias go who were traditionally in white 
collar jobs and knew no other skills’ 
Sophisticated persons argued that they were 
not against backward classes, they were 
against a reservation policy They said, 
"Nobody opposes the government when it 
provides free education, special coaching 
classes, free hostels and financial help by 
way of scholarships for the economically 
backward classes to bring them on a par 
with the affluent sections of society* They 
proclaimed that the motto ol society should 
be sarve ranah sukhtno bhavamu i c, let all 
be happy, 4 ' implying that the reservation 
policy was providing happiness only to a lew 
and a large number of people were deprived 
of benefits due to them Such statements 
were building up an atmosphere against the 
hike in the reservation quota and several 
people began to feel that something should 
be done Some wtre wondering why the 
students were silent 

The initiative eventually came ftom the 
engineering students of Morbi college in 
Saurashtra who were also responsible for 
beginning the Navmrman movement in 
1974 They boycotted the classes on February 
II, 1985 protesting against keeping 49 per 
ctnt of seats reserved for backward classes 
I he news appeared in the pres, the next day 
and students of Ahmedabad felt that they 
should also take up the issue This was the 
time when preliminary examinations tn the 
colleges weie to be conducted, and there has 
been always a group of students who want 
to postpone examination on one pretext or 
another They found the reservation issue a 
god-given chance to attain their objective 
Students organised a procession on February 
17 protesting against the government's deci¬ 
sion Like 1981, they garlanded the statue of 
Mahatma Gandhi and took the oath that 
they would not suspend their agitations till 
the state government agreed to abolish reser 
vattons Colleges remained closed and 
students boycotted their preliminary ex 
animation Students decided to intensify the 
agitation and gave a call for an indefinite 
strike in schools from February 20 Thirty 
colleges promptly postponed examinations 
and teaching was suspended in all colleges 
The teachers, guardians and the press gave 
moral support to the students The students 
from different colleges in different parts of 
the state extended their support to the call 
of the Ahmedabad students’ Action Com¬ 
mittee. About 85 students from Bhavnagar 
and Junagadh were arrested by the police for 
violating prohibitory orders Students 


and police clashed in Ahmedabad The 
Ahmedabad students formed All Gujarat 
Educational Reform Agitation Committee 
(AGFRAC) Under its banner, the students 
of Ahmedabad organised a procession and 
public meeting on February 21 Sporadic in¬ 
cidents of violence occurred m Ahmedabad 
and other cities Gujarat university closed 
colleges for an indefinite period to avoid ten 
sion on the campus But this move did not 
work 

The AGERAC gave a call for Gujarat 
bandh which received partial response 
Junior doctors of the uvil hospital sup 
poited the agitation and abstained from 
duty *-0 did the lawyers at the city small 
causes courts The president of the state unit 
of the lanata parts criticised the government 
lor increasing the rcseivauon pcicentiges 
Unlike 1981, no public figure came out to 
counter the agitmon Dalit liideis were 
silent, as wen other pro-poor and pro 
reservation non party activists The Gujarat 
High Couit issued r stay order on the rise 
in reservation quota The prime mmistci 
declared that rcscivition police would be 
reviewed after the assembly elections which 
were to be in early March Rijiv Gandhi 
said The whole thing about the icseiva 
non is getting a little out of hand it has to 
be reviewed ' I he middle class of Gujarat 
read Rajiv Gandm s statement as i torin ol 
moial yuppon I he government spokesman 
declared that the government had not issued 
any 'government resolution togiveelleet to 
the decision ol cabinet regarding raising the 
quota due to 'various complications He 
said that even with the II per cent rcseiva 
lion at present toi SC SF and OBC the ac 
tual utilisation had ranged from II 60 to 
17 40 per cent in various courses This 
showed that 83 per cent to 88 per cent of 
the seats wuc av ul iblc to general candidates 
on merit despite the reservation 46 
Therefore the agitation was uncalled for he 
implied But neither he nor any Congress 
leader answered the question if the use of 
the reservation quota was low, what was the 
urgent need to increase the quota’ The 
political parties were not interested in the 
agitation at the stage as they were busy 
preparing for elections The AGFRAC 
declared on March 3 the postponement of 
the reservation stir till March 6 to ensure 
peace during the assembly election 
The government beat a retreat by announ 
cing on March 6 that it had postponed rais 
mg the reservation quota for SEBC for a 
year This had no effect on the students 
Student representatives from different parts 
of the state met m Ahmedabad on March 10 
and decided to intensify the agitation A call 
for Gujarat bandh on March 18 was given 
The bandh triggered off violence in different 
parts of the state During the day, the events 
of violence were of a minor nature, such as 
throwing stones on public buses, clash bet 
ween police and students, etc Such incidents 
took place in Surat and towns of Saurashtra 


to a greater extent than In Ahmedabad 
But the situation changed suddenly in 
Ahmedabad that night Communal riots 
between hindus and muslims erupted in 
Danyapur and Kalupur areas of Ahmedabad, 
and by midnight they spread to other parts 
of the city Arson, looting and killing con¬ 
tinued throughout the night The army 
was called in The parents organisation, 
Ahmedabad Wall Mandal, which came into 
existence a few days before to support the 
ann reservation agitation, announced 
suspension of the agitation for (wo days in 
view of the communal riots But, communal 
violence continued for four days Why and 
how the communal riots erupted is a puzzle 
Nonetheless it should be mentioned that 
cettam areas ol Ahmedabad have been com¬ 
munally sensitive for many years and there 
were incidents of communal riots in 
Ahmedabad in January before the anti 
rescivation agitation was launched By the 
time Ahmedabad returned to normal, com- 
munal riots had began in Vadodara, which 
is another riot prone city In the middle of 
April, Ahmedabad again witnessed com¬ 
munal riots for several days Ahmedabad 
ind Vadodara took their turn one after 
anotliei in communal violence. Surat took 
us turn alter Vadodara though disturbances 
were not communal Rajkot took its turn 
liter Surat Thus violence continued in the 
cities during April and May 
Though the student leaders and the of 
fice bearers of the Wall Mandal declared 
repeatedly that they had nothing to do with 
communal riots, their programmes against 
reservations continued In order to pacify the 
agitationalists the government announced 
in early April that it would appoint a high 
power committee or commission to look into 
the reservation issue It promised the 
students that the government would not in 
cteasc the reservation for SEBC till the 
report ol the commission was submitted But 
this had no effect And other sections of the 
middle class joined the agitation The junior 
doctors went on strike, supporting the 
demands of the students Lawyers abstained 
from work in protest against police excesses 
By the end of April tfte state government 
employees joined the fray demanding aboli 
lion of the roster system Employees of the 
panchayats followed them soon after, 
paralysing the functioning of the state m 
May and June More than 150 business 
organisations ol Ahmedabad such as cloth 
merchants foodgrain dealers, dealers in 
books and stationeries, edible oil, spices, 
electrical appliances, radio and television, 
laundary owners, footwear dealers, bullion 
merchants, etc, observed a bandh for five 
days beginning from June 5, in protest 
against the government’s failure to protect 
the life and property of the citizens 
But caste and communal violence con 
tmued with intermittent normalcy through 
out June and mid July Ahmedabad and 
Vadodara were the worst affected areas, 
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though incidents of clashes between hindus 
and mushms between caste hindu agitators 
and police took place in many other cities 
and towns of Gujarat On the directive of 
the prime minister, Madhavsinh Solanki 
resigned on July 6 and Amarsmh Chaudhan, 
belonging to S r became the chief minister 
For the time being there was a brief period 
of normalcy J F Rebeiro was appointed as 
the director general of police to curb com 
munal violence Communal violence 
renewed in Vadodara and Ahmcdabad in 
mid July, the government took stern action 
and arrested some of the agent provocateurs 
wielding enormous influence in its own 
party Rebeiro prevented political inter 
ferencc in handling the situation 
The anti reservation agitation continued 
nonetheless The strike of state government 
and Ahmedabad city municipal corporation 
employees against the rosttr system was on 
In order to intensify the agitation, the Akhil 
Gujarat Vali Mahamandal (AGVM) and 
Navrachna Samiti (NS) gave a call for ‘jail 
bharo’, 1 e, courting arrest from July 19 And 
the student leaders became active The state 
government appointed two cabinet sub 
committees to go into the question of reser 
vation and roster systtm on July 16 The 
committees started negotiations with the 
leaders of the agitation An accoul was 
arrived on July 19 Accordingly the govern 
ment agreed not only to the abolition of the 
18 per cent hike in reservation quota, but it 
also agreed to review by the end of 1987 the 
existing 10 per cent leservation for the OBC 
which expires in March 1988 The AGVM 
and NS withdrew tht five month old anti 
reservation stir However, a small taction ot 
the student leaders walked out of the 
negotiation meeting and disapproved of the 
accord They declared that they would con 
tinue the agitation for the abolition ot reser 
vation for the OBC However, their call for 
Vadodara bandh on July 21 and Ahmcdabad 
bandh on July 22 failed to evoke any 
response Similarly, a call for Gujarat bandh 
on July 27 given by the striking government 
employees received partial response, though 
they organised a massive rally of the staff 
on the previous day However, the govern 
ment initiated negotiations with the splinter 
group and reached an agreement in which 
the students gave up their demand for the 
immediate abolition of the reservation for 
OBC On the other hand, the government 
agreed to make representation before the 
proposed commission to review the imple¬ 
mentation of the Baxi Commission recom 
mendauons that economic criteria should be 
considered as one of the yardsticks of caste 
based reservations The cabinet panel also 
agreed to the demand of the agitators that 
administrative measures be initiated to give 
preference to ‘Gujaratis’ in C lass III and IV 
services of statutory boards and corpora 
tions Consequently, the rebel students called 
off the stir on July 30 
But the strike of the government 


employees against the roster system con¬ 
tinued However, the strike of the municipal 
employees slowly petered out and the 
Municipal Karmachan Hit Raksak Samiti 
withdrew the 47-day-old strike on August 3 
They achieved one thing The municipal ad¬ 
ministration agreed to implement any deci¬ 
sion by the state government with regard to 
the roster system The vacuum created by the 
municipal employees in the agitation was 
tilled up by the employees of the Gujarat 
Liu tricity Board who went on strike on 
August 6 demanding, alongwtth other 
things, abolition of the roster systtm On 
August 18, the government and the leaders 
of the government and panchayat employees 
signed the accord and the 73 day old strike 
came to an end Though the government did 
not abolish the roster system, it gave certain 
concessions to the non SC ST employees 
The government agreed to give retrospective 
tffetl from March 24, 1981 in considering 
the cases ot ‘hardships’ to the non SC ST 
employees in promotion All such cases 
would be considered on a one-to one ratio 
and would be given notional promotion 
from the retrospective date when they were 
deemed to have been promoted Further 
more, in cases where the S( employees had 
ulieidy gamed more than 8 per cent promo 
tions in their cadres their further roster pro 
motions would be frozen and they would 
have to wait for the next promotions till the 
employees superseded get their turns of 
promotion 

ROLLOl POl ICC AMO PRLSS 

The police and the press played out the 
same role that they did during the 1981 agun 
non They were partial and sympithetic to 
the cause ot the agitators Certain 
newspapers twisted some news items and 
suppressed others, played photographic 
tricks to highlight certain aspects of the 
agitations, carried accounts of events which 
had never occurred and became a party to 
the attempts to portray rumours as facts 
Some newspapers claimed the credit for 
ousting Madhavsinh Solanki and openly 
declared that no Chief Minister could hold 
power for long without their support 

Why OBC Failld to Counter 
AGITATION 7 

None of the backward castes could 
counter effectively the anti reservation agita 
non TWo weeks after the government an 
nounced its decision to postpone the increase 
in the reservation seats for one year, the Baxi 
Panch Action Committee (BPAC) was form 
cd on March 30 to defend the reservation 
for SEBC Unlike the 1981 agitation, the in 
itiattve this time came from the ruling fac¬ 
tion of the Congress party rather than the 
various caste organisations or secular pro- 
reservation groups The BPAC gave a press 
statement urging the government to imple¬ 


ment the reservation policy immediately in¬ 
stead of keeping it in abeyance for one year 
The Anamat Andolan Pratikar Manch 
(AAPM), i e, a platform to counter the anti¬ 
reservation movement was formed which an¬ 
nounce in early April that they would start 
a counter agitation The anti-reservation 
agitators became alarmed as they knew that 
if OBC which have a large numerical 
strength start counter agitation, they were 
bound to fail Therefore, they immediately 
announced that their agitation was not 
against the backward classes or weaker sec 
tions of society They accused the govern¬ 
ment of inciting backward class students to 
attack the agitators The upper caste 
agitators were aware of the numerical 
strength of the depnved castes, therefore 
they wanted to avoid encounter with 
backward castes wherever the latter were in 
majority They isolated SC ST from the 
OBC, with an argument that their agitation 
was against the hike m reservation for the 
OBC Since the OBC constitute a majority 
in rural areas the 1985 agitation was kept out 
from the rural areas Whereas the 1981 agita 
tion spread to rural areas where the SCs were 
in minority, but even at that time it did not 
spread to the tribal areas where the STs were 
m majority 

The pro-rcservationists formed the 
counter agitation committees in various 
cities However, SC ST leaders initially kept 
themselves aloot or were indifferent to the 
pro reservation committees because they 
thought, or they were told by the leaders of 
the agitation that their struggle was against 
OBC rather than St and ST, and they 
reminded themselves of the fact that the 
OBCs had not supported them in the 1981 
agitation However, when the dalit bastis 
were attacked in Ahmedabad, SC-ST leaders 
became alarmed and began to extend their 
support to the pro reservation committees 
These committees organised certain sym 
bolic programmes like relay fast, but did not 
mobilise OBC and SC SI In fact, they were 
prevented from doing so by those who were 
in power because the Congress(l) leaders 
feared that mobilisation of backward castes 
would lead to confrontation and clashes bet 
ween middle castes on the one hand and 
OBC and SC ST on the other Such clashes 
would paralyse law and order machinery 
which no government can tolerate Moreover, 
there was no unity among the various SC, 
ST and other backward castes And, the 
leaders of these castes who had gained 
middle class status had become distanced 
from their own castes They were respected 
but their leadership was not accepted In 
order to seek support of SC-ST and OBC 
memtyrrs, a few of the leaders visited villages 
but they did not receive any encouraging 
response They became frustrated and com¬ 
plained “Our caste members are illiterate, 
ignorant and poor They do not understand 
the importance of the reservation” Mem ben 
of these deprived groups have their own re- 
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uonale. They listen to and also vote for the 
educated and well-connected persons of their 
caste during elections because they are 
members of the same caste, while other can¬ 
didates (in the case of non-reserved consti 
tuencies) came from other castes However, 
on the issue of a counter agitation to 
preserve reservations, they did not identify 
themselves with the leaders These leaders 
who have become a part of the middle class 
rarely visit their constituencies Their style 
of life sets them apart from their fellow 
members Moreover, the mass of the deprived 
groups feel that they are so poor that neither 
they nor their children have any possibility 
of getting advantage Horn reservations They 
felt that the leaders were fighting the bat 
ties to strengthen the interests ol the better 
off stratum rather than the majority of the 
members of the castes who were poor 
However, they were compelled to join hands 
with the members of the educated middle 
class of their own castes when they were cor 
tiered and attacked 

As mentioned, the Gujaiat Kshatriya 
Sabha dominated by rajputs was not in 
favour of caste based reservation, there lore 
it did not openly support the government's 
decision about the hike in the resetvation 
quota But at the same time it did not sup 
port the agitation because the leaders of 
GKS were in the Congress party and were 
supporters of Madhavsinh Solanki During 
the last stage of the agitation, the GKS 
organised a meeting opposing the agitation 
attended by less than 300 persons The 
meeting was given disproportionate publicity 
by the vernacular press to support their 
allegation that the kshatriya leaders were 
preaching violence and communahsm In 
fact, the GKS leaders were mainly interested 
m protecting the interest of Madhavsinh 
Solanki rather than in a reservation policy 
tor the backward castes Later, the GKS 
criticised some of the pro reservationahst 
Congress leaders who began to collect 
signatures from backward caste members 
demanding the implementation of the 
government’s decision for raising the quota 
of reservation for OBC 

The backward castes are scattered 
throughout the state There are many 
demographic, socio-cultural and economic 
differentiations among different castes/com 
mumties and within many of the jatis Some 
castes among the 82 caste/communities are 
very small and localised Others have a large 
number of members, but reside in different 
parts of the state For instance, the bhalia 
and talabada kolis the former live in 
Vadodara district alone, whereas the latter 
are spread over the whole of Gujarat Some 
of the groups following the process of 
sanskritisation proclaimed that they were 
kshatriyas or patidars This led them to 
the performance of religious rituals and 
ceremonies which strengthened the social 
order dominated by Brahimimcal ideology 
As a retuft they were repeatedly advised to 


maintain the varna system and preserve their 
dharma to enable them to claim higher 
social status Hence in ordei to preserve 
their identity they distanced themselves from 
and look down upon those who are below 
them Their anti mushm and anti dalit 
stance creates obstacles in the path of achiev 
mg the unity of the deprived sections of 
society Some o r the castes are relatively bet 
ter off than others Though many of the 
groups have less than S per cent literacy but 
talabada kolis of souih Gujaiat, and gola 
rana of urban areas have a highci rate of 
literacy 

Hettrogcneity within some of the groups 
bearing i ommon -aste nomenclature is also 
veiy noticeable Toi instance, the kolis who 
constitute a single largest caste cluster 
among the backward castes are divided 
among themselves in socio cultural and 
economic matters Nie kolis of central 
Gujarat aspire to be kshatriyas whereas the 
kolis of south Gujaiat call themselves patch 
and the kolis of Saurashtra content (hem 
stives with calling themselves kolis For the 
kolis of ccnnal (mjarai patidars have been 
thtli enemies for (he last two centurtes, the 
reason being that the patidais grabbed their 
land and have been exploiting their labour 
But the kolis of S lurashtri had similar an 
tagomstic relationships with the rajputs and 
not with the patidais 1 his is ihe reason why 
the kolis of different parts of Gujarat never 
supported the GKS despite its streneous ef 
torts to win their alliance 

Except the GKS no other group has made 
any attempt to unite the various backward 
castes of Gujarat There has been no 
backward caste or anti brahmin movement 
in Gujarat similar to those that arose in 
Tamil Nadu and Maharashtra, hence sym¬ 
bols and idioms that could have provided 
common identity to the backward castes are 
wanting in Gujarat The GKS which tried 
to unite at least the kolis and rajputs did so 
to serve their narrow and immediate political 
interests The functionaries of the GKS weie 
interested in capturing political offices for 
themselves and their close supporters rather 
than transforming the socio economic con 
dmons of the kolis The GKS has remained 
after almost of 40 years of its existence a 
rajput dominated organisation It has never 
taken up issues affeciihg the kolis with as 
much vigour and enthusiasm as it did over 
the issues affecting the rajputs It has not 
hailed the fact that the kolis got the benefits 
of reservationi Its grouse was that the rajput 
would not get similar benefits 
The middle class that emerged from the 
OBC during the last four decades is rela 
tivcly very small in comparison with the up¬ 
per and middle caste members of the mid¬ 
dle class Besides castes and community 
based divisions among the OBC middle class 
there are also two sharp factions among 
them m regard to the issue of reservation 
One faction supports the reservation and 
another is not in its favour The leaders of 


(he pro reservation faction are either 
political power brokers or government 
employees The former do not have much 
credibility among their brethren as their 
motives are suspect And the latter do noi 
have roots in their caste because of their dif 
ferem life style The second group is small 
and its primary concern is to secure social 
status rather than political offices They 
therefore dislike calling themselves ‘back¬ 
ward’ Over a course of time, they have im¬ 
bibed the values of the brahmtn-vania 
middle class Individually they have not suf¬ 
fered because of their caste status They have 
developed prejudicies against the SC and ST) 
therefore they do not wish to get identified 
with them One of the kolis said that he did 
not believe in the reservation For the kolis 
because that would identify them as back¬ 
ward and bracket them with SC and ST 
Another koli of south Gujarat said that there 
was one doctor from his caste in 1951, now 
there are several “When we are able to get 
positions on our merit why should we beg 
trom the government 7,47 Some of the 
government servants coming from the koli 
caste opposed the roster system because the 
svstem was applicable only to the SC and 
ST' consequently their chances for promo 
non wire adversely affected 

I hus the anti reservation movement of 
the 1985 succeeded, because the government 
which raised the quota was not sincere about 
implementing its new policy It was a half¬ 
hearted political measure. The police and the 
bureaucracy, the major organs of the state, 
were sympathetic to the anti-reservation 
agitation The state government, panchayats, 
municipalities, universities and Gujarat Elec 
tricity Board Employees dominated by the 
upper and middle castes launched strikes 
lasting for 1 day to more than 100 days in 
support ol the demands raised by the 
agitators The press and the intellectuals— 
professors, teachers, literary personalities 
and free lance writers—justified the 
demands of the agitators On the other 
hand a vast majority of the OBC, SC and 
ST were divided and they were ignorant 
about the government policy There was no 
organisation and leadership which could 
unite and mobilise them And the middle 
class arising from these castes was small and 
was again divided on the issues of the roster, 
whereas, the vast majority of the members 
of these castes are so poor that they do not 
envisage any chance of receiving the benefits 
from the reservation policy in the foreseeable 
future 

V 

Overview 

The middle class has grown in size 
disproportionate to the economic growth of 
the region This has resulted in a steep rise 
in educated unemployment and consequent 
expansion of the lumpen crowd in urban 
areas The lumpens have social ties with the 
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middle class on the one hand and the under 
world on the other Their services have been 
used by politicians for underhand activities 
in electoral politics and settling scores for 
personal or political purposes Aspirations 
tor the possession of conspicuous consump 
non items as status symbols are growing 
among members of the middle class But 
most of them are unabli to find the 
wherewithal to satisfy their basic needs and 
maintain their traditional status They 
therefore have a strong feeling of depriva 
tion rhis is felt most amongst the upper and 
middle caste members who dominate the 
middle class They are jtalous ol the new en 
trants from the traditionally low castes in the 
middle class Today they are vulnerable to 
reactionary fortes such as caste, religion 
region and language 
7 he two anti reservation agitations in 
Gujarat were essentially struggle within the 
middle class There were fights between the 
upptr and middle class members on the one 
hand and the new entrants from the low 
castes on the othei The fights wert not bet 
ween the two equals I he upper and middle 
castes not only enjoy donun nice but also 
have a target numeric il strength within the 
middle class than the low cusits I he former 
possess not only large resources ot their own, 
but they also have the backing ot ihc 
capitalist class as social and ideological 
links between the two aic lairly strong 1 hey 
control the media and educational msimi 
lions which are the sources of ideological 
penetration in society They dominate the 
bureaucracy and police who supported the 
agitations directly as well as indirectly by 
flouting the ordets of the execuiist heads 
The political elite introduced reservations 
first for the SC and SI and later tor the 
OBC tor political exigency to catch votes as 
well as to diffuse the rising aspirations ol 
the deprived classes There is neither any 
perspective nor desire to use the lesersatton 
as a device for social transformation even 
of a limited nature within the existing 
system It has been reduced to a mere 
political gimmie for electoral purposes And, 
even for that the powtr elite do not have the 
political atcumen to stand by the decisions 
against pressures from the dominant castes 
and classes One fears that whateser little the 
OBC has got by way ol reservation will soon 
be lost Recent events ot Gujarat suggest that 
it is almost impossible to unite all the 
deprived castes for any mass struggle on 
caste line to protect their rights They are not 
only divided into several high and low status 
groups among themselves, but also continue 
to subscribe the Brahmmtcal ideology which 
is rejuvenating recently in different forms in 
Gujarat 

Notes 

[This is a revised version of the paper presented 
in the International Seminar on Gujarat 
Society, organised by the Centre for Social 


Studies, Surat in December 1986 1 am thankful 
to all the participants pf the Seminar, par 
ucularly David Hardiman and Amit Mura of 
the CSS for their comments 1 specially thank 
Arjun Patel for interviewing some of the koli 
elite for me to know their views on the reser 
vation issues ] 
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Ae on 3M March 1987 UC 
completed a aw busmtss of 
Rs 9099S3tnre(fidMdual 
assurance) nhfa. 
Thweanncre*seof29% 
am ta last year's busmen. 
The numbered new poke** 
hie also gone sp by 11% 
compered to its prewous 
years perfarmince 
Th* pnmunrMcpnw hat aho 
ncreased substantially 
Tht Corporate* continues to 
make enpresswe thrus! * 


providing the security of 
insurance to the economically 
weaker sections of the society 
through its innovative Group 
insurance schemes 
During the year the 
Corporation completed 3894 
new Group schemes covering 
16 62 lakhs of kves assume a 
sum of more than 
Rs 10845 crore 
Indvidual end Group 
eisurance taken together, the 
new buseiets p erf orm a n ce 
of the Corporation dumg the 
year Htfrirexceeds 
Rs 19,944 crore-an aLtm 
high p erform a nce 
Some of the notable Group 
schemes completed by the 
Corporate* far die weaker 


ri 




sections include a scheme 
covering 4 36 lakh farmers of 
Madhya Pro: sh, SMp and 
EstabUvnent Workers of 
Rajasthan, Tribal farmers of 
Warangal. Headoad workers 
of Tnvindrum, Bsdi workers 
of Pune, Muniapal S w e e p ers , 
RaKway Porters, etc 
“The various Zones have 
also recorded enpreswe 
fltowth The growth ranges 
oe t ws en 29% (Central Zone) 
(0 34i% (Nerthem Zone)" 

“The Corporation • 
overwhelmed by the farfh of 
the people end ndedfcata 
Heel to serve the people 
better 

The Md and *v house 
personnel of the Corporate*! 
at afi levels pledgs to serve 
the people with meter 
involvement so ihel the 
Corporation wd continue to 
be a meaningful partner it the 
nation's integrated pragma * 
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State and Communalism 

MEERUT town in western UP has been twice engulfed by communal violence withiit 
a month The death toll in the first bout which lasted six days from April 15 was 
officially put at 10 while other estimates are that the figure was more likely 14. 
In the latest round of mayhem, which began on May 16 and is hopefully just being, 
brought under control as we go to press, the number of deaths is estimated to have, 
exceeded 200 already though, true to form, the government’s count is still less thaft 
half that figure. Communal tension and violence m UP have been growing since, 
the unlocking of the Babn masjid/Ram Janambhoomi temple m Ayodhya 1ft 
January last year More than a dozen episodes of communal violence have occurred t < 
during this period in different parts of the state and a number of new communal, 
organisations, both hindu and muslim, have emerged and gathered strength The ' 
Babn Masjid Action Committee organised its massive rally of mushms on the Boat < 
Club lawns in New Delhi on March 30 to demand that possession of the place i 
of worship in Ayodhya be handed over to the musltms Just the previous day the \ 
Vtshwa Hindu Parishad had called a UP-wide bandh by fundus which it followed • 
up with a mass pledge-taking rally (sankalpa samaroh ) in Ayodhya on April 5 to '• 
“protect" Ram Janambhoomi and erect a temple there at a cost of Rs 25 crott, '* 
It would be natural, therefore; to see the communal holocaust in Meerut against ' 
the above background of mounting communal tensions However, what comes 
through most strikingly in the reports of the tragic events of the last few weeks * 
m Meerut is not so much their undoubted connection with the larger communaly 
tensions as the part played in them bv the administration and the police forces* 
Most infamous, of course, have been the doings of the notorious Provincial Armed 
Constabulary (PAC) On May 23, in the most brutal episode of the Meerut riots, > 
personnel of the PAC—according to one report, inebriated after consuming country , 
liquor earlier looted from a shop - launched a murderous attack on the mushm ’ 
section of Maliana village in the vicinity of Meerut 
Huts were set on fire with entire families inside them and people fleeing for their, 
lives were indiscriminately fired upon This carnage is said to have lasted about . 
three hours Many of the dead bodies were apparently dumped into the Gang *, 
canal and have been spotted floating m the canal at different places, some near t 
Delhi In Maliana certainly there had been no pre existing communal enmity and r 
the violence was entirely the handiwork of the PAC Maliana was not, however, f 
the PAC’s only contribution to the Meerut mayhem Other reports speak of how ' 
“PAC jawans joined the mobs m looting and burning shops When shopowner* 
tried to protect their establishments, the PAC even provided fire cover to the, 
arsonists” and of how the PAC carried out house-to-house searches—“there wet*. 
complaints that it was going about them in a most brutal manner, beating up men, * 
abusing and molesting women” 

The PAC’s past record in regard to communal nots—m Aligarh and Moradabad, 
for instance—should have prepared everyone; including the government, for ill ’ 
bloody performance in Meerut And yet as many as 30 companies of the PAC were 
deployed in Meerut and it is on this force that the government has retied the most ‘ 
for containing the communal violence. So the culpability is not of just the PAC 
but of the administration as a whole In any case, the other branches of thc r 
administration have been scarcely more exemplary in their non-partisanship or in < 
their earnestness in controlling the violence. (Incidentally, a former director general 
of police of the state is now president of the Vtshwa Hindu Panshad, eastern region.) 
What, for instance, is one to make of the provocation explicit in the despatch of 
the police to make preventive arrests from a muslim locality of the town at around 
3 o’clock in the morning at the time of ‘sahan’ when during Ramzan musltms have 
their meals before staning the next day’s fast? And after the April riots m Meerut, 
the UP home minister lost no time in declaring, pointing by implication to the 
mushms, that the disturbances had been carefully planned More recently, through 
a widely publicised announcement the state government banned the entry of eight 
well known muslim leaders into Meerut The insinuation is once again plain enough, 
just as it is in the speculation, attributed to the union home ministry, about the 
role of Pakistani agents in the Meerut riots 
The relevance of these facts extends beyond the apportioning of blame for the 
killings and violence m Meerut Their significance really lies in the questions they 
raise about the hitherto much vaunted secular credentials of the present Indian 
state which has to be a central issue in any consideration of the phenomenon of 
communalism and growing communal tensions in our society 
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Planning Commission Falls in Line 


THE Planning Commission has mooted 
significant changes in industrial licensing 
policy and the Monopolies and Restrictive 
Tirade Practices Act (MRTPA) in its recent 
note on ‘New Industrial Policy Initiatives' 
The commission suggests that the industrial 
licensing sysicm should be retained only for 
companies covered under the MRTPA and 
Foreign Exchange Regulation Act (FERA) 
and for investments exceeding Rs 50 crore 
The Commission has also recommended 
that the concept of ‘interconnection’ in the 
definition of a monopoly group in the 
MRTPA should be dropped 
Industrial licensing policy, with all its 
shortcomings, was intended to fulfil a 
number of objectives Firstly, licensing was 
to be a means of ensuring that the pattern 
of development of industry was in confor¬ 
mity with planned priorities In the absence 
of licensing, market forces and competition 
between capitals determine the allocation of 
investible resources and social priority is 
given the go by Secondly, licensing was in¬ 
tended to encourage small industry in certain 
lines of production Thirdly, licensing sought 
to prevent the concentration of economic 
power in a few hands Fourthly, licensing was 
expected to separate out the spheres of pro 
duction of the public and private sectors in 
accordance with the industrial policy rcsolu 
tion Fifthly, licensing attempted to foster 
a production pattern that entailed a 
minimum outflow of foreign exchange for 
a given volume of domestic output And 
lastly, licensing was expected to promote in 
dustry in economically backward regions 

There has been a progressive dilution of 
the industrial licensing system right from 
1966 Following the 1965 Indo-Pakistan war 
and the 1965-66 drought that necessitated 
large-scale import of foodgrams, special 
conditions like devaluation of the rupee and 
liberalisation of licensing were laid down by 
the IMF and the World Bank for resumption 
of the flow of ‘aid’ The dilution of licensing 
entailed the following (I) industries were 
allowed to increase their production upto a 
limit of 25 per cent of their licensed capacity, 
(2) large business houses and foreign capitid 
were allowed into the ‘core* sector, e g, the 
fertiliser industry was opened to the private 
sector and foreign capital, and (3) un¬ 
authorised capacity was legalised in a wide 
range of industries In fact, licensing policy, 
instead of preventing undue concentration 
of economic power, fostered the growth of 
monopolies 

Mote recent changes in industrial licensing 
policy include delicensing of a number of 
industries and for those industries that 
remain within the ambit of licensing, the 
facility of ‘broadbanding’ was introduced to 
allow them to make rapid changes in their 


product mix without seeking fresh licences 
A scheme of re-tndorsement of capacity was 
made applicable to all licensed units which 
had achieved 80 per cent of their licensed 
capacity during any of the previous five 
years Also, units were encouraged to expand 
their capacity upto the minimum economic 
scale in order to achieve economies of scale 
The Planning Commission’s suggestion 
should thus be viewed as a further dilution 
of the industrial licensing system, a process 
that has been under way since 1966 
The present definition of a monopoly 
group is an undertaking which alone or 
together with other interconnected units 
owns a minimum of Rs 100 crore in assets 
By removing the concept of interconnection 
a number of firms controlled by the large 
business houses will no longer come under 
the purview of monopoly control Monopo 
lists in India have been able to retain or ex 
pand their market power not so much by 
superior economic efficiency but by controll 
mg the supply of raw materials and inter 
mediates, restrictive selling practices and 
easy access to cheap institutional finance 
Are these changes likely to lead to a higher 
and sustained rate of growth of industry 1 
Tinkering with supply side factors is not 
likely to be a solution to the problem of 
long term industrial growth which is more 
a function of demand and factors that 
enhance the size of the home market In this 
respect, the Planning Commission’s note and 
the World Bank’s economic report on India, 
prepared for the forthcoming meeting of tht 
Aid India Consortium (EPH, May 2), bear 
a striking similarity 

Nuclear Power 


Disinformation Campaign 


IT is ironic that the nuclear power 
authorities should go ahead with plans for 
raising money from the public for their plans 
of expansion at a time when all over the 
world the future of the nuclear industry has 
been the focus of so much debate On the 
other hand, it has been clear for a long time 
now that if the plans for expanding nuclear 
generation are to be implemented at all, this 
was the only way that funds could be raised 
The plan allocation for nuclear power fell 
far short of the Rs 14,000 crore required for 
the projected expansion of generating 
capacity to 10,000 MW From the point of 
view of the government, constituting a 
nuclear power corporation was a logical 
solution 

In the last session of Parliament the Rajya 
Sabha passed a Bill amending the Atomic 
Energy Act facilitating the process Now 
comes the news that the newly constituted 
corporation is all set to launch a high 
powered advertising campaign to woo poten¬ 
tial shareholders for its first public issue of 


Rs 100 crore next year Top advertising agen¬ 
cies are reportedly vying with one another 
for the onc-crore rupee advertising oontract 
The focus of the campaign is to ‘educate 1 
people oil how cheap and how safe nuclear 
power is And this is indeed a cause for con¬ 
cern For, the campaign is not only unlikely 
to reveal any new information, it will con¬ 
tinue to distort facts In other words, it will 
be the same disinformation campaign which 
has been carried out by the nuclear power 
authorities—‘nuclear power is absolutely 
safe 1 , ‘waste disposal is not a problem at 
all—but put forward in an attractive and eye¬ 
catching manner For instance, will the cam¬ 
paign talk of work corydltions at Indian Rare 
Earths'’ Will it mention the fact that so few 
of the existing atomic power plants have 
actually worked at full capacity 7 Will it 
reveal to the readers that the cost of genera¬ 
tion of electricity in India from atoms is 
nowhere as low as has been estimated when 
account is taken of the long delays, the fre 
quent stoppages, the mechanical failures, 
etc 1 Will it tell the readers of the enormous 
cost of decommissioning nuclear plants after 
they arc 30 40 ytars old —a cost which the 
US Nuclear Power Regulatory Board has 
dtcrccd that all facilities must provide for 
from the time they are commissioned 1 Will 
it dcsuibc radiation hazards or elaborate 
disaster plans’ 

While ft is true that the constituting ot a 
coiporation will mean that for the first time 
its accounts will be open to Parliament two 
vital areas—the first concerning fuel stock 
(heavy water, plutonium, even quantum of 
radioactive waste perhaps) and the second 
sefctv—will still remain secret 

Notwithstanding all this the campaign is 
bound to have an impact among a section 
of the middle class (at whom it will be 
directed given that its mam objective is to 
persuading people to part with their savings) 
which has hitched its wagon to the 21st 
century star It is a plausible argument after 
all—we need electricity to modernise the 
country and what better way of producing 
it than through ‘clean’ high tech sources 7 If 
the anti-nuclear movement is concerned 
about the planned large scale misuse of 
public funds, it has to gear itself up for a 
long battle 


World Economy 


Beyond Palliatives 


THE mid-April meeting of the IMF-World 
Bank Development Committee established 
beyond doubt tfiat the governments of the 
major industrialised capitalist nations are in¬ 
capable of coping with the current inter¬ 
national economic problems The conclave 
of finance ministers met in what is a gloomy 
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context by any standards a fall in the rate 
of growth of world output, continuing deep 
structural and trade unbalances between the 
major capitalist powers the looming threat 
of a three cornered trade war with the l S, 
Japan and the EEC as antagonists, and the 
breakdown of negotiations of financial in¬ 
stitutions with the major debtors Brazil and 
Mexico among others And the IMFs 
annual survey “World Economic Outlook”, 
released around tht s tme time, prognosti 
cated an even mote depressing scenario 1 he 
IMF has forecast that without major policy 
changes in the developed capitalist countries, 
the trade imbalances will continue into the 
1990s, leading to increased downward 
pressure on the dollar and further weakening 
of world output growth The rate of growth 
of output in the major industrialised capita 
list countries (the Group ol 7) is unlikely to 
rise about 3 per cent even alter 1988 

As usual, the worst hit will be the develop¬ 
ing and the heavily indebted nations, who 
will experience continued deterioration of 
their economic situation Already in 1986 the 
tail m the oil price and weakness m primary 
commodity markets rtsulted in a terms of 
tiadc loss tor developing nations amounting 
to around $ 100 billion while this year they 
will also be affected bv the slowdown of 
growth in the OTCD countries which will 
hit export volumes This is occurring in a 
situation of virtual cessation ol private inter 
national lending to this group, and a mere 
trickle of funds from the multilateral len¬ 
ding institutions Even for the IMF, which 
tends to believe that a stiff dose of its ad¬ 
justment medicine can solve most of the pro¬ 
blems of a developing country, these distur 
bing international trends “raise serious ques 
tions about the ability of many developing 
countries to improve their growth perfor¬ 
mance over the next five years” or even 
within this century 

The present situation thus represents a 
crisis for international capitalism which the 
major powers appear to be powerless to 
solve or even to tinker with The commuiu 
que issued after the meeting came out with 
by-now hackneyed cliches and admonitions 
The US government was told to reduce its 
budget deficit and Japan and West Ger 
many were told to step up their expansionary 
policies Japan was accused of trade mal 
practices and put in the dock over its seem¬ 
ingly irrepressible trade surplus Commer¬ 
cial banks were faulted for their failure to 
provide loans to developing and indebted 
countries (in the past two years private in¬ 
ternational lending to this group has been 
negative) and told to increase such lending 
However, the half-hearted nature of all this 
advice indicated that even the participants 
were pessimistic about us efficacy—in fact, 
these suggestions have been repeatedly made 
for the past two years with negligible impact 
on the policies of different governments and 


lending institutions. No wonder that the 
Italian finance minister admitted that this 
was “a weak response to a worrying situa¬ 
tion”, no wonder also that the financial 
markets responded to a Group of 7 pledge 
to use central bank intervention to “stabilise 
international currencies at their present 
levels' with a 4 3 per cent appreciation of 
the yen against the dollar m one day The 
behaviour of private markets in the face of 
such worthy advice is an indication of the 
scepticism and indifference with which it is 
treated 

But would this advice, even if imple 
mented, help to overcome the current crisis? 
The problems are now too deep to be dealt 
with by simple policy shifts in a few coun 
tries 1 he US has been the main motor of 
growth m the capitalist world but now a 
combination of the falling dollar and rising 
interest rates seem set to lead the country in 
to a crisis of l atm American proportions 
The US foreign debt is set to rise to 10 per 
cent of GNP in 1988 and possibly 20 per 
cent of GNP by 1991, when it will exceed $ 1 
trillion—that is more than the combined ex 
ternal debt ol all the developing countries 
today It cannot continue on this course 
without cventu illv destabilising interna 
tional financial ariangements On the other 
hand, domestic contraction in the US, 
through the suggested decline in budget 
deficit and control over investment, will in 
evitably impart a contractionary impulse to 
exporting countries throughout the world 
It is unlikely that Japanese expansion, even 
if it causes a decline m its trade surplus, can 
fill the gap caused by the fall in US growth 
In either case the world economy will expand 
more slowly than at any time since the last 
recession of 1982, and possibly world out¬ 
put growth may shrink to rates comparable 
with those of the 1930s depression The con 
sequences for developing countries ate in 
evitably dire, and these in turn impart a fur 
ther source of instability to the international 
financial and trading system It is apparent 
that unemployment in the developed capi 
tahst world and poverty and economic dif¬ 
ficulties in the developing world will 
characterise the near future, as even pallia 
lives are no longer in evidence 


Women 


Breaking the Ice 


REMOTE Iceland, other than as a country 
which played host to the less-than successful 
Big 2 meet last October, hardly arouses in 
terest But last month's general elections to 
the country's 63 member Althing (parlta 
ment) has produced remarkable results The 
Women’s Alliance, a feminist political party 
which first contested in the 1983 elections, 
has succeeded in doubling its votes to 101 


per cent and capturing six seats The party 
may even enter government in view of the 
fact that Iceland’s conventional political 
parties seem to be in disarray No single 
party has won a majority Neither has the 
outgoing coalition of the centrist Progressive 
Party and the conservative Independence 
Party been able to retain its majority The 
Independence Party with 18 seats needsTwo 
coalition partners to form the government 
and the Women's Alliance, it is thought, 
would oblige The government may well be 
a coalition of the Independents, the Social 
Democrats, who have for the first time in 
30 years bettered the left-wing People’s 
Alliance, and the Women's Alliance 

The alliance was formed just before the 
1983 elections It made history when it won 
three seals in parliament, the first time 
anywhere in the world that an all women 
group had won parliamentary representa¬ 
tion The forming ol the alliance is rooted 
m the evolution of the women’s movement 
in Iceland In 1975 Iceland women were in 
the news when they went on a strike to 
impress upon the population that "society 
comes to a virtual standstill without the 
work of women, inside the home as well as 
outside' This helped to focus debate on 
women's issues and sharpen perspectives 
within the movement When in 1980 Vigdis 
Emnbogadottir, the director of the Reykjavik 
theatre and a single mother was elected the 
country’s president, the women’s movement 
was encouraged to put up its first candidate 
in a local election and lorm the alliance three 
years later It is not surprising that the mam 
leaders of the alliance have been close to 
conventional political parties—both of the 
left and others Women’s issues had never 
received much attention and women had 
been routinely sidelined both in the employ¬ 
ment and in the government By the 1970a 
many of these women had moved away from 
politics, disenchanted and frustrated The 
alliance has already had an impact on 
politics not only in Iceland but in neighbour 
ing Scandinavian countries as well Conven 
tional parties were forced to put up women 
candidates especially in ‘safe’ seats and 
women’s issues became a part of the cam¬ 
paign In Denmark Norway and Sweden 
social welfare measures such as child day 
care have been strengthened, and the 
Norwegian Labour Party, now in power, has 
set aside 40 per cent of its parliamentary 
seats tor women candidates 

Critics of the alliance say that the move¬ 
ment has no recognisable stand on the rele 
vant political issues, “except day care cen 
ires or peace” That, say the women, is 
precisely their strength—“we are creating 
something new Others can try to define it 
later” Their political vitws stem Irom the 
conviction that women have different ex¬ 
perience and different values which have for 
too long been suppressed in a patriarchal 
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Society It has no formal hierarchy and its 
members will take turns in standing for 
parliament While the alliance is prepared 
to listern to other points of view and par¬ 


ticipate in government, it will not com¬ 
promise on such issues as re-evaluation of 
women’s work in society, child care and war 
and weapons. 


BUSINESS 

Corporate Performance, Key to 
Stock Market Health 


THE emerging stock exchange and capital 
market scenario provides an interesting 
Study, raising a number of pertinent issues 
defying easy solution Discussions on the 
state of the secondary and primary markets 
centre mostly around the slump in equity 
prices and its inevitable impact on the new 
issues market But this is too simplistic a 
view of the market scene as the malaise af¬ 
flicting these markets is rooted largely in the 
osganuational inadequacies and institu¬ 
tional deficiencies and poor overall perfor 
mance of the corporate sector 
Let us take a hurried look at the behaviour 
of equity prices which has been viewed with 
serious concern not only by the stock 
exchange fraternity but also by the finance 
ministry With a brief pause now and then, 
the stock market has been on the retreat 
since the presentation of the budget by Rajiv 
Gandhi Early in the first week of May, 
equity price indices recorded new post¬ 
budget lows Compared with the pre-budget 
highs, the Financial Express all-India index 
showed a decline of IS 2 per cent and the 
Bombay index was down by 14 8 per cent 
The Bombay stock exchange sensitive index 
registered a decline of 21 3 per cent The fall 
from last year’s all-time highs touched 
during the phase of near-euphonc optimism 
is steeper still—the all-India index is down 
by 20 per cent, Bombay index by 17 6 per 
cent and the Bombay stock exchange index 
by 30 7 per cent That the ban on short sales 
(March 9 to March 11), imposition of stiff 
margins, substantial institutional support, 
withdrawal of the proposal relating to tax 
deduction at source for certain payments 
and redefinition of ‘book profits’ for com¬ 
pulsory minimum corporate tax should have 
had no noticeable impact on the market 
could well be taken as a broad indication of 
the marked deterioration in the trading 
sentiment 

Ironically enough, the finance ministry 
which had earlier derided the stock market's 
adverse reaction to the budget and remarked 
that the government could not be held res¬ 
ponsible for any disappointment caused by 
wild expectations felt obliged to convene a 
meeting on May 11 of the major nationalised 
banks and financial institutions to evolve a 
policy package for the revival of the stock 
market while at the same time curbing 
speculative tendencies. The decisions taken 
at the meeting included prompt support by 
institutional investors on a continuing basis, 
encouraging bought-out deals by banks 


which involve buying of the entire pro¬ 
moter's contribution and expediting the set¬ 
ting up of a new mutual fund by the State 
Bank of India and a new credit rating agency 
by the ICICI While the government has stiU 
to announce its comprehensive package to 
pep up the stock market, the president of 
the Bombay stock exchange has been quick 
to forward to the government for urgent con¬ 
sideration concrete proposals to achieve the 
desired objective: These proposals include 
allowing scheduled banks to invest upto two 
per cent of their deposits in the secondary 
market, making dividends tax-free in the 
hands of the recipients, exclusive exemption 
limit of Rs 3,000 for dividend income under 
section 80L and overdraft facilities against 
shares and debentures Following comments 
that the buoyancy of the capital market may 
have been adversely affected by some of its 
circulars relating to investment operations 
and loans by the banking system, the Reserve 
Bank has clarified that banks are not pro¬ 
hibited from granting advances to share¬ 
brokers against shares and debentures, that 
banks are free to undertake straight pur¬ 
chases and sales of shares/debentures on 
behalf of their customers at the prevailing 
rates and that underwriting commitments of 
banks in respect of shares and debentures 
should be such that their holding of such 
stocks as a sequel to devolvement do not 
increase by more than 1 5 per cent of their 
incremental deposits in the previous year 

The stock market is eagerly looking for¬ 
ward to the government’s announcement of 
the promised comprehensive package aimed 
at combatting the prevalent slump in equity 
prices Meanwhile, financial institutions 
have started extending substantial support 
This has no doubt imparted a measure of 
steadiness, but the market has failed to make 
any significant headway because of the thick 
fog of political uncertainty all around. 
Equity price indices are barely two to three 
per cent above their recent lows While the 
slump in equity prices has come to be 
regarded as the most significant aspect of 
the current stock market scene, it needs to 
be pointed out that even at the prevailing low 
levels hardly 20 per cent of the shares in the 
specified hst offer a gross yield of over six 
per cent That apart, the slump provides lit¬ 
tle indication of the pathetic state of the 
secondary market 

While it would be quite uncharitable to 
say that normal functioning has recently 
became only a brief interlude between crises 


and stoppages of work m most of the major 
markets, there is no denying that mal¬ 
practices like insider trading, creating false 
markets through spreading rumours, getting 
misleading information published in news¬ 
papers and manipulation of closing quota¬ 
tions are rampant Despite the enormous in¬ 
crease in the number of listed securities and 
expanded turnover, the stock exchanges are 
still extremely narrow and are growing 
increasingly illiquid A recent analysis of the 
frequency of transactions in equity shares 
revealed that out of the 3,401 listed com¬ 
panies studied, shares of only 207 companies 
were traded daily and shares of another 338 
companies traded once a week According 
to another study relating to the July- 
September 1983 period, out of 1431 equity 
shares in the cash hst only one share was 
traded on all the days, 43 per cent of the 
active scrips were traded on less than 10 days. 
About 90 per cent of the new issues which 
came m 1983-86 are unsaleable. 

The statistical information contained in 
the latest annual report of the Bombay stock 
exchange merits attention From March 1986 
onwards, the market ruled subdued for most 
of the remaining period of the year leading 
to a significant fall in prices Even so, the 
turnover in the secondary market registered 
a spectacular increase of 1216 per cent from 
Rs 6,134 crore in 1983 to Rs 13,396 crore in 
1986 TVvo shares, namely, Thta Iron and 
Steel and Reliance Industries accounted for 
37 6 per cent of the total turnover and 10 
shares accounted for 62 per cent of the total 
turnover The total paid-up capital of all the 
listed stock issues at the end of 1986 was 
Rs 8,661 crore, up over the year by 23 9 per 
cent but the market value of the listed equity 
capital increased by only 2 per cent from 
Rs 17,473 crore to Rs 17,830 crore At the 
end of 1986, the capital luted on the Bombay 
stock exchange accounted for 70 per cent of 
the capital listed all over the country while 
in terms of market capitalisation Bombay’s 
share was around 80 per cent 

The primary market in new issues has 
recorded a phenomenal growth over the past 
few years It is also getting better organised 
and diversified with the entry of merchant 
bankers, managers to issues and improve¬ 
ment in machinery for collection of applica¬ 
tions and the processing of these applica¬ 
tions through computers The government 
is keen to activate the capital market and 
make it a more effective intermediary for 
mobilising savings. The private as well as the 
public corporate sector are required to rely 
increasingly on the capital market for finan¬ 
cing their expenditure. Unfortunately, the 
experience of investors who have subscribed 
to new issues is very disappointing Mere in¬ 
jection of institutional hinds to prop up the 
secondary market is unlikely to be of much 
avail Much depends on how the corporate 
sector performs 

The overall performance of the corporate 
sector as also of the entire economy has 
suffered less from lack of resources than 
from lack of efficient management of the 
available resources. A sustained improve- 


826 



ECONOMIC AND POLITICAL WEEKLY 


May 30, 198? 


merit in the health of the secondary and 
primary markets is inextricably linked with 
the performance of the corporate sector 
This raises a number of ticklish issues 
relating to policy inputs, mfrastructu al 
facilities and management capabilities The 
emergence of recessionary trends in a 
number of industries reflects mainly distor 
tions in the growth process, resulting in 
uneven increase in effective demand Despite 
the highly speculative nature of activity on 
the stock exchanges, the movements in 
equity price indices of different industry 
groups faithfully reflect the varying fortunes 
ol these industries If the government is 
earnest about restoring health and vitality 
to the new issues in market it should take 
appropriate steps to ensure stricter appraisal 
of projects and strengthen the institutional 
framework to encourage and support new 
entrepreneurs 

Shipping 


Relief for Revival 


THL prolonged recession his resulted in a 
majority of the shipping companies in India 
turning sick and some have ceased to 
operate. Five years ago, the number of ship 
ping companies operating in the country (big 
and small) was around 75 The number has 
now come dow n to 55 However, only 10 or 
12 companies account for about 80 per cent 
of the total shipping tonnage in operation 
The rest are all small companies, some of 
them owning just one ship Data on ship 
registration indicate that the country’s mer 
chant fleet declined in 1986 for the second 
year m succession for the first time in 
several years the fleet had registered a 
decline of 1 7 lakh gross registered tonnage 
(grt) in 1985 T he decline was much bigger 
in 1986 at 2 1 lakh grt The total shipping 
tonnage at the beginning of 1987 stood at 
5 7 million grt as against 6 3 million grt at 
the beginning of 1985 
It mav be noted that in the Sixth Plan 
which was finalised during the short lived 
period of recovery of world freight market 
the oui ill toiin icc vv is I treclcd to increase 
from 5 54 million grt in 1979 80 to 7 5 
million grt bv 1984 85 However, the actual 
addition of tonnage turned out to be only 
0 8 million grt This could bt attributed to 
the fact that tht recovers which had begun 
in the middle of 1979 after a long recession 
since the 1973 oil crisis, lasted only till the 
first half of 1981 Consequently, a large part 
of the acquisition programme was deferred 
to the Seventh Plan period and the target for 
the Seventh Plan was once again fixed at 7 5 
million tonnes 

Given the decline in the tonnage during 
the first two years of the Seventh Plan, the 
prospects of achieving this target even by the 
end ot the Seventh Plan now appear bleak 
More disappointingly, a large proportion of 


the existing operating tonnage consists of old 
ships which should have been scrapped long 
ago By the end of the Sixth Plan, 1 65 
million grt or about 26 per cent of the total 
tonnage of the Indian shipping industry had 
become overaged Moreover, according to 
experts, about four million grt of the pre 
sent tonnage has become energy inefficient 

As the industry’s finances are in a pre 
carious state suitable relief measures are 
necessary for its survival and growth The 
government seems to have realised this and 
the union Finance ministry has now decided 
to reschedule the loans given to the shipping 
companies on the basis of market value ot 
their assets and not on their book value. The 
difference between the market value and the 
book value of assets will be converted into 
zero bonds’ without anv interest and 
sptcified repayment period 

The empowered committee, specially set 
up under the finance secretary has also 
decided that if the shipping companies 
offered tresh eqmtv they would be given 
matching credit tro.n (he financial institu 
tions However such shipping companies 
will be required to give detailed modernisa 
non plans along with an assurance to scrap 
old ships which have been in operation for 
more than 20 years This is to ensure that 
overaged ships are not rehabilitated and the 
latest energy efficient specialised ships arc 
added to the existing fleets li is also pro 
posed to pay insurance money to companits 
which are not in a position to insure their 
assets so that the investment of financial 
institutions in such companies docs not go 
down the drain 

Accoiding to reports, the ministry is stu 
dying the viability of some of the loss¬ 
making shipping companies with huge ac 
cumulated losses Ihcse include Scindia 
Steam, Ratnakar Shipping Indian Steam 
ships, Indo-Oceanic, etc The position of 
some others like Seven Seas Chowgule 
Steam, etc, is expected to be reviewed at a 
later stage 

Meanwhile, the surface transport ministry 
is working on revised guidelines for clear 
ing applications tor tht acquisition of 
second hand ships and the scrapping ol 
overaged vessels The ministry proposed to 
speed up the procedure for clearing the ap 
plication for acquisition of second hand 
vessels which are energy-efficient While 
under the existing procedures, it takes eight 
months to one year to obtain a clearance 
it is proposed to cut down this time to a max 
imum of two months The clearance could 
be faster if the concerned shipping company 
does not need financial support An inter 
ministerial standing committee on shipping 
would be empowered to take across the 
broad decisions for acquisition of vessels 
The second hand shipping market is very 
favourable at present The surface transport 
ministry also proposes to cut short delavs 
in giving permission to scrap the old ton 
nage since the finance ministry intends to 


TWENTY YEARS AGO 

EPW, May 27, 1967 

So taken up evidently was the finance 
mmmer wuh balancing ins budget "to put 
an end to the psychology of inflation” that 
he quite lost sight of the implication for 
fiscal policy of the rest of his own analysis 
of the economic situation The direct tax 
propo,als are mostly unexceptionable some 
like the fixed allowance tor maintenance of 
dependent parents and grandparents, are 
humane some like the proposed deduction 
si s< jreeof lax fiom interest, professional 
remuneration brokerage and commission 
ire imaginative olheiv like making tax 
avsessment prospeciive instead of retrospcc 
live were overdue Bui their total impact on 
iHe economy, like that on revenue is 
negligible 

Fvcn for achieving his paramount objec 
live ol price stability the finance minister 
mav discover ihat more than a balanced 
budget is necessarv How the budget has 
been balanced mav prove to be no less im 
portant And here one may ask whether it 
is not just likely that the ‘psychology of 
inflation' would be encouraged by the dcci 
sion to raise as much as Rs 40 crore from 
excise duties on items of mass—though not 
all essential- consumption like tea, coffee, 
footwear and ugaretics, which are certain 
to be passed on to consumeis 
• • » 

The variety of noises about the finances 
and growth of small enterprises are seldom 
based on quantified information This gap 
lias been usefully filled by the new Reserve 
Bank study of a sample of 999 small private 
limited companies On sales the small 
private limited companies earn a gross pro 
fu which is about one half of that earned 
by large public companies Dividend on 
net worth is however, only slightly less, but 
as a proportion of paid up share capital, the 
difference again becomes substantial, indi 
eating how small the reserves of small 
private companies are In brief small 
companies are less profitable and are also 
laxed more heavily than large companies 
in 1964-65 it any rale the small private com 
panics achieved a lairlv vigorous expaasion 
ol physical assets 

* • • 

Water scarcity has assumed acute propor 
tions in Bombay Till 1940 u was possible 
to sustain a domestic supply of 60 65 
gallons per cipiu pei day bul in the decade 
1941 S| per c ipita consumption went down 
to around 25 10 gallons per day The 
pitiably small quantity available for 
domestic consumption at present- placed 
xround 29 gallons per capita per day—is 
bv any reckoning sub standard and will 
dwindle even luiiher unless supply is 
augmented immediately Water consti 
lules an irnporuni social overhead which 
c in also be used is a powerful inducement 
to stmiul itc investment at desired loca 
tions I iced with a task of such gigan 
lie piopornons it is clear (hat new schemes 
such a, Uhtisii should nm be dclived mv 
longer 
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extend help to only those units which agree 
to scrap their overaged capacity and procure 
modern vessels 

Pharmaceutical Industry 


Who’s Ailing 1 ' 


IT is not surprising that the Organisation 
of Pharmaceutical Producers of India 
(OPPI) should have focused so much atten 
tion on the new drug policy ai its 21st annual 
general meeting For afttr all the industry 
has had a major say in the framing of the 
policy notwithstanding the pro-consumer 
frills OPPI president C M Hattangadi has 
chosen to describe the policy as a silver 
lining, but it is hard to see what wtre the 
“dark clouds that overcast the industry" last 
year that he talks about In fact, all m all 
the industry has had a very satistauory year 
While profit margins may have fallen in 
fimtesimally, most of the big units have con¬ 
tinued to do very well Share prices are 
evidence of this 1 he RBI share price index 
(1980-81 - 100) shows a rise from 213 4 to 
278 8, or ncarl> 11 per cent, between 
December 1985 and December 1986 for 
shares of pharmaceutical companies while 
the index for all industries tell from 231 to 
225 over the same period Moreover there 
have been no recorded sickness in the in 
dustry, nor have ans units closed down In 
fact, a number ot new units have begun 
operations and mans of the older ones are 
going in for high profit, high tech products 
The industry has continued to spend 14 to 
15 per cent on sales and market promotion 
Hattangadi's woebegone note is not vciy 
convincing 

In addition to its excellent financial 
health, the industry has also had a successful 
year of palavers with the government While 
public pressure had stalled the announce 
ment ot the new drug policy and had 
resulted in some cosmetic changes being 
made there can haidlv be anv doubt now 
that the industrv, well aware of the govern¬ 
ment's dilemma, had only been biding its 
time. The OPPI had according to its annual 
report, even set up a special high level task 
force to review “on a day to day basis the 
developments and iceommcnd suitable 
action” 

The committee set up to draw up the list 
of category II drugs has, it would appear, 
already decided that the drug industry 
knows best Technical considerations, such 
as problems of implementation of price 
control, have been used to justify the new 
categorisation According to Hattangadi, 
drugs included in the two categories subject 
to price control should not exceed 10 40 per 
cent of the total value ot drugs marketed in 
the country A second suggestion put for 
ward is that only primary formulations 
should be under price control That is, for 
instance, to quote the OPPI president, “if 
vitamin A is included in category I or II only 


formulauons of vitamin meant for treatment 
of night blindness in children or xeroph¬ 
thalmia may be under price control” If these 
two suggestions are taken seriously, they 
would no doubt effectively render the policy 
completely acceptable to the industry For, 
even if only 50 per cent of the drugs were 
to be outside price control, prices would go 
up by 60 to 300 per cent according to the 
Indian Medical Association And as to the 


CIVIL LIBERTIES 


COMPARED to the mindless responses of 
the Indian state even Pavlov’s dog appears 
to be a thinking animal For every political 
failure or administrative lapse there is a stan¬ 
dard cure—legislation On March 24, the 
Indian Express published this disturbing but 
little-noticed report from its correspondent 
Devsagar Singh from New Delhi 

Worried over the slow pate of convictions 
of terrorists for lack of witnesses the home 
ministry is seriously considering an amend 
ment to the Indian Evidence Act 
The exercise is aimed at securing fastei 
convictions by making confessional state 
ments of terrorists before the police admissi 
ble as evidence in the courts At present such 
confessional statements made before the 
police are not admitted as evidence in the 
courts of law 

1 he centre s exercise about amending the 
Evidence Act has started recently following 
receipt of a communication from the Punjab 
police authorities to the effect that no con 
viction ot hardcore terrorists is possible 
under the existing circumstances mdepen 
dent prosecution witnesses are not ready to 
depose against the hardcore criminals in the 
courts as required by law 
The Central Bureau of Investigation has 
concurred with the plea of the Punjab police 
authorities and it has joined them in asking 
for a change in the Indian Evidence Act 
The CBI has gone to the extent of sug 
gestmg that even corroboration of confes 
sional statements should not be made essen 
tial before securing conviction The amend 
ment should be made applicable at least in 
those states which were presently facing pro¬ 
blem of Sikh extremism like Punjab, Haryana, 
Himachal Pradesh, Jammu and Kashmir, 
Rajasthan, UP Delhi and Chandigarh the 
CBI further noted 

The Punjab police has pleaded that in 
many countries confession made before a 
police officer is admissible in evidence and 
it is given full credence 
According to the CBI, the confessional 
statements made before the police officers 
above the rank of SI should be made admissi 
ble in the courts 

The home ministry, according to sources, 
is inclined towards accepting the proposal for 


latter suggestion, it doesn’t take a crystal- 
gazer to predict where the price controlled 
bulk drugs would be channelled—not into 
the production of primary formulations but 
into the numerous high-pnced unnecessary 
drug combinations 

OPPI may have turned 21 but it hasn't 
grasped the fact that consumers will not any 
more accept such sleight of hand, though 
an accommodating government just might 


limited application in the terrorist prone 

states 

What are the implications of this 
proposal’ 

Confessions to the police will be admissi 
ble since “independent prosecution wit¬ 
nesses ’ do not come forward, the prosecu¬ 
tion evidence will consist largely if not en 
tirely, of police evidence. In truth it will con 
sist mostly, if not entirely, of “the confes¬ 
sion”, of course 

The CBI has agreed with the proposal by 
the Punjab police. It is absurd to talk of such 
confessions being admissible in other coun¬ 
tries How many democracies can boast of 
such effective ‘encounters', pray’ Equally 
preposterous is the ‘safeguard’ of the state¬ 
ment being recorded by police officers above 
the rank of SI or that the statement be not 
recorded in the presence of the investigating 
police officer These are sham safeguards 

Consider the existing law Section 162 of 
the Criminal Procedure Code makes state 
ments to the police inadmissible in evidence 
save in order to contradict him if he departs 
from the statement m his evidence. Under 
section 164 of the code, however, it is open 
to the police to ask any metropolitan 
magistrate or judicial magistrate to record 
a statement by a witness or confession made 
by the accused in the course of a police 
investigation The magistrate is bound in 
duty to administer due caution and satisfy 
himself about the voluntary character of the 
confession by the accused 

The Evidence Act makes complementary 
provisions Section 24 makes inadmissible 
confessions caused by inducement, threat or 
promise Section 25 bars altogether confes 
sion to police officers Section 26 bars con¬ 
fessions made by a person “whilst he is in 
the custody of a police officer, unless it 
be made in the immediate presence of a 
magistrate” Section 27 comes out with an 
exception If a ‘fact’ is ‘discovered’ in con 
sequence of information received from the 
accused while he is in police custody, “so 
much of such information, whether it 
amounts to a confession or not, as relates 


Terrorism and Law of Evidence 

A G INooram 
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distinctly to the fact thereby discovered, may 
be proved" Discovery of incriminating ar 
tides in consequence of statements to police 
fall under this exception And we know how 
this provision has been abused 
Is it a novel situation that we face in 
Punjab today'' Is it for the fust tune in the 
history of criminal investigation and trials 
that we find witnesses to terrorist acts afraid 
to depose in courts 1 ' These factors were con¬ 
sidered in depth by the Rowlatt Committee 
in its report as far back as 1918 It is a stnk 
ingly liberal document It specifically 
considered amendment of the law which 
excludes confessions or admissions and also 
a relaxation of the rule which requires cor 
roboration of accomplice evidence The 
report said “There could be no justification 
for making either of these changes m order 


to facilitate prosecutions in cases of sedition 
if in other cases they are allowed to remain 
as a proper safeguard against injustice On 
the other hand, if we inquired whether these 
amendments should be made in the general 
law, we feel that we should be embarking on 
an investigation which, though perhaps not 
literally outside our terms of reference, must 
nevertheless be larger than we really intended 
to pursue. It would involve eliciting the opi¬ 
nions of persons of experience in all parts 
of India and would postpone our report to 
a date when it might be useless” 

Nothing has happened since to affect the 
soundness of this reasoning and a lot to sup¬ 
port it We did not have such a large number 
of *encounters’ during the British Raj and 
the Indian legal system has proved too weak 
to protect victims of police torture 


INTERNATIONAL AFFAIRS 

The Active and the Passive? 

GPD 


There are many dawns yet to break 
— Rg Veda 

EVEN during the best of times the politics 
of the Congress party and the goings on in 
the Delhi court are not easy to understand 
The professional analysts of course, see 
everything very deafly For us, relatively un 
familiar with the ways of Delhi, the picture 
is bound to be perplexing What do you do 
when you have to keep track of so many 
international names at the same time 7 
Bofors and Fairfax, are the most well 
known Then suddenly you hear of a cor 
respondent of the Swedish Radio located in 
Hong Kong talking about deals in India A 
former Indian ambassador is named one day 
as the one during whose tenure in Bonn ter 
tain contracts were concluded The next day 
he reminds the world that he was as fai away 
from Bonn when the said deal was agreed 
upon as Timbuctoo is from Tokyo Trankly 
it is no longer either instructive or entertain 
mg to sort out the various things which are 
being exposed day after day 
One thing is however clear The govern 
ment of India is perhaps the last government 
in developing Asia to have forfeited its 
credibility for good—credibility as a govern 
ment trying to push relatively autonomous 
development Now it has finally emerged 
that, not unlike elsewhere in Asia, India 
loo is another example of government by 
cromes A familiar south-east Asian pattern 
is visible here at long last, cromes ruling the 
state; rampant corruption, declining growth 
and rising dependence, political instability, 
and so on Dependent capitalism and a 
fragile state have characterised south-east 
Asia It would appear that we are heading 
quite rapidly m that direction if we have not 
actually amved there already The similarity 


extends even to the tact that like south cast 
Asian capitals New Delhi too is unaware 
that it is a capital ot a state which is not even 
a shadow of us earlier glory We are thus 
witness to the decline of India as a power, 
a slow but definite decline It is a measure 
of our innocence that many are still think 
ing in Congress and non-Congress terms 
That the electoral fortunes of the Congress 
continue to decline is obvious enough But 
the leading opposition parties it would ap 
pear have not come to terms with the decline 
ot India as a power Quite often they seem 
to confuse the two -decline of India ippcars 
to them to be decline ot the Congress and 
hence a welcome development I here is not 
even a fleeting awareness among them of iht 
bigger issues at stake 

Indian polity is in a severe crisis That the 
C ongress has brought about the denouement 
is true enough, but it is not saying much 
A process of disintegration of the Indian 
people began in 1947 with the partition 
of India From a state it became a sub 
continent The process has gone on relent 
lessly The opposition parties of various hues 
and colours have no programmes to offer 
to counter this inexorable march towards the 
destruction^ of the Indian people They 
are destroying themselves by separation 
Pakistan and Bangladesh have already 
demonstrated that A small state, a state with 
one language, a state with one dominant 
religion, complete control ol resources in iht 
hands of Dhaka -all these has,. not made 
Bangladesh an object of am bodv s uivy It 
would seem that the ancient people ol this 
subcontinent (one must use this cxpussion 
however rcluciamh) have hit ills got the 
death wish 

The C ongrcss(Rlt) is no better It has 


passed a pompous resolution on destabilisa¬ 
tion and what have you The party obviously 
still believes that us anti-imperialist creden¬ 
tials are so sound that it can spite the sur¬ 
rounding darkness and, like the Brahmins 
of the Rg Veda (quoted above), can promise 
the people that many a dawn shall break 
under its leadership Having passed that 
resolution the next thing that it does is to 
agree to an extradition treaty with Britain 
which would give Margaret Thatcher the 
right to permanently house Khalistams, or 
any other ‘slants', m Britain The Americans 
can go on arming Pakistan and aiding 
various kinds of doubtful organisations and 
groups with impunity This party is ‘anti- 
lmpenalist' when it comes to Afghanistan, 
we are told But u is not anti-imperialist 
when it comes to the country tt is ruling 
T here can be crafty and wily collaborators 
The left in our country does not tare to 
explain to lesser mortals like the present 
writer as to why it is that the test of antt- 
mipenalism lies always in an area so far from 
our immediate interests Is it not more likely 
that when left-fronts are ruling three states, 
oui neo Brahmins find it just useful to make 
some hai mlcsv noises on issues dear to the 
left fronts > Be that as it may, the fact is that 
( ongresv(RO) is not serious about the 
threats ot destabilisation and disintegration 
of India Resolutions cannot be a substitute , 
for actions The neo Brahmins are good I 
at drafting Being 'neo' they have mis- i 
understood the dictum of the nyaya 
philosophy which is shaklam padam ‘the 
woid is powerful’ T he naiyayikas were talk 
mg of the force the word can become The 
Congress(RO) believes that it has become. 

I he net result is a pompous and confused 
resolution 

It is an equally amazing feature of anti- 
impcrialism of the Congress (RG) variety 
(hit when it comes to coloured states like 
t hina or Pakistan it can thunder When it 
comes to the arrogance of the white world 
it shows an understanding and accommoda 
non that would put a I .atm American die 
tator to shame Who arc the destabilise™ 7 
The Congriss(RG) would not talk Because 
it is in no position to It cannot name those 
who fish in troubled waters when it has 
wealed the troubled waters itself 

But let us repe u The problem is not 
limited to the Congrtss(RG) Who has any 
programme to prevent the destruction of the 
Indian people anvw iv -1 The quote in the Rg 
Veda at the beginning of this article is in fact 
taken from a book by Nietzsche called 
“Daybreak” It appears right at the begin 
ning of the book There is an interesting 
comment in that book Nietzsche says that 
people who do not act arc naturally acted 
upon and that the most grievous error that 
mankind always makes is to confuse between 
the active and the passive (we are quoting 
from memory) Nothing would sum up the 
Indian political situation better than this 
insight lrom Nietzsche 
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Variation (Per Cent) 


Index Numbers of Wholesale Pru 

l H 

Latest 

Over 

Over 

Over 





(1970-71 - 100) 

Weights 

Week 

Last 

Last 

March 

In 

In 

In 

In 



(9 5 87) 

Month 

Year 

28, 1987 

86 87** 

85 86** 

85 85 

83 84 

All Commodities 

1000 

388 3 

25 

57 

28 

54 

58 

7 1 

95 

Primary Articles 

417 

363 8 

44 

70 

49 

57 

21 

48 

11 10 

Food Articles 

298 

358 4 

48 

8 1 

51 

72 

79 

64 

13 5 

Non food Articles 

106 

338 1 

44 

19 9 

57 

67 

-10 3 

-23 

151 

Fuel, Power, Light and lubricants 

85 

626 2 

02 

20 

02 

67 

11 9 

26 

76 

Manufactured Products 

499 

368 4 

16 

58 

1 8 

47 

72 

60 

87 






Variation (Per Cent) 



Cost of Living Index 


Latest 

Over 

Over 

Over 






Base 

Month 

Last 

Last 

March 

In 

In 

In 

In 




Month 

Year 

1986 

85 86 

84 85 

83 84 

82 83 

For Industrial Workers 

1960 - 100 

686 3 

— 

75 

75 

65 

64 

12 6 

78 

For Urban Non Manual Employees 

60 = 100 

624 J 

-0 2 

78 

68 

68 

81 

10 3 

80 

For Agricultural labourers 

July 60 to 

57 3 1 

— 

3 1 

3 1 

48 

02 

11 4 

52 


June 61 100 













Variation Rs Crore (Per Cent in Brackets) 


Money and Banking 


Latest 

Over 

Over 

Over 






Unit 

Week 

Last 

Last 

March 

In 

In 

In 

In 



(8 5 87) 

Month 

Year 

27 1987 

86-87* * 

85 86 * * 

84 85 

83 84 

Money Supply (M,) 

Rs C rore 

1,42 369 

1,793 

20 927 

2 412 

21,627 

14 423 

16,058 

13,031 




(1 ’) 

(17 2) 

(1 7) 

(18 3) 

(13 9) 

(18 7) 

(17 9) 

Net Bank Credit to Government Sector 

Rs C rore 

75,643 

1 366 

13 475 

4 299 

12,822 

6 555 

8 445 

5 757 

Bank Credit to Commercial Sector 

Rs Crore 

92 643 

519 

10444 

115 

10,576 

10,963 

10,809 

8,830 

Net Foreign Exchange Assets of Banking 

Sector Rs Crorc 

4,226 

-225 

356 

437 

1,251 

13 

1,419 

- 104 

Deposit of Scheduled C ommercial Ranks 

Rs Crore 

1,02,564 

482 

16,154 

437 

16 723 

13,160 

11,519 

8,550 




(0 5) 

(18 7) 

(0 4) 

(19 6) 

(18 2) 

(19 0) 

(16 4) 

Foreign Exchange Assets*’ 

Rs C rore 

7,067 

-340 

-328 

-551 

604 

197 

1,319 

1,233 







(8 6) 

(2 9) 

(24 0) 

(28 9) 

Index Numbers of Industrial 

Weights 

Latest 

Average of 






Production 


Month 

Months* 


Variation (Per Cent) 


(1970 = 100) 





In 

In 

In 

In 

In 




1986 

1985 

1986* * 

1985** 

1984 

1983 

1982 

General Index 

100 00 

222 0 10 

217 5 

204 4 

6 I 

64 

66 

42 

45 

Basic Industries 

33 23 

288 7 10 

272 6 

250 9 

77 

87 

10 8 

5 5 

80 

Capital Goods Industries 

14 98 

235 l'° 

2310 

224 1 

24 

3 1 

66 

5 3 

09 

Intermediate Goods Industries 

21 33 

187 1 10 

187 7 

179 2 

60 

47 

61 

68 

19 

Consumer Goods Industries 

30 46 

174 4 10 

173 1 

161 9 

5 3 

69 

26 

06 

58 

Durable Goods 

3 81 

303 1 10 

286 7 

246 3 

14 0 

17 4 

17 8 

1 0 

36 

Non Durable Goods 

26 65 

156 0 10 

156 9 

150 1 

34 

4 5 

02 

05 

65 

Foreign Tradr 

Unit 

latest 

Cumulatise for* 








Month 










(Jan 87) 

1986 87 * 

1985 86* 

1985 86 

1984 85 

1983 84 

1982 83 

1981 82 

Exports 

Rs Crore 

1 015 

10 075 

9 058 

10,420 

11,855 

9,872 

8 908 

7,803 






(-12 1) 

(20 0) 

(10 8) 

(14 2) 

(16 3) 

Imports 

Rs Crore 

1 686 

15,910 

16,674 

18,371 

17,173 

15,763 

14,356 

13,671 






(7 0) 

(8 9) 

(9 8) 

(5 0) 

(9 2) 

Balances of Trade 

Rs Crore 

671 

5 835 

7 616 

-7,951 

5,318 

-5 891 

-5,448 

-5,868 

Employment Exchange Statistirs 

Unit 

Latest 

C umulative for* 








Month 










(Dec 86) 

1986 

1985 

1986 

1985 

1984 

1983 

1982 

Number Of Applicants on Live Registers 

Thousand 

30,131 

30,131 

26,270 

30,131 

26 270 

24,861 

23,034 

19,753 

(as at end ot period) 





(10 9) 

(6 0) 

(7 9) 

(16 6) 

(10 7) 

Number of Registrations 

Thousand 

435 

5,473 

5,824 

5,473 

5 824 

6 220 

6,756 

5,862 






(-6 0) 

(-6 4) 

(-8 0) 

(15 3) 

(-6 6) 

Number of Vacancies Notified 

Thousand 

50 

616 

683 

616 

683 

707 

827 

820 






(-10 0) 

(-3 4) 

(-15 5) 

(0 9) 

(-8 4) 

Number of Placements 

Thousand 

30 

356 

388 

356 

388 

407 

486 

474 






(-8 2) 

(-4 7) 

(-16 3) 

(2 5) 

(-61) 

Income 

Unit 

1985-86** 

1984-85** 

1983-84 

1982 83 

1981 82 

1980-81 

1979 80 

1978 79 

Gross Domestic Product (Current Prices) 

Rs crore 

2,15,024 

1,90,888 

1,72,704 

1,45,565 

1,30 583 

1,14,021 

95,474 

87,326 

Oross Domestic Product (1970 71 Prices) 

Rs crore 

64,988 

61,838 

59 341 

55,032 

53,168 

50.736 

47,138 

49,633 

Per Capita Income (1970 71 Prices) 

Rupees 

798 

775 

764 

721 

715 

700 

664 

717 


* tor current year upto latest month for which data are available and for corresponding period of last year 

** Excluding gold and SDRs 
+ Upto latest month for which data are available 
+ + Provisional data 

Notes. (I) Superscript numeral denotes month to which figure relates, e g, superscript 1 indicates that the figure is for January and so on 
(2) Figures m brackets denote percentage variation over previous period 
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FROM THE IVORY TOWER 


Savings and Investment: Recent Trends 

Arun 


GOVERNMENT spokesmen, at a high 
policy level, have for sometime been pro¬ 
pagating the following view (a) that our sav 
mgs rate is already very high by any stan 
dard (b) that we should, in consequence, not 
worry about the need to force the savings 
rate up further and in particular, not levy 
any new taxes ir raise tax rates (c) that our 
national income growth rate in recent 
years—Sixth Plan and aftei—has been a 
healthy 5 per cent per annum which signifies 
the success ot the new policy directions 
especiallv in regard to the policy ot import 
liberalisation, and (d) that we have to merely 
increase the concessions and laulittcs for the 
private sector which would be in a bttter 
position to take note of market signals for 
altering the pattern ol new investments on 
desirable lines 

The above arguments have many flaws 
for the prtsent however wt would be con 
cerned esscntiallv with tht first ot the 
arguments namely that we hast dreads 
reached i satisfactoiy level of saving md in 
vestment and that no speuil ctloil is 
thcrelore neccssaiv in order to raise our 
domestic savings rate 

A earclul perusal ot the National Ac 
counts Statistics 1970 71 to 1984 85 issued 
bv the Centtal Sta’ stical Organisation in 
January 1987 that our net savings rale (that 
is excluding the provision of depreciation) 
which had reached a level of 20 per cent in 
1978 79 hav in fact stcidily dtclined there 
alter to 16 9 pei cent in 1984 85 and 16 7 
per cent in 198' 86 (pitlimmarv estimates) 
Equally worrisome is rhe rale of net invest 
ment at constant (1970 71) prices from 18 
per cent m I79 to I' 1 per cent in 
1984 8' Considering the tact that there wis 
little net inflow of foreign rtsouicts into the 
economy in 1978 79 but a significant net in 
flow of loretgn savings thcreaftci (in (he 
balance of payments meaning ol the term), 
the decline in net investment at current prices 
was less from 20 1 per cent in 1978 79 to 
18 6 per cun in 1984 8' That is to sav w hile 
at current puces net investment declined bv 
1 5 percentage points over the six years under 
reference at constant (1970 7| prices) net 
investment declined bs 2 1 percentage points 
The above point calls lor some clmida 
tion There is no universally accepted con 
cept of saving at constant prices a culcula 
non not even attempted bv the ( SO - 
because, for the savers ilic real v hue ot sav 
mgs depends on the gintral prue le\el 
However, since post savings ate equal io 
investment for the economy as a whole the 
real value of savings may be equated to the 
real cost of investment which can be ap 
proximated by the weighted average of the 
costs of equipment, construction materials 
and the labour costs of construction (and 
of other investment costs) It so happens that 
in India, since 1970 71, the real cost of 


Ghosh 

investment has been rising faster than other 
prices Of course in the long run this is not 
sustainable (except to the extent that equip 
ment is imported and import costs are 
increasing fasicr than over all cosls) The 
higher cost ot capital goods must eventually 
get teflcued in higher product prices But 
this phenomenon is certainly possible over 
a short period, and in India, since 1970 71, 
tht steads deterioration m the exchange rate 
of I hi rupte (from Rs 7 50 per US dollar to 
approximately Rs H per US dallar today) 
must also have made imported equipment 
increasingly more expensive in rupee terms 

The above explanation is not essential to 
the main argument here, but has been 
added merely because there has been con 
siderable difference of opinion in otherwise 
knowledgeable circles m regard to the 
significance of any series of investment at 
constant prices Anyhow in terms of the 
National Accounts Statistics published by 
tht CSO the gross and net savings and 
investment rates, at current and at constant 
prices over the past few years have been 
mdit ited in tabic I 

It would b<* seen that both savings and 
investment have declined from the peak 
levels reached in 1978 79 (although gross 
investment at current prices has remained 
generally stagnant around 24 25 per cent) 
Savings at current prices have declined from 
a little under 25 per cent in 1978 79 to a lit 
lie under 27 per cent in 1985-86, though the 
rate ol gross investment was sustained at ap 
proximatelv the same level through inflow 
of savings from abroad lo the tune of 1 8 
per cent of the GDP (as against 0 I per cent 
or the GDP in 1978 79) 

But the notable feature is the significant 
decline in the net savings rate (that is, ex 
eluding depreciation provision, which should 
not be treated as part of the product at all) 
from 20 per cent in 1978 79 to 16 7 per cent 
in 1985 86—a decline of 3 3 percentage 
points Even if the preliminary figures for 
1985 86 aic discounted, the decline in 
1984 85 is by 7 1 percentage points 

How could this happen, this steady 
decline in the net savings rate bv more than 
7 [icr cent ovei a period of six or seven years 7 


There are, of course, many explanations, 
which we need not go into, and which have 
to do with the economic policies pursued by 
the government But perhaps it is necessary 
to add another dimension to the entire argu 
mem at this juncture 

The savings rate we have seen above is not 
strictly the rate of ‘domestic savings” Tb 
quote from the report of the working group 
on savings appointed by the government of 
India (briefly, the Raj Committee report, 
f ebruary 1982), “One of the special factors 
identified in the context of the high saving 
phase of the Indian economy during the se¬ 
cond halt of the 1970s relates to foreign 
private inward remittances ” or remit¬ 
tances of expatriate Indians working abroad, 
sending remittances io their families In 
India In the balance of payments statistics, 
these are shown as current transfers, and 
therefore do notjorm part of the net irflow 
of saving* from abroad For 1978-79, the Raj 
C ommittee estimated such personal remit¬ 
tances to be as much as 17 per cent of total 
household saving m financial assets in the 
form of cuirency and bank deposits, and as 
much as 10 per cent of the total financial 
savings Since thtsc remittances enter into 
the stream of domestic savings in the shape 
of accretion to bank deposits or other finan 
cial assets, they exaggerate the domestic sav¬ 
ings figure Incidentally, while such inward 
remittances have continued, their over-all 
level has stagnated especially after the 
decline in oil prices and also partly as a 
result of Iran Iraq conflict As a result, these 
inward remittances have gone down as a 
percentage of the national product which 
partly explains the decline of the observed 
rate of saving (as a percentage of the 
national income) 

ftvo points need to be noted in this con 
nection First, such savings should not be 
deemed to be part of domestic savings, but 
get included in our estimate of that magni 
tude because of the method of esttmation, 
via the increase m financial assets held by 
households Unfortunately, there is no way 
to separate savings out of these remittances 
trom other domestic savings These inward 
remittances add to the bank deposits of 
Indian relations of the expatriate Indians 
who send these remittances Savings arising 
out of such transfers cannot—or better, 
should not (since they are being so 


Tabil 1 Savinc s and Invistmlm as a Plkcintaoi oi i mi Domestic Product 
Savings Investment 


(Al C urrent P rices) (Al Current Prices) (At 197 0 71 Prices)' 



Gross 

Net 

Gross 

Nel 

Gross 

Net 

1970 7| 

Iff 8 

120 

178 

130 

178 

130 

1978 •’9 

24 7 

20 0 

24 8 

201 

22 6 

180 

1980 81 

27 0 

17 8 

24 7 

19 6 

22 1 

17 2 

1982 87 

22 6 

16 9 

24 2 

18 5 

20 8 

157 

1983 84 

22 2 

16 4 

23 5 

17 8 

20 1 

149 

1984 8' 

22 9 

16 9 

24 4 

18 6 

20 4 

15 1 

1985 86 
(Preliminary) 

22 8 

16 7 

24 6 

186 

20 0 

14 8 


Source CSO, National Accounts Statistics, January 1987 
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treated)—be added to domestic savings, 
though indeed such savings are part of 
“national savings” inasmuch as they are the 
savings of Indian nationals out of incomes 
earned abroad But such savings get included 
.nto our estimates of domestic savings 
because of the treatment of such remittances 
in our balance of payments statistics One 
does not, of course, know the precise extent 
of domestic saving that can be ascribed to 
such remittances As we have seen, si^ . 
remittances (in 1978-79) were 17 per cent of 
the financial saving of households in the 
form of currency and bank deposits In 
1978 79 financial savings were around half 
of total household savings and household 
savings were in lurn 78 per cent of overall 
savings One may hazard a guess that nearly 
75 per cent ot such inward remittances may 
have been "saved’ (or invested in housing, 
etc) the balance being consumed In other 
words such inward remittances may be 
estimated to account for 75 per cent of 17 
per cent of 50 per cent ot 78 per cent of ag 
gregdtc domestic savings in the economy—or 
around 5 per cent of the total savings—m 
India during 1978 79 This would imply that 
domestic savings weie not 20 per cent but 
19 per cent ot the net domestic product in 
1978 79 Similar adjustments would be 
necessary tor the entire series, from the 
mid seventies 

The second point to note in connection 
with these remittances is their fragility These 
remittances have lately levelled oft at around 
Rs 1,500 crore per annum T hat is a large 
sum but it depends on an external en 
vironment over which we have no control 
Already the Iran Iraq conflict has affected 
such remittances So, while we should takt 
advantage of these remittances while they 
last, they leave little room tor complacency 
in regard to the magnitude of our own xav 
ings effort Indeed, is a percentage of the 
steadily growing domestic product such 
inward leinittances would doubtless be a 
steadily reducing percentage 

This means, in effect that perhaps our net 
domestic savings rate has declined from 
some 19 (not 20) per cent of the net domestic 
product in 1978 79 to say, 16 (not 16 7) per 
cent in 1985 86 This level of aggregate sav 
mg cannot be deemed to be vers high In 
any case, the declining trend of domistu sas 
mgs cannot be deemed to bt satisfactory, 
and one needs to take serious notice of these 
figures put out officially by the ( SO 
The second important feature of the 
trends of saving in India is the decreasing 
role of both corporate and gosei nment sas 
ings in the economy The percentage distri 
buiion ot the changing pattern of savings 
in India shown in Table 2 may be noted 
1 here is of course, an encouraging sign 
that an incicasingly larger percentage of 
household sas mgs is now held in the form 
of financial assets, of which the largest 
chunk by far is in the form of bank deposits 
I his speaks of the increasing monetisation 
of the economy and the increasing flow of 
personal savings to financial intermediaries 
Bi(t both corporate savings and savings of 
the government (both administration and 
public sector enterprises taken together) have 


gone down—the latter distressingly—as a 
percentage of total savings 
There are two implications First, all the 
concessions and other facilities granted to 
the private sector have failed to signal a spurt 
in internal resource generation by the cor¬ 
porate sector Secondly, despite all the claims 
made by government as to additional 
resource mobilisation for the plan, there has, 
m tact, been a severe curtailment of govern¬ 
ment savings for the plan effort, and an 
increase m defence expenditure, expenditure 
on ‘internal security” and other current 
expenditures of government have in fact 
severely reduced the surplus available with 
government tor plan investments 
There is yet a third aspect of the data 
presented in the National Accounts Statistics 
which reveals the pattern of capital forma 
tion in India The percentage distribution of 
the gross domestic capital formation in India 
is significant (table 3) 

IWo points need to be emphasised before 
interpreting the above distribution of the 
outlay on capital formation First, as is well 
known, the maintenance of existing assets 
has not been a high pnority in India either 
with the private sector or with the public 
sccioi The total neglect of preventive 
maintenance, of replacement, renovation 
and modernisation of industry has been a 
perennial problem with the textiles, jute, 
sugar engineering and a lot of other tradi 
tional industries in the private sector It is 
this factor mainly which leads to the emer 
gencc ot sickness of industry, and most ot 
the heavily losing sectors ol public sector 
enterprises are none other than erstwhile sick 
private sector units which had to be taken 
over bv the government in order to avoid 
sudden loss ot employment by thousands of 
workers It is not unusual to find equipment 
of pre-First World War vintage m many of 
such textile and jute manufacturing units 
Nor has the government been any the less 
guilty in this matter New projects provide 
a means for conferring political patronage, 
and one witnesses new steel plants being set 
up even as existing steel plants in the public 
sector have languished for lack of funds for 
modernisation This, indeed, is a major fac 
tor behind the high cost of domestic steel 


today—the neglect of modernisation, even 
normal replacements and the preference for 
the establishment of new plants including 
associated infrastructure facilities 
So, in fact, the figure of “consumption of 
capital” appears to be grossly understated 
in the estimates put out by the CSO Apart 
from the instance of steel plants, one notices 
everywhere the inadequate maintenance of 
all assets by the government, be they roads, 
or buildings, or equipment m existing 
manufacturing facilities or other assets 
(New Delhi roads and buildings provide a 
glaring exception) This implies that even 
as we are investing in new facilities, we are 
running down the productive capacity of 
existing facilities In macro terms, one can 
say that actual net investment in the 
economy is perhaps less than the figure 
shown in the National Accounts Statistics 

The second point that one needs to note 
is that although inventories are necessary for 
production—and stocks of foodgrains are 
necessary as “insurance” against drought as 
well as for the smooth functioning of the 
public distribution system—excessive mven 
tones of any kind are a drag on the 
economy, a part of the nation’s savings is 
siphoned off and not used for directly 
productive purposes, since we can hope to 
generate more employment and output 
primarily through the creation of capital 
assets It is in this background that one has 
to view inventories, which are something like 
one-fifth of the net capital formation in the 
economy, over several years in the recent 
past 

One can easily sec that net fixed capital 
formation has been only of the order of 
55 57 per cent of gross capital formation— 
not allowing for the inadequate provision loi 
capital consumption—and as a percentage 
of the GNP, this works out to no more than 
some 11 to 12 per cent Can this be deemed 
to be a high or even a satisfactory rate of 
new investment in the economy’ 

Going by the official figures of savings 
and capital foimatron, can we still sav ih it 
our savmgs/investment rate are already high 
enough, and that we do not need any further 
increase in these rates through government 
intervention’ 


Tam l 2 Pfrcentac.l Distribution oi Savings 
(At Current Prices) 



1970-71 

1978 79 

1983 84 

1985 86 

(1) Household saving 
of which 

77 5 

78 1 

87 8 

914 

(a) in the form of financial assets 

(30 0) 

(36 2) 

(48 1) 

(54 6) 

(b) in ihe form of physical assets 

(47 5) 

(41 9) 

(39 7) 

(36 8) 

(2) C orporatc saving 

49 

3 1 

34 

3 7 

(3) Public sector saving 

176 

18 8 

88 

4 9 

100 0 

1000 

100 0 

1000 

Table 3 Gross Domestic 

Capital Formation at Current Prices 

(Percentages) 


1970 71 

1978*79 

1983 84 

1984 85 

(I) Gross domestic capital formation 

1000 

1000 

1000 

100 0 

(2) Less consumption of capital 

30 2 

25 0 

28 5 

286 

(3) Net domestic capital formation 

69 8 

75 0 

71 5 

714 

(4) Less inventories 

141 

179 

14 2 

14 9 

(5) Net fixed capital formation 

55 7 

57 1 

57 3 

565 
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COMPANIES 


Scarred by Oleum Leak 

H&nsavivek 


DCAfs profits for the veir cndtd June 1986 
would have been the highest ever in its 
history, but for the oleum gas leak aceident 
at the Shrirain Foods and Fcitilisers unit at 
Delhi leading to its closure for about live 
months and the company finally losing its 
electricity case against the Rajasthan state 
government for which provision had not 
been made in earlier years T hese two items 
put together have adversely affected the 
financial results Sales were down trom the 
previous year's Rs 498 crort to Rs 411 eioit 
and gross profit tell from Rs 16 is eioie to 
Rs 11 79 crore After providing tor deprcua 
non, there was a net loss of Rs I 74 crore 
against a net piofit of Rs 3 04 crore pre 
viously The directors have recommended a 
dividend of 8 per cent as against 15 per cent 
paid in the previous year Last yeai’s dislri 
button was slightly short earned 

The textile division, in lint with the 
ptrformanec of the industry as a whole 
registered nnpiovcmeiit during tht year 

Hr Week x Companies 


Further investments are being planned for 
modernisation of Htndon River Mills for 
Swatamra Bharat Mills In the engineering 
and electronics division DCM Engineering 
Products foundty unit continued to suffer 
on account ol political unrest in the state 
DC M Data Products made its highest ever 
protits since its commencement The newly 
inuoduetd micro processor and mini¬ 
computers hase been well received in tht 
market I he lertihscrs and C hemieals 
Divtson s Shnrain lertihstrs and Chemieals 
ithicved the highest cvei production ol urea 
1 he eontmuing power euts and large scale 
imports of PV D and caustic soda, however, 
eoutmueel to aflect profits adversely The 
cement project is m progress and is expected 
to bt commissioned soon The vanaspati and 
caustic soda plants of Shnrain Foods and 
leitihsers leopentd in late April 1986 The 
cui lent year’s operations are satisfactory and 
the unit is expected to become profit-making 
once again Shnram Rayons turned in lower 


profits The management is having an m- 
depth took at us future on account of the 
emergence of nylon tyre-cord industry In the 
sugar division, profits of Mawana Sugar unit 
were the highest ever while those of Daurala 
Sugar unit were lower than in the previous 
year Working of other units at Daurala was 
bettei 

KEC INTERNATIONAL is diversifying its 
activities It ts promoting a project for the 
manufacture of mainly oil weil cement and 
other special cements in Nagaur district of 
Rajasthan with an annual capacity of S 
lakhs tonnes A mining lease in respect of 
10 sq km of areu for limestone in and around 
Marwar Mundwa has already been obtained 
lrom the state government The company 
has also taken up modernisation of Kurla 
and Jaipur units tor improving productivity 
and reducing cost of production The turn 
kev project in Nepal was successfully com 
pieted in March 1986 and the 220 KVC DC 
bundle conductor line project in Libya is 
expected to be completed shortly The com¬ 
pany has shown poor results for 1985-86 
with gross piof tt tumbling trom Rs 4 31 crore 
in 1984 85 to Rs 2 25 crore and net profit 
liom Rs 159 lakh to Rs 43 lakh following 
decline in sales fiom Rs 73 55 crore to 
Rs 62 26 vrort Dividend has been reduced 
by 2 5 pu cent to 10 per cent and is slightly 
shot feat ned is against 3 67 tunes covered by 
earnings last year During the year, the com 
pans secured orders of 54,100 tonnes of 
transmission line towers of the value of 
Rs 65 crore as against 18,000 tonnes worth 
Rs 28 crore in the previous year Of these 
ordcis 48 830 tonnes were secured from the 
indigenous market and constituted a sub¬ 
stantial part of the total orders secured by 
the iiansniissioii line industry in India In 
oveistas nui kef competition continued to 
be tough and ihc company was able to get 
orders toi 5 270 tonnes lotal production at 
kurl i and Ijipur was 27 811 tonnes against 
38 112 tonnes resulting in a lowti tuinovtr 
1 he company has planned production of 
about 42 000 tonne- in the current ycat The 
manigcmcnt is continuing efforts, through 
good offices of government ol India, for 
r« mm met ol its blocked binds Iroin Iran 
to India kital funds in li ini in Rials with 
v trious Irani in banks are ol ihc equivalent 
of Ks 24 60 eioie in Ineit in currency Total 
production ol \lb billets at the Bhavnagar 
mini steel plant was 16 400 tonnes against 
12 784 tonnes in the previous yeai 1 be pro 
duetion could have been more but lor the 
breakdown of transformer and power cuts 
due to which the plant had to be closed lor 
about four wetks 

RATI I Bill A \7 ) COUPW Y, which made 
a public usue of new eeiuitv shares of Rs 10 
each at a premium ol Rs 7 per share and 
non convertible debentures but has shown 


(Rs Ixikh) 


DC At KLC Imcriidiiiiiil_Batlitwi_ 

laieu Vai l m Sc ir Ijiicci Year I no Sc ir 1 -aircl Year Last Year 
10 ft aft to 6 M so 9 8ft 


Paid up C ipu d 

Reserves 

Borrowings 

of nhich Itrin borrowings 
Gross fixed assets 
Net fixed assets 
Investments 
Current liabilities 
C urrent asstis 

Stocks 

Book debts 
Net sales 
Other income 
Raw material costs 
Wages 
Interest 

Gross profit (■* )/loss ( ) 
Depreciation provision 
Tax provision 
Net profit (+ )/loss ( ) 
Investment allowance reserve 
Transfer to reserves 
Dividend 

Amount P 

f 

Rate (per cent) P 

L 

Cover (times) 

Ratios (per cent) 

Gross profit/sales 

Net profir/capual employed 

Inventories/sales 

Wages/sales 


2189 

2170 

108 

12V) 

ssto 

3116 

12062 

10869 

2811 

1101 

12M 

116 

•■2761 

2H49 

2481 

9798 

X06f> 

1492 

6SS 

611 

S7 

8161 

-ftS() 

1811 

TI6I 

1 7 44"’ 

K’29 

10821 

10688 

2041 

ISIS 

3842 

2b90 

41298 

49787 

6226 

1789 

1831 

168 

18121 

24692 

2197 

1016 

1217 

mi 

\XT' 

1 hi 1 

411 

1179 

1611 

221 

11S1 

1)22 

134 

- 

209 

48 

174 

104 

41 

- 

111 

4 


1 

5 

— 

181 

148 

11 

71 7 14 

1 71 '14 

9 10 

8 

11 

10 

- 

- 

0 94 

2 81 

3 28 

161 

— 

3 84 

1 41 

26 21 

21 73 

48 87 

12 19 

10 52 

21 36 


10 4 SS 

10 9 86 

10 9 81 

i|2 

281 

191 

2119 

921 

914 

2470 

1602 

1227 

104 

690 

74 

1808 

2091 

1998 

910 

983 

971 

12 

12 

12 

1186 

2818 

2127 

7704 

4121 

1812 

1911 

2046 

1941 

2172 

1172 

1244 

7H1 

10026 

9701 

610 

49 

72 

1294 

8187 

8012 

1122 

697 

610 

442 

110 

226 

431 

88 

108 

117 

44 

14 

IIS 

— 

|l 

119 

44 

19 

r 


21 

88 

10 

20 

1 

1 

4 

41 

11 

12 

- 

II 

II 

1210 

11 

8 

167 

1 12 

4 98 

186 

0 87 

1 11 

i 24 

6 08 

10 94 

26 12 

20 41 

20 06 

r96 

6 91 

6 70 
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poor results for 1983-86 Gross profit has 
slipped from last year’s Rs 108 lakh to Rs 88 
lakh even though turnover has been a little 
higher at Rs 100 crore against Rs 97 crore, 
reflecting diminution of profit margins Net 
profit has gone down from Rs 59 lakh to 
Rs 44 lakh Dividend has been stepped up 
from 8 per cent to 15 per cent and is covered 
1 32 times by earnings as against 4 98 times 
previously This outcome is attributed to stiff 
competition in the market as a result of the 
continued recessionary conditions in the 
engineering industry Ihc company has 
acquired the engineering section ot Shree 
Ram Mills located at Udhna in Guiarat com 
prising machine tools accessories division 
and foundry The operations of this section 
during 1985 resulted in a loss of about Rs 13 
lakh The company has undertaken a Rs 285 
lakh programme of modernisation of the 
manufacturing facilities and upgrading the 
designs of machine tools A part of the cost 
of the project is being financed by term loans 
from financial institutions 

MEWAR MARBI t S a new company pro 
inoted by the Agarwatla family in associa 
tion with Raj isthan State Mineral Develop 
ment Corporation is setting up facilities to 
undertake mechanised mining of marble in 
the Nizrana marble area in Udaipur district 
of Rajasthan The company has acquired 
mining rights over an area of one lakh sq 
metres (about 20 acres) where the estimated 
marble reserves are approximately 25 lakh 
cu mis I ht marble |s while and dolomitic 
medium to coaise cquigrinular in tixturc 
and suitable for mechanised mining and 
given the spurt in use of the stone the 
demand is good The main plant and equip 
ment like diamond wut saws derrick crane 
hydraulic splitting unit, monobladc block 
dressing machine and other equipment and 
technical assistance is being made available 
by Pellegrini Meccamca of Italy The com 
pany is entering the capital maiket in a sou 
pie of months to raise part of the resources 
for setting up the project The Agarwalla 
family had substantial interests in coal 
mining till its nationalisation Subsequently 
the family has continued its inicrest in min 
ing of kyamte corundum and phrophyllitc 
in Maharashtra used mainly in icfraciorics 
for steel plants 

In the Capital Market 


Moaer-Baer is entering the capital market 
on June 1 with an issue of Rs 6 lakh equity 
shares of Rs 10 each at par, of which 90,000 
shares have been reserved for preferential 
allotment to NRIs (for whom the subscrip¬ 
tion list will open on May 27) and 29,500 
shares for employees of the company The 
proceeds of the issue will be used to part 
finance two diversification projects Incor¬ 
porated in March 1983, the company pro¬ 
moted by Deepak Pun technocrat with 20 


year’s experience in the engineering industry 
has been manufacturing time recorders 
and time keeping systems under technical 
agreement with Moser-Baer, Switzerland, 
Maruzen and Company and Nippo Machine 
Company, both of Japan In 1986, Moser- 
Baer also started manufacturing aluminium 
conductors, wires, pipes and electrodes It 
now intends to diversify into manufacture 
of floppy diskettes (disks) and reverse 
osmosis water purification systems The 
company has entered into a technical agree 
ment with \idex Corporation, USA, Ihe 
world’s largest producer of floppy disks The 
plant is located at Noida near Delhi As 
much as 40 per cent of the production has 
been pre-sold to Computer Point (India) and 
Computer City The remaining production 
will be distributed through a nationwide 
distribution network Commercial produc 
lion is to commence shortly The company 
has entered into a technical and financial 
collaboration with Water Enhancement 
Technology USA, lor the manufacture of 
reverse osmosis water purification systems 
The US collaborator will have a 1625 per 
cent participation in the promoters' equity 
The entire production will be exported to the 
US Moser Baer is an existing profit making 
company which declared a dividend of 15 
per cent for the year ended April 30, 1986 
and is likely to repeat the same for 1986 87 
For 1987 88, the company expects to main 

An Authoritative Work From 


tain a dividend of 15 per cent on the enlarged 
capital to which the new shareholders will 
be entitled for full year, irrespective of the 
date of allotment of shares The issue is 
managed by SBI Capital Markets 

Sudanhan Cement is making a public issue 
of 5 40 lakh equity shares of Rs 10 each at 
par on May 29 to raise a part of the finance 
required for its Rs 360 lakh project for the 
manufacture of 33,000 tonnes of cement per 
annum in the first phase The company has 
plans to manufacture high strength cement 
alongwith portland cement It will take up 
production of special cements with vertical 
shaft kiln (VSK) technology developed by 
National Council for Cement and Building 
Material The plant is expected to go into 
commercial production soon and achieve op¬ 
timum capacity for the very beginning It 
will turn out special cements by December 
this year The project is being set up at 
village Danvaw in a ‘no-industry’ district of 
Strohi m Rajasthan The company has been 
promoted by Ifeparia Brothers in association 
with Rajasthan State Industrial Develop 
ment and Investment Corporation Accor 
ding to K C Ihparia, Managing Director, the 
company expects to earn prolus from the 
very first year of operation to be able to pay 
a dividend of 18 per cent The public issue 
is managed by Canara Bank and V B Dcsai 
Financial Services 
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Fundamentalism in Kashmir, 
Fragmentation in Jammu 

Balraj Pun 


IT i$ a measure of either ignorance or 
hypocrisy on the part of the national 
political leadership and the national media 
that they have hailed the results of the elec 
tions to the Jammu and Kashmir assembly 
as a triumph of secularism and rout of fun 
damentalism On the contrary, the election 
results reflect a phenomenal increase in the 
strength of fundamentalist forces in the 
Kashmir valley The Jamaat e Islami, which 
proudly displays its fundamentalist label, 
along with its allies, mustered around 32 per 
cent of the valid votes polled in the valley 
in these elections against its tally of 6 42 per 
cent in 1983 The share of votes of the 
Congress-National Conference (NP) alliance 
which claims to represent the consolidation 
of secular forces in the valley dropped from 
78 43 per cent to around 53 per cent between 
the two elections 

The Jamaat had won five assembly seats 
in 1972 But then the popular Plebiscite 
Front led by Sheikh Mohammed Abdullah 
had been outlawed and its followers had 
boycotted the polling The Jamaat’s victory, 
with the connivance of the then ruling Con 
gress, had been more a stigma than an 
achievement which the party took time to 
live down 

In 1977 when, for the first time, there was 
real popular participation of voters, the 
Jamaat had scraped through with just one 
seat, while most of its candidates lost their 
security deposits In the elections of 1983, 
it lost even that solitary seat 

Apart from winning tour scars in 1987 
the Muslim United Front (MUF) losi in three 
constituencies by narrow maip in- - in 
Bijbehara by 100 votes in Wjchi hs 122 votes 
and in Shopian by 3i6 volts Intriguingly, 
the number of rejected votes m these 
constituencies—1,172 1,703 and 1,122 

respectively—exceeded the margin of victory 
of the National ( onference candidates The 
MUF has emerged as the main alternative 
to the ruling alliance in almost the whole ol 
the valley, except in the four constituencies 
of hupwara district whert Abdul Cham 
Lone’s People’s Conference, which stands for 
greater autonomy for the state secured the 
second position The People’s Conference, 
which fell out with the Jamaat on the eve 
of the elections, secured aboul 40 per cent 
of the votes in these constituencies, pushing 
the MUF to the thud position with about 
17 per cent votes The NC-Congress(l) 
alliance was in a clear minority in this 
district 

The Peoples Conference has failed to win 
any seat Of the independent candidates only 
one has been elected from Chadura consti¬ 
tuency The middle ground of around 15 per 


cent of the votes hitherto represented by 
independent candidates is fast getting 
eroded This again reflects the growing con¬ 
frontation between the ruling NC-Congress 
alliance and the MUF As the polarisation 
becomes sharper, the entire opposition vote 
of nearly 47 per cent with its anti centre and 
anti C ongress bias would tend to gravitate 
towards and consolidate aiound the MUF 

Some of the 53 per cent votes of the rul 
ing alliance is clearly ‘ihc government vote' 
which any parly in power can take for 
granted and is iliaefoie non political and 
non ideological Furthermore, there are 
some remott areas where the MUF could not 
reach btfore the elutions but which mav not 
remain immune Iroin its influence in luture 

MUI s Pin nit ai Oi knsivi 

The bilancc ol loicts would be found fur¬ 
ther inclined towanls the MUF if some other 
pertinent factors ait taken into account 1 he 
bulk of its support, tor instance come Irani 
the youth, many of whom are not voters and 
therefore do not figure in the electoral 
statistics of this year but as potential voters 
of the MUF they are a factor to reckon with 
Again, there are many buyers wuhm and 
outside Kashmir of the MUF claim that bui 
for rigging it would have swept the polls In 
terms of political impact, the plausibility of 
the claim is as important as its correctness 

Two factors mike the claim relatively 
plausible Tirst the electoial tradition of 
Kashmir docs not inspire confidence 
Second, there was an inordinate delay of a 
week to ten days in declaring the results of 
the constituencies where the MUF was 
strong or where n eventually lost by nanow 
margins Complaints of malpractices, arrests 
or buying ovci of polling or counting agents, 
distribution of duplicate ballot paper,, 
booth capturing etc, have been made by 
many opposition leaders and also by some 
journalists 

( It is difficult to measure the effect of such 
practices on the electoral results and the 
votes polled by the rival fronts A separate 
and independent study would be needed to 
find out the exact extent of trregulantics 
committed by either side But more relevant 
for our present purpose is the fact that the 
allegations of the MUF have acquired a 
degree of credibility which has caused a fur 
thei shift of popular sympathy 

The MUr is using these allegations to 
continue the political offensive it launched 
during the election campaign and to keep 
Farooq Abdullah on the defensive. He had 
sought to treat the elections as a referendum 
on his accord with the Congress which, ac 
cording to him, would ensure a greater flow 


of central funds for the development of the 
state Nowhere was development a major 
issue in the recent assembly elections This 
has been confirmed in West Bengal and 
Kerala In Kashmir the MUF raised issues 
like the identity of Kashmir, Muslim 
solidarity, Nizam-i Mustafa, end of family 
rule, settlement of the Kashmir question, etc, 
which had a far greater emouve appeal than 
issues like faster development and the other 
supposed virtues of the accord This put the 
MUF on the defensive from the very start 

The Congress has been regarded by the 
people of Kashmir as an instrument of cen¬ 
tral domination and is therefore not a 
popular party Its role in engineering defec¬ 
tions m Farooq’s party and in banging about 
the downfall of his government had brought 
its popularity to the lowest ebb Replacement 
of the ( ongiess supported Shah government 
by governor’s rule did not enthuse Kashmiri 
Muslims lor too long For it was taken as 
a threat to the Kashmiri identity Extension 
by the governoi of the jurisdiction of Article 
249 ol the Indian constitution to the state, 
abridging us autonomy, and (he conspicuous 
tall in the Share ol Muslims in recruitment 
to the services and m admissions lo technical 
insututions during the governor's regime fur 
thei alienated Kashmiri Muslims, though the 
governoi endeared himself to the Hindu 
population for the same reasons 

The period of governor’s rule was also the 
ume of ihc prolonged negotiations between 
Farooq Abdullah and Rajiv Gandhi during 
which the former abandoned his role as an 
instrument of protest on behalf of the grow- 
mglv dissatisfied Kashmiri Muslims The 
Jamaat-e Islami hastened to consolidate the 
Muslim United Trent and to occupy the wide 
ground of discontent that Farooq's party 
had hastily vacated 

PrRVtRSl Ivi rt, RATION 

The alienation ol the Muslims in the rest 
of the country from the Congress, the 
government ot India and the system over the 
issues ol personal law and the Rabn Masjid 
also extended to Kashmir The fortress of 
Kashmiri nationalism that Sheikh Abdullah 
had guarded so zealously for over 50 years, 
keeping it immune tram the mainstream of 
Muslim polities ot the sub continent started 
crumbling under the impact of the mtegra- 
tiomst forces I hi MUF draws its main in¬ 
spiration tram the militant trends in the 
Muslim communits in ihe test ol iheeoun 
try lathci 'll m Irani .icioss the border it is 
j measure ot the cumulative effect of the 
policies which were c ilculated to integrate 
the stale with the lest of the country, 
politically and legally, and suppress its 
autonomous urges that Muslims, Hindus 
and Sikhs in Kashmir aie today getting 
emotionally integrated with their respective 
commun ties elsewhere m India and are 
beginning to reflect the tensions and pre 
judices ihat exist among these communities 
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m the nest of the country 1b the extent inte¬ 
gration policies have succeeded in demo¬ 
lishing Abdullah or Abdullahism, the resul 
tant vacuum has been filled by the MUF 
whu h also stands for the total demolition 
of the legacy of the departed Kashmiri 
leader 

The NC-Congress accord was indeed a 
major step in the process of integration It 
implied recognition by Farooq Abdullah of 
the strength of New Delhi and Jammu in the 
politics of the stale For its part, the Con¬ 
gress conceded that it was no match for the 
National Conference m the valley Farooq 
was aware, as he publicly admitted, that "the 
accord did not go down the throats of the 
people”, though he hoped that they would 
realise its benefits in the long run His 
mother. Begum Abdullah, who is also the 
patron of the National Conference, observed 
in a conversation that the accord was a bitter 
pill that her party tried to administer to the 
people 

However, Farooq’s personality was the 
trump card of the alliance The opposition 
did not have a credible candidate for the post 
of chief minister In elections people arc 
more interested in choosing a government 
than merely a legislator Farooq's position 
as chief minister had been accepted as a fait 
accompli by the electorate even before the 
votes were cast I his was partly because the 
alliance he was leading alone was contesting 
all the seats in the state assembly 

Another weakness ol the MUF was its in 


capacity to impose a standardised islam on 
diversified Muslim comm unities. In the past, 
Kashmiri islam had also offered a formid¬ 
able resistance to the spread of the Jamaat’s 
influence Even now its influence—or that 
of the MUF—is political, for reasons already 
mentioned, and not ideological As the 
politico-cultural aspirations of non-Kashmin 
muslims are not exactly similar to those of 
Kashmiri muslims, the MUF has not been 
able to cross ethnic and geographical boun¬ 
daries of Kashmir valley Even within the 
valley, a non Kashmiri tpahan) speaking 
constituency like Un returned the NC can¬ 
didate Mohammad Shafl with the largest 
margin of more than 25,000 votes over his 
closest MUF rival Shafl's clean reputation 
and reportedly critical attitude towards the 
NC-Congress accord must also have helped 
him Similarly, a gujar leader, Mian Altaf, 
comfortably won from Kangan where his 
community has a sizeable population 

PouucAi Vacuum in Jammij 

Out of the ten Muslim majority consti¬ 
tuencies of the Jammu region, the alliance 
won nine Most of the constituencies are 
mountainous and far flung where the 
opposition parties are usually unable to 
match the resources, organisation and 
official machinery of the ruling party 
Moreover, unlike the valley, there was no 
single partv or front to challenge the alliance 
in all the seats ol the region or even in the 


Muslim belt Nor was there any issue that 
could enthuse the voters either way 

Out of the 32 seats of the region, the NC 
was allocated seven Mushm-majonty seats 
and one scheduled caste seat while the Con¬ 
gress share was 21 seats in the Hindu 
majority areas and three seats in Muslim 
majority areas The NC lost in the border 
constituency of Poonch as most of the 
Hindus and Sikhs did not vote for its can 
didate of Kashmin Muslim origin and 
preferred an independent who had the back¬ 
ing of his gujar Muslim community in the 
other four Muslim majority constituencies 
of Poonch and Rajoun district also party 
labels hardly mattered The votes were 
broadly divided on cfste lines, viz, gujar and 
non-gujar 

Thus apart from Poonch, gujars were 
elected from two other constituencies in 
these districts, one each from the NC and 
the Congress parties, mainly on the strength 
of their communities and only marginally 
on that of their parties Tvo Muslim Rajput 
seats were also shared by the alliance part 
ners One more gujar candidate of the NC 
was elected from Gulabgarh in Udhampur 
district while the Congress was able to return 
a Muslim from a predominantly Hindu con 
stituency of Reasi in the same district 

Out ot ’I Hindu elected members, 16 
belong to the Congress one (a scheduled 
caste) to its ally the NC two to the BJP and 
two arc independents In 1981 all these seats 
had been won by the Congress Out of the 
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remaining 11 constituencies, the Congress 
held three while the NC had won eight (all 
Muslims except one scheduled caste) In 
198 1, the two parties’ share is four and six 
respectively, with the latter losing one seat 
to an independent 

In 1983 the NC and Congress(I), in com 
petition with each other, had monopolised 
all the 32 seats of Jammu Thu time the 
alliance of the two parties has lost five But 
it is in terms of votes that the alliance's loss 
has been more glaring Its share in the total 
votes polled in the Jammu region has 
declined from 74 per cent in 1983 to 50 6 per 
cent TWo senior leaders of the party, 
Triiochan Dutt and Dharampal, have been 
humbled by little known independents while 
the margin of victory of its winning 
members has declined drastically 

The disillusionment of the voters with the 
alliance, particularly its major partner in 
the Jammu region, viz, the Congress, is 
apparent But there has been no conspicuous 
gain for any other party The BJP, Jammu's 
main opposition, has won two seats, with 
a margin of around 3,000 votes m both, 
against ml in 1983, and has got 12 60 per 
cent votes against 8 12 per cent four years 
ago 

In 1983, the Congress had worked on the 
fears of the voters of Jammu against 
domination by Kashmir through the National 
Conference. This time it has been instru 
mental in bringing tj'at very party to power 
Considering the fact that the Congress had 
vacated the entire ground of opposition 
politics, the gains of the BJP and other 
opposition parties should be considered 
negligible. TWenty out of 26 BJP candidates 
lost their deposits as did 11 out of 19 
candidates of the Panthers party and 10 out 
of 11 candidates of the Janata party Neither 
of the latter two parties secured a seat 

The only party that has registered a gain 
in Jammu is the Bahujan Samaj party which 
put up nine candidates, three of whom 
secured the second position in their consti 
tuencies However, it is not only the BSP 
which made a caste appeal to the scheduled 
castes and some sections of the backward 
classes Caste had its pull on other sections 
of the population as well in the whole region 
as the irrelevance of organised parties 
became apparent 

Rise or Independents 

For the same reason, independents nearly 
doubled their voting strength in Jammu, 
from 14 67 per cent in 1983 to 28 31 in 1987 
They got more votes than all the opposition 
parties put together In fact their tally is 
larger than that of even the National Con¬ 
ference, which contested seven seats in the 
region as an ally of the Congress and poll¬ 
ed 1510 per cent of the votes. This is the first 
time that three independents have been 
elected Independents also got second posi¬ 
tion m as many as 19 constituencies While 


it is difficult to say how many of them would 
have been elected if they had been better 
equipped with resources or whether their 
allegations of electoral malpractices are cor 
reel, but the sizeable support that unorganis¬ 
ed independent candidates have secured in¬ 
dicates the growing distrust of the people of 
the region towards political parties and their 
leaders 

The election campaign in Jammu was 
marked by the absence of serious political 
issues and a clear focus and popular en¬ 
thusiasm was clearly lacking While the NC- 
Congress alliance divided the seats of the 
region between themselves broadly along 
communal lines the communities in turn 
were divided caste wise Jammu has emerg 
ed from the elections fragmented leaderiess 
and rudderless 

With only five opposition members from 
each of the two regions ol Jammu and 
Kashmir in a house of 76 Farooq Abdullah 
will no doubt preside over a stable govern 
ment And with some repression and pro 
vocation, the politi s of Kashmir, which is 
tending to acqunt i fundamentalist and con 
frontationist orient ition, can be driven out 


THERL can be no doubt that the central 
government has imposed President’s rule in 
Punjab with an eye to the Haryana assembly 
poll next month But this alone does not 
explain its decision Those who are convmc 
ed that the move is motivated purely by 
expediency as well as those who claim that 
expediency has Utile to do with it arc 
overstating their case The government’s 
defenders are trying to make out that the 
situation in Punjab had deteriorated so 
rapidly and alarmingly since mid April as 
10 necessitate Central intervention This is 
the burden of the letter the state governor, 
S S Ras wrote to Cnam Zail Singh recom¬ 
mending President s rule Yet, there is no 
conclusive evidence of such a sudden and 
significant deterioration 

A new stand in the Punjab tangle has it 
is true, been the social boycott movement 
dressed up as religious reformism The en¬ 
forcement of prohibitions against smoking, 
drinking and meat eating by the extremists 
has apparently been effective enough to raise 
doubts about the Barnala government’s 
authority “in large areas of the state, par 
ticularly in almost all rural areas", to quote 
Ray’s letter Since many of those engaged in 
retailing these items are Hindus, the boycott 
has bit them hard economically and raised 
fears of an exodus of Hindus from Punjab 
There has also been talk of the extremists 
running a parallel administration, collecting 
taxes and meting out punishments to wrong- 


of the system In Jammu the system is 
already a pale reflection of its pohtics 
Perhaps that would further reduce any 
challenge to the stability of the regime. In 
fact the character of the opposition itself 
guarantees this stability For as the dissent 
in Kashmir is mainly represented by the four 
members ol a party like the MUF in the 
assembly, it would remain isolated from not 
only the rest oi India but also from the Jam¬ 
mu and Ladakh regions The emergence of 
the BJP, with two members, as the mam op¬ 
position from Jammu also rules out an ef¬ 
fective inter-regional and inter-communal 
eo-operanon 

But what outlets will Kashmiri aspirations 
ultimately acquire 7 How will the vacuum in 
Jammu be filled? How will a possible chain- 
reaction backlash in the two regions affect 
the stability of the state, if not of the govern¬ 
ment 7 How long will Qninstitutionalised 
cultural diversities be able to resist the fun¬ 
damentalist waves 7 How lasting and stable 
a bridge will Farooq's personality and his 
cabinet and administration be able to build 
across the politically and emotionally 
splintered parts of the slate 7 


doers The dispute between the number two 
man in the Punjab cabinet, the state finance 
minister Balwant Singh, and Ribeiro, ap¬ 
pears to have been the catalyst in making the 
centre decide to impose President's rule The 
links between terrorists and some Akah 
ministers and MLAs was another factor in 
the centre’s calculations 

But though the centre has tried to paint 
an unflattering picture of Barnala in the last 
month or so ol office as someone increas 
ingly out ol his depth m dealing with the 
malevolent lotces to work in Punjab, it has 
not published hard evidence to back its view 
that the position had changed so much for 
the worse, and so soon, as to require his 
dismissal The killings in Punjab have been 
a distressing part of life there for so long as 
to have become routine items in the inside 
pages of newspapers It is not as if, suddenly, 
there were far more killings than even before 
Nor is it all clear to what extent what Ray 
calls ‘a parallel authority" has been in place 
or how much popular support it has Nor 
have official figures been forthcoming on 
fresh Hindu migration from Punjab Has 
such migration beeen on a big enough Kale 
to warrant jettisoning the state government? 
As for links between some Akah ministers 
and MLAs and the extremists, that is no new 
discovery Having gone along for so long 
with Barnala, and indeed building him up 
as the one leader capable of delivering the 
goods promised under the Punjab accord, 
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tlie centre did a volte face and set out to 
show, almost overnight, that in fact he was 
a disaster in office 

Following the dismissal of 22 Akali Dal 
legislators under the anti-defection law as 
upheld by the Supreme Court, Barnala was 
in a stronger position than before He no 
longer needed Congress support to shore up 
his majority in the assembly The relative 
strengthening of his position could not have 
been to the centre’s liking since now he was 
more of an autonomous agent and hence less 
vulnerable to its blandishments This may 
have been a factor of some consequence in 
the centre’s decision to get him out 

While the centre may have given Barnala 
its morel support, it failed to buttress his 
position in the state in practical terms It has 
now made him and his government the 
scapegoat for many of its own failures 
Although the Punjab accord provided that 
Chandigarh should go to Punjab, that did 
not happen Instead, the issue was allowed 
to get snarled up in red tape Nor did the 
centre help Barnala in any way bv its hand) 
tng of the Ranganath Mtsra commission on 
the killings of sikhs after Indira Gandhi s 
assassination on October 31, 1984 The 
whitewash job that this panel’s report is only 
convinced the sikhs that there was no justice 
to be had from the centre or, as they saw 
him, its agent in Punjab, Barnala The leak 
of the Eradi water tribunal's findings, which 
indicated that Haryana would gain at 
Punjab's expense, further undermined 
Barnala who was unable to show in any 
other way how the accord had helped Punjab 
and the sikhs 

Repeated requests for an amnesty for sikh 
army deserters and lor the release of sikh 
detenus in Jodhpur were of no avail What, 
then, did Barnala have to show for his much 
touted accord with the centre’ Precious lit¬ 
tle. If he failed to curb the terrorist menace 
then the centre must bear a large share of 
the blame Had il strengthened him by 
making at least some important political 
concessions, he would have had some chance 
of overcoming the constant sniping at him 
by the extremists as well as by Akah dissi 
dents, the burden of whose complaint was 
that he was only a puppet ot the centre and 
that the sikhs would get nothing from having 
him in office 

The centre did not detach Haryana from 
the states that recently went to the polls for 
nothing It knows that the stakes in that state 
are very high Should the Congress lose, it 
will have lost the first hindu-majority and 
Hindi-speaking state m the country, one; 
moreover, that is part of its traditional elec¬ 
toral heartland That is why it cannot afford 
to take any risks next month It is calculating 
that the imposition of President's rule in 
Punjab, followed by a crackdown on the ter 
ronsts, will convince voters in Haryana that 
it means business when It comes to fighting 
the terrorist threat in Punjab and protecting 
the hindu-mmority there. 

But Haryana’s importance goes beyond 
the Congress effort to retain p&wer there. 


some reports suggest mat me eenue is not 
averse to a dialogue with some sections of 
sikh extremists The recent talks between the 
jam spiritual leader, Acharya Sushtl Mum, 
and the head priest of the Altai Thkht, 
Darshan Singh, are said to have had (he 
prime minister’s backing Will the centre; 
once the Haryana elections are out of the 
way, and assuming that the Congress wins, 
be inclined to start a dialogue with represen¬ 
tatives of some extremist groups? In any 
event, it can only consider doing so after the 
Haryana poll 

Should it attempt such a reconcihatory 
move before that, the opposition parties m 
Haryana will have a field day attacking it 
for selling out the Hindu minority in Punjab 
That, in turn, would reduce, if not cancel^ 
the anticipated political gains in Haryana of 
imposing President’s rule in Punjab But 
once Haryana is in the Congress bag, the 
centre may feel confident about entering into 
negotiations with willing sections of sikh ex¬ 
tremists with a view to devising a settlement 
It will no longer be inhibited by ns tear of 
losing a hindu majority, Hindi sptakmg 
Congress-heartland state and it may even be 
able to pav a higher political price for a set 
dement in Punjab than it can now 

By imposing President’s rule in Punjab, 
Rajiv Gandhi has repudiated the very 
Punjab accord he had held out as one of his 
early and major victories But, having now 
dismissed the buffer between the people of 
Punjab and the centre, he will have to show 
quick results If the idea in imposing Presi¬ 
dent's rule is merely to crack down on the 
terrorists, then the move is shortsighted 
Although Ribeiro's extension by a year as 
Punjab’s director general oi police and the 
reinforcement of paramilitary forces in the 
state suggest such a crackdown is imminent, 
it would be futile for the centre to try and 
seek a solution to the Punjab problem 
through force alone Thie, it will have to 
demonstrate that it has the terronsts on the 
run But, even as it does that, it must have 
a political strategy that it can put into effect 

MAHARASHTRA 


as soon at hr narynna nwcuun* poorer. 
Such a strategy—the advice to Bay to take 
"economic ameBotatiw measures” seems to 
prefigure it— may him to entaJi opening 
lines of communication to those represen¬ 
tatives of sikh opinion that are neither pro- 
secessionist nor fundamentalist and that are 
willing to enter into an agreement and try 
to sell it to the sikh mlQonty in the state The 
retention of the Pifajab assembly in a state 
of suspended an*pwu»n indicates that the 
centre intends t6 revive it at some stage 
perhaps when such an agreement Is likely 

The main difficulty for the centre in nuk¬ 
ing a fresh reconcihatory mow is for it to 
identify who to deal with The extremists/ 
terronsts/fundamentaUsts/’reformists’ are 
not a monolith T)jpre can be no guarantee 
that a deal with any one group, or combina 
tion of groups, will stick, any more than the 
Rajiv Longowal accord We cannot haw a 
series of accords only to see them founder 
one after another on the rock of sikh fac¬ 
tional divisiveness Yet, for the centre not to 
try out such an approach leaves it with no 
other option but the sustained and indefinite 
use of force—unless, after the Haryana poll, 
the Punjab assembly is revived, Barnala is 
restored to office and we all go round and 
round the mulberry bush once more* But 
that would be to take too cynical a view of 
the centre’s dismissal of Barnala 

It will not be easy for the centre; should 
the crackdown on the terrorists bnng results, 
to resist the temptation to go all out in 
crushing sikh resistance Nor will it be easy, 
should the crackdown not succeed fully and 
quickly, for it to make concessions to the 
militants without attracting the charge of 
having succumbed to pressure from them 
In short, by imposing President’s rule, Rajiv 
Gandhi has now either to deliver a political 
solution to the Punjab problem or, failing 
that, to press ahead with the application of 
force. Should he be forced to choose the lat¬ 
ter course, the Punjab problm can only get 
much worse and sikh alienation will be total 


Tragedy of Target Approach 

A Correspondent 


GADCHIROLi is a tribal district of 
Maharashtra, bordering the Bastar area of 
Madhya Pradesh It came into public focus 
in April when 12 patients operated in an eye 
camp dewloped infection and lost their 
eyesight 

The eye camp was jointly organised by the 
government and a Bahai organisation on 
March 19 and 20 at the Civil Hospital, Gad- 
chiroli Fifty-six cases of cataract were 
operated upon by the eye surgeons in the 
civil hospital on March 20 Three days later, 
it was noticed that 12 patients had dewloped 
infection which would result in loss of 
vision The government of Maharashtra sent 
the joint director of health services to con¬ 


duct an inquiry, and based on his report, 
suspended Zade, the civil suigeon-cum-eye 
surgeon, and the chief nurse of the opera¬ 
tion theatre. Forty MLAs tabled a question 
m the assembly in reply to which the health 
minister announced the appointment of an 
expert committee to probe the matter and 
report to the government within one month 
The Kelkar committee has accordingly sub¬ 
mitted its report Meanwhile the micro¬ 
biological investigations haw shown that the 
eye infections caused by a common strain 
of bacteria called psedomouas and its source 
was traced to a bottle of antiseptic solution 
in the operation theatre in which the 'chit- 
tie forcep’ was dipped for sterilisation. This 
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fo»ep was used by the nurses to pick up and 
hold various sterilised instruments during 
the eye operations thus spreading the infec¬ 
tion to the eyes being operated upon The 
event, tragic m itself, throws light upon sor,ie 
wider issues in public health services 

The state of the public health care institu 
tions in the tribal areas is abysmal even m 
a state like Maharashtra which is relatively 
progressive in matters of primary health 
care Gadchiroh was made an independent 
district in 1983 and yet in 1987 it still does 
not have a regular district hospital A 30-bed 
pre-existing rural hospital has been given the 
name Of district or civil hospital The 
hospital is chronically hampered by pro¬ 
blems of inadequate supply of medicines, 
laboratory reagents and meals for patients 
But the most crucial problem is the unwill¬ 
ingness of the doctors and paramedical 
workers to stay and Work at Gadchiroh 
Thus five successive civil surgeons in the last 
four years have refused to make Gadchiroh 
their residence and have functioned from 
Chandrapur or Nagpur, 100 and 200 km 
respectively from Gadchiroh 

The district has 34 pnmary health centres 
where about half the posts of medical 
officers are vacant The deputy director of 
health services has given new appointment 
orders to 56 doctors in the last six months, 
but not one has joined This is considered 
a punishment-posting and hence selectively 
the most inefficient staff is transferred here 
It is not surpnsuig'that this district reports 
the maximum cases of falciparum malaria 
each year and the dangerous cerebral 
malaria is common 

While the regular comprehensive health 
care is inadequate; the district has done 
remarkably well in achieving the targets of 
family planning and eye programmes. It 
secured the top position in Maharashtra for 
FP performance m 1983, 1984 and 1985, 
when the state recorded the top performance 
in the country, in 1985-86 it took the first 
position in the state for thi number of eye 
operauons as well 

This paradoxical situation is not difficult 
to understand Fired by ambition to get the 
first prae, the top level district officers whip 
the whole government machinery for fulfil 
ment of the FP targets with the consequent 
neglect of the other components of pnmary 
health care. The camps are organised in very 
ill-prepared situations Only a month before 
the eye tragedy, a woman had died at Gad 
chiroh while being operated upon in a 
laparascopic tubectomy camp 
The eye operation camps are also orga¬ 
nised in a similar manner This year Oad- 
chiroh district was racing neck-to-neck with 
Kolhapur and Akola districts for the top 
position in eye operations, lb gain a big lead, 
a large camp was jointly planned on March 
19 at Gadchiroh by the collector, the alia 
parithad, the civil surgeon and the Bahai 
Adhystftbc ftarishad The civil su/geon-cum- 
eyi surgeon was absent from the head¬ 


quarters for five days just before the camp 
When he came back, according to the health 
minister's statement, he suddenly decided to 
change the venue of the proposed camp to 
the unprepared civil hospital Hurncd 
preparations were then made with less than 
24 hours to spare. The hospital, already 
crowded with regular patients, had to 
accommodate 56 new eye cases Thus there 
were about 100 patients in the 30-bed 
hospital on March 19 No separate opera¬ 
tion theatre was prepared and the eye opera 
tions were carried out in the same theatre 
where surgical and gynaecological opera¬ 
tions were regularly performed Even a 
photographer was allowed to enter the 
operation theatre and take photographs of 
the proceedings 

And yet all this gross violation of mini¬ 
mum medical standards was not unusual In 
the race to achieve targets, this type of func¬ 
tioning is the rule There have been reports 
that just a week before the camp et Gad- 
chiroh, a few cases of eye infection had oc¬ 
curred in a remote primary health centre at 
Koichi, but news of this event was 
suppressed 

Apportioning Blamf 

Gadchiroh is also the venue for an ex¬ 
periment in co operation between the 
government and a voluntary organisation 
SEARCH T\vo primary health centres and 
the care of the patients in medicine, 
paediatrics and gynaecology specialities at 
the civil hospital have been entrusted to 
SEARCH since June 1986 in the hope that 
the human inputs of a voluntary organisa¬ 
tion would improve the working of these 
government health institutions Care of 
surgical and eye patients and administration 
of the civil hospital remain with the civil 
surgeon 

SI ARCH doctors have been living in 
Gadchiroh and are piovidmg patient care at 
the civil hospital since last June They have 
also persuaded the civil surgeon and the 
health department to make certain changes 
in the hospital Regular outdoor consulta¬ 
tion in the specialities and indoor rounds 
have been started, an anaesthetist has been 
posted at the hospital Bread and milk are 
being provided to the patients from the 
hospital budget and medicine supply has un¬ 
proved More than 50 caesarean section 
operauons have been performed by the 
gynaecologist of SEARCH in the last six 
months. These were mostly cases of obstruc¬ 
ted labour which, without surgical mterven 
tion, would have led to maternal deaths 
Treatment of cerebral malaria has also been 
introduced A recent SEARCH survey of the 
district has revealed an unexpectedly high 
incidence of sickle cell disease among tnbals 
The services of SEARCH have become 
popular in the district and the monthly out¬ 
door attendance at the civil hospital has 
increased from 4,500 to 7,000 patients within 
six months. Indoor admissions too have in¬ 
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creased by 25 per cent 

SEARCH has in no way been involved 
with the eye or FP operation camps. And 
yet when on March 23 the eye surgeon dis¬ 
covered eye infections, his first defence was 
to shift the responsibility on to SEARCH, 
He went to the local press with a story that 
the gynaecologist of SEARCH did an 
unauthorised abortion operation on the 
morning of March 20 without his knowledge 
and this was the cause of the eye infections. 

During the inquiry by the joint director 
it has since been found that the reported 
gynaecological operation was an emergency 
evacuation operation performed to save a 
bleeding woman The operation was per¬ 
formed by the SEARCH gynaecologist m 
response to a call sent by the hospital lady 
doctor in the presence of the hospital 
anaesthetist, the civil surgeon and the eye 
surgeons were aware of this operation having 
been performed in the operation theatre. As 
no separate operation theatre was prepared 
for the eye camp, they decided to perform 
the eye operations in the same theatre follow¬ 
ing the emergency gynaecological operation 
Conclusive evidence has come from micro¬ 
biological investigations in which the 
pseudomonas bacteria responsible for the 
eye infections were not found in the genital 
tract of the woman operated upon by the 
gynaecologist and were found in fact m the 
bottle of antiseptic solution used in the eye 
camps 

When this excuse failed, another salvo was 
fired at SEARCH that it was interfering in 
hospital administration Again it was prov¬ 
ed that the director ot SEARCH had made 
some specific recommendations in January 
1987 and had repeatedly warned that if these 
were not implemented, there could be an 
epidemic of hospital cross-infection These 
recommendations were ignored by the civil 
surgeon and the epidemic m March was the 
result 

The forces behind the orchestrated cam¬ 
paign against SEARCH are not difficult to 
identify—the civil surgeon who wanted to 
save his skm, some of the hospital staff who 
were required to work hard m the presence 
of pressure from SEARCH, a lobby of 
private practitioners who have lost about 
2,500 patients each month due to the inter¬ 
ventions of SEARCH at the civil hospital, 
and finally some officers who could not have 
their way in this remote district due to the 
presence of SEARCH The civil surgeon 
wanted to hush up the event of the 12 eye 
infections SEARCH took a firm stand that 
the epidemic must be reported and Investi¬ 
gated to find out the source of infection 
Otherwise, there would be the danger of new 
patients operated m the same operation 
theatre getting infected Whether the govern¬ 
ment of Maharashtra will continue to sup¬ 
port the SEARCH experiment in the face of 
such resistance will be a test of the govern¬ 
ment's political will 
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AFGHANISTAN 

Bending the Peaks of Hindukush 

Bhabant Sen Gupta 


MOSCOW’S publicists were exporting a 
large cargo of hope, but the responsible 
organs of power were only cautiously op 
timistic Even on March 5, the day the twice- 
postponed seventh round of UN-sponsored 
proximity talks between Pakistan and 
Afghanistan was inaugurated in Geneva, 
APN, the Soviet feature service, distributed 
a curtain-raiser m which it was boldly 
declared that “most observers agree that this 
round of talks has every chance to prove 
final" APN evidently took its cue from the 
spokesman of the Soviet foreign office, 
Gennady Gerasimov, who had hazarded as 
early as February 18 that the coming Geneva 
round would be “the final in these nego¬ 
tiations" The optimism was echoed m 
Pakistan The national news agenev in a 
despatch two days before the beginning of 
the Geneva talks said that there was hope 
in Islamabad that the seventh round would 
“close the gap” between the Pakistani and 
Afghan positions on the time frame for the 
withdrawal ol Soviet troops from Afghanis 
tan Pravda, however, sounded a cautious 
m Writing on the eve ol Geneva VII it 
ss that all the remaining issues could not 
be expected to be resolved in just one ses 
sion “it takes lime to thread the web of 
political compromises” Pravda added quite 
candidly that ‘the events in Afghanistan 
show that the process of national rcconcilia 
tion will be complex” 

This sentence pierced the heart of the 
Afghan problem On the surface, Geneva 
VII was preoccupied with the time Irame ot 
Soviet troops pullout from Afghanistan The 
crucial question however was what would 
happen in tht country when the Soviet torces 
had gont’’ Who would rule Afghanistan'’ 
There is no doubt even in the Reagan ad 
ministration s mind that Mikhail Gorbachev 
has determined to get the Soviet forces 
out of Afghanistan which in his famous 
Vladivostok speech of July 28, 1986 he had 
the courage to describe as a “bleeding 
wound" But before he could take out his 
troops, there must be a government in 
Afghanistan that would not only survive but 
be able to maintain law and order in the 
country and prevent a bloodbath far ex 
ceeding that in the last seven years 

New Soviet Pot icy 

Gorbachev took mote than a year to for¬ 
mulate a new policy for Afghanistan He 
and his supporters m the politbureau and 
the central committee of the CPSU had to 
wear down considerable opposition from 
upholders of the Brezhnev line in the party, 
the government and the armed forces to a 


decision to withdraw the Soviet, “limited 
contingent force” from Afghanistan When 
he came to India in November, his new 
Afghan strategy had been put to shape, its 
broad outlines were explained to me by an 
academic expert on Afghanistan in Moscow 
early October The first clear signals of 
Gorbachev’s new Afghan policy were sent 
out from New Delhi He unfolded it to pnme 
minister Rajiv Gandhi in some details, and 
received the latter’s warm-hearted approval 
The policy had three main features First, 
Afghanistan would be an independent non 
aligned (or neutral) country friendly towards 
the USSR Secondly it would have a govern¬ 
ment of national reconciliation in which the 
Marxist Peoples Democratic Party of 
Afghanistan would share substantial power 
with non murxist groups including those 
segments of the resistance that might join 
the process of national reconciliation And 
finally, the Soviet Union needed the friendly 
co-operation of Pakistan to make both 
national reconciliation and troops with 
drawal possible 

In December Gorbachev met with 
Najibullah, the 40 year-old young new leadei 
of the PDPA, in Moscow for prolonged 
discussions It was realised that the road to 
national reconciliation had to be paved with 
much more than good intentions An iron 
curtain of distrust stood between Kabul and 
Islamabad, there was the second iron curtain 
of Reagan’s cold war which parted Moscow 
from Washington Iran had to be brought 
into the negotiation process, however in¬ 
directly, and, last but by no means the least, 
at least some of the seven mujaheedan 
groups encamped on Pakistani territory and 
armed heavily by the United States and some 
of its allies had to be softened up with 
carrots they could hardly refuse to bite for 
a very long time Gorbachev made it clear 
to Najibullah that Kabul must play the in 
ternal, Afghan part of the new political 
drama as vigorously, dexterously and flex 
ibly as Moscow would the international part 
Najib did act with surprising promptness 
On January 13 he announced a unilateral 
ceasefire for a period of six months 

Moscow and Kabul joined together to 
mount a series of political diplomatic 
initiatives to defuse the Afghan crisis The 
proximity talks m Geneva were to resume in 
February, and Deigo Cordovez. the UN 
mediator, embarked on another bout of 
shuttle diplomacy travelling to Washington, 
Moscow, Kabul, Islamabad and Ibhran in 
search of common or similar threads of 
perspectives, with which he could try to add 
some new blocks to |he incomplete architec¬ 
ture of an accord at which he had been 
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labouring since 1982 Najib launched his 
boat of national reconciliation on the tur¬ 
bulent waters of a seven-year-old civil war 
fought by multiple actors across one main 
dividing line the PDPA regime backed by 
Soviet forces 

Moscow-Islamabad Thaw 

A very impressive diplomatic drive came 
from the Kremlin Even before Gorbachev 
arrived m Delhi, it was fixed that the 
Pakistan government would send its foreign 
secretary to Moscow for an in-depth 
dialogue Abdul Sattar’s visit early 
December broke the ice between Moscow 
and Islamabad, an& a thaw descended on the 
long-chilled relationship when a senior 
Soviet deputy foreign minister, Anatoly 
Kovalyev, came to Islamabad on a week long 
visit which was returned promptly by 
Pakistan’s foreign minister, Shahebzada 
Yakub Khan Khan had several hours of con¬ 
versations with his Soviet counterpart, 
Edourd Shevardnadze Shevardnadze had 
earlier gone to Kabul, and had also received 
in Moscow the foreign minister of Iran The 
Afghan prime minister Sultan All Kesht 
mand, and the foreign minister, Abdul 
Wakii, travelled to the Soviet capital a 
number of times By coincidence or design, 
Michael Armacost, US under-secretary of 
state lor political affairs, who has the job 
of mobilising financial and weapons support 
for the Afghan resistance, was in Islamabad 
the same time one of his Soviet counterpans 
was also there The simultaneous presence 
of two senior officials of the foreign 
ministries of the two superpowers in Islama¬ 
bad dramatised three new, aspects of the 
Afghan issue a deep and serious Pakistan 
Soviet dialogue, the PDPA’s political in 
ttiative to put together some kind ot a 
national government, and an American 
dilemma which pushed the Reagan ad 
ministration in three different directions at 
the same time, namely, standing firm by the 
armed Afghan resistance, giving some space 
to the Pakistan government to negotiate with 
Moscow, and playing tough-or soft with 
Gorbachev on Afghanistan 

Domfstjc Pressures 

Significantly, each of the mam actors in 
the Afghanistan business was under con 
siderable domestic pressure to settle the issue 
without unnecessary waste of time. President 
Reagan, seriously wounded by Iran scum, ap¬ 
peared to believe that his administration’s 
control over the regime in Pakistan was 
rapidly giving way to the emergence of an 
assertive Islamabad which seemed to believe 
that Washington needed it more than it 
needed Washington If Reagan were to work 
out the First nuclear arms control deal with 
the USSR in his six-year-old presidential 
career, he could not possibly remain as 
haughtily indifferent to Gorbachev's Afghan 
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initiatives as he might have liked to in 
normal times, especially because the young 
fellow from the evil empire was quite willing 
to give a beleaguered US president a break 
from the vice of what he had allowed to hep 
pen to the most sensitive Iran Lebanon 
Nicaragua complex of issues 

The Pakistan government had been deeply 
shaken by the prolonged riots in Karachi in 
which thousands of armed Afghan refugees 
fought freely with Pakistanis It was not only 
that several hundred people had died and 
thousands had been injured and crores of 
rupees of properties destroyed More the 
commercial capital of Pakistan, the coun 
try's only truly cosmopolitan metropolis, 
was in danger of getting ‘Lebanomsed' like 
Peshawar The situation had not got out of 
control, but the Karachi riots, together with 
the Lebanonisation of Peshawar, was enough 
warning to General Zia ul Haq that the time 
had come for him to gel the three million 
refugees out of his country 

Iran needed to repair its relations with the 
Soviet Union m order to get market for its 
natural gas, Soviet help to repair and moder 
nise the big industrial plants, including two 
steel mills, built with Moscow's help during 
the regime of the Shah and, if possible, 
Soviet aid to conduct the war with Iraq more 
eflectivelv Afghanistan’s internal compui 
sions are too plain to need detailing, these 
became very acute indeed when Gorbachev 
made it clear to Najib that he could not 
expect the Soviet troops to defend his regime 
lor ever 

For Gorbachev, Afghanistan became the 
crux of his new foreign policy A year long 
intensive debate in the CPSU had yielded 
several points of agreement First, the 
military intervention was a mistake of the 
first order caused by a very serious mis 
reading ot the political realities prevailing 
in the entire South Asia Persian Gulf region 
Stcond its political cost had been enor 
mous Third, disengagement Irom Afghanis 
tan was an essential tirst step to mollify the 
West Europeans, the Arabs and Japan, 
countreis with whom Gorbachev hoped to 
do good business before he could penetrate 
Reagan’s iron curtain Lastly, the situation 
m Pakistan was developing in such a way as 
to increase the probability of a fruitful 
dialogue. In parentheses, it was also believed 
in Moscow that it would be easier to un¬ 
tangle the knot%in Afghanistan than in 
Kampuchea for the simple reason that Viet¬ 
nam was a great asset, while the Marxist 
regime in Afghanistan was a big liability 

Karachi Riots 

The men around Gorbachev made a 
shrewdly accurate assessment of Pakistan's 
internal situation as well as the changing 
shades of Us American connection The 
unilateral Afghan ceasefire and the national 
reconciliation drive, their genuineness, at 
least of intentions, certified by invited 


foreign correspondents, could not but have 
an impact on the minds of several govern¬ 
ments and peoples involved with the Afghan 
issue Nor at least on sorap segments of the 
refugees encamped in (Ckistan and Iran 
The nots in Karachi came as a godsend The 
troops confrontation with India along the 
international border dramatised for the 
Pakistanis the txtremely insecure environ 
ment of the Pakistani statt, with the Soviet 
Union in the north and India in the east, 
posing or seen to be posing unacceptable 
threats In the United States, both Houses 
of the 101st Congress passed to the control 
of the Democrat),. Party Esen if bipartisan 
congressional commitment to Pakistan as 
well as the Afghan resistance remained firm, 
this Congress President Zia realised would 
be less forgiving ol Pakistan’s nuclear pro¬ 
gramme, and somewhat less drunk from the 
alcohol of rabid anti Sovietism Any 
reduction in the US commitments to 
Pakistan would immediately whip up the 
already widely shared anti Americanism of 
the people of Pakistan finally India could 
be relied upon not only to maintain a certain 
amount ot pressure on Pakistan but also a 
lot ot pressure on the Reagan admintstra 
non and the Congress to significantly 
moderate US arms transfer commitments 
to Pakistan Gorbachev fastened upon 
Pakistan with his ia?or sharp diplomacy of 
good netghbourlincss 
After a week's shuttle diplomacy between 
Kabul, Tehran, Islamabad and Moscow, 
Cardovez helpfully postponed the seventh 
Geneva round by H days to lebruary 2^ 
The Soviets made full use of this time space 
to turn around thur relations with Pakistan 
Some of the best foreign policy minds of 
Moscow were mobilised to argue with 
Pakistan that it lost nothing but gained a lot 
from co-operating with the USSR to resolve 
the Alghan issue The four year time-frame 
suggested in August 1986 during Geneva-VI 
would be very substantially reduced, the 
Pakistan government was assured Pakistan 
would have a secure legitimate internationl 
border with Afghanistan in the Durand Line, 
which implied that the Pakhtoonutan move 
ment would be given a friendly burial The 
Soviet Union would do whatever it could to 
help Pakistan and India compose their dif¬ 
ferences and construct a treaty-bound good 
neighbourly relationship After all, the spirit 
of Ihshkent had not totally vanished from 
people’s memories, had it? The Soviets 
would not give Pakistan arms Pakistan 
could maintain a strong bilateral military 
supply relationship with the United States 
if it did not offer itself as a frontline state 
in Washington’s global scheme to contain 
the Soviet Union Moscow would extend 
Pakistan massive economic and develop¬ 
mental aid, far exceeding what it had so far 
received from its allies and friends With 
Soviet aid, Pakistan would be an indepen¬ 
dent nation, leaving behind its dependencies 
on the US or any other external power or 


powers As for Afghanistan was concerned, 
Moscow wanted nothing more and nothing 
less than a friendly, independent, neutral or 
non-aligned neighbour 

The Afghan side of the new diplomacy 
was unfolded by Najib to Mushaheed Hus¬ 
sain, the young editor of The Muslim (who 
was dismissed in March following Kuldip 
Nayar s disputed interview with Pakistan’s 
nuclear czar, Qader Khan) in Kabul on 
February 26 a day alter Geneva-VII opened 
on an optimistic note Najib categorically 
declared that the Saur revolution was nol a 
socialist one, socialism was "never” its aim 
it was a national democratic revolution open 
to participation bv all Alghan patriots The 
Afghan refugee groups, he said, were most 
welcome to return to satety, they would be 
given every opportunity to lake part in the 
political tile in the country Once life settled 
down, there would be national elections in 
which every adult Afghan would take part, 
and the PDPA would abide by the popular 
verdict Najib said he and his colleagues had 
an open mind about a new head of the 
government in Kabul, they were ready to 
consider even Zahir Shah, the former king 
In another interview, Najib went to the 
length of saying that in a new constitution 
to be written Afghanistan would be declared 
an Islamic state and Islam would be its state 
religion 

Pakistan's Probi lms 

In the pre Geneva dialogue between 
Pakistan and the Soviet Union, it was not 
the time frame of Soviet troops withdrawal 
that emerged as the most crucial point, but 
the government that would prevail m Kabul 
after the troops left Yakub khan stopped 
over in Moscow on his way to Geneva, and 
after two rounds of talks with his Soviet 
counterpart, told reporters that they were 
discussing 'different approaches' to the pro 
blem Pakistan was apparently willing to co 
operate, but it had its own problems The 
first and foremost problem was the stand 
taken by the United States Next came the 
problem of persuading the seven resistance 
groups operating from Pakistan to respond 
to Kabul's strategy of national reconcilia¬ 
tion The seven groups had collectively re¬ 
jected the Kabul plan and affirmed their 
determination to continue the war until the 
last Soviet soldier was driven out They drew 
encouragement from the anti-Sovietism 
of the Reagan administration which was 
reciprocated by vast numbers of Con¬ 
gressmen and Senators Najib in his inter¬ 
view to Mushaheed Hussain tried to depict 
the seven groups as a divided entity 
"Gulbadin and Sayaf are the most extremist 
hardliners Rabbam is wavering and so are 
some others Let me tell you one fact m their 
attitude towards out National Reconciliation 
Policy, the Hizbe lslami of Gulbadin 
Hekmatyar and Jamiat-i-lslami of Bar 
Burhanuddm Rabbam are split into two 



groups each We have not caused this split. 
Bor our part we arc prepared to directly talk 
with anyone of them ’’ Najib claimed that 
despite all kinds of obstacle put up by the 
hardliners and the Americans, including 
physical cruelties and isolation, 20,000 
refugees had returned to Afghanistan This 
figure was increased to 33,000 by Afghan 
spokesmen on March 20, which would mean 
that just about 13,000 refugees returned to 
Afghanistan mostly from Pakistan between 
February 22 and March 20 On March 22, 
the Kabul regime announced that returning 
Afghans would get back their movable and 
immovable properties 
The seven resistance groups in Pakistan 
formed a belated alliance m January and set 
up a committee to consider if they should 
not set up an alternative government on 
'liberated' Afghan territory The idea of 
forming a government-in exile was shot 
down by the rulers of Pakistan Interntional 
friends of the alliance are encouraging them 
to establish a 'government' within Afghani¬ 
stan However, the Reagan administration is 
not particularly witling to throw this kind 
of a provocation at Gorbachev nor are the 
resistance groups able to agree on the kind 
of government they should set up and under 
whom The hardliners want a fundamen 
tahst Islamic state, others would be satisfied 
with just an Islamic republic. Meanwhile, 
representatives of the resistance groups in 
Pakistan as well as those of two major 
Afghan groups in the United States were pre 
sent in Geneva during the unusually long 
two-week Geneva VII Leaders of the Ameri¬ 
can groups seemed to be more open to 
Kabul's national reconciliation than the 
hardliners encamped m Pakistan The latter, 
however, declared that they were ready to 
talk directly to Moscow and come to an 
understanding which would ensure an 
Islamic, non-aligned and neutral regime in 
Afghanistan They also said that they would 
'guarantee' that there would be no blood 
bath in Afghanistan if the Soviet troops left 
along with their Afghan comrades Despite 
denials, Cordovez did meet with leaders of 
three resistance groups m Geneva 

The seventh round of negotiations drag 
ged on for nearly two weeks because each 
side had to consult with its government on 
the extremely delicate and sensitive issues 
which had to be handled On the talks fell 
the shadows of two major incidents in the 
NWFP On February 19,12 people were kill¬ 
ed and 70 hurt in a bomb blast at Garhi 
Qamardin, a suburb of ft* ha war The death 
or injury inflicted on 240 refugees when 
Afghan MtOs bombed a camp site near 
Mtran near North Wazinristan drew a pro¬ 
test from Yfckub Khan to Cordovez. The 
Soviet-Afghan side apparently did not wish 
the Pakistanis to forget what might happen 
to the NWFP if the civil war continued for 
some more years 

The talks focused on the possible com¬ 
plexion of the post-withdrawal government 
of Afghanistan Was it possible to install a 
government which would be acceptable to 
at least some of the major resistance groups? 


This was tbe question that kept the two sides 
locked in a peculiar dialogue for two weeks. 
They did not meet every day There were 
several long adtoumments during which the 
delegations held sensitive consultations with 
their respective principals The resistance 
leaders were not entirely left out of the pro¬ 
cess. Their views were heard Indirectly, and, 
according to reliable sources, some of the 
groups were inclined to join a coalition 
government if the PDPA was willing to give 
up its claim to all of the major portfolios 

The time-frame of withdrawal of Sonet 
troops of course came up at every phase of 
the negotiations as It was linked with the 
form and character of the successor regime 
When the seventh round ended, the gap bet¬ 
ween Pakistan (six months) and the USSR 
(four years) was very substantially narrowed 
down to eight months and 18 months respec¬ 
tively It was decided that the eighth round 
would be held in two months, the date to 
be fixed 'ater, and that further consultations 
would be held and more initiatives taken to 
make the next round more positive of results 

Hectic Diplomacy 

Meanwhile, the wheels of Gorbachev’s 
diplomacy will keep on turning The Soviets 
appear to have installed two powerful in¬ 
telligence systems m Iran to help the govern¬ 
ment monitor the movement of Iraqi planes 
and American warships Further improve¬ 
ment m Moscow’s relations with Iran would 
be a strong input of an Afghan accord 
The Soviet ambassador to Pakistan, Din 
Mohammad Vazirov, who has proved him¬ 
self to be unusually energetic, met with the 
secretary-general of the Organisation of 
Islamic Conference, Shanfuddin Pirzada, in 
Islamabad on March 19 “in a very friendly 
atmosphere”, as the Pakistan news agency 
put it 

In the meantime, Afghanistan’s defence 
minister, Major-General Mohammed Ralie, 


luis . 

tfon uruie country that showi both the 
strength amtwflUniew of the Kabul regime. 
Interviewed by Mitimry Bulletin, of Moscow, 
he said. “Iff the north, north-east, in some 
north-western districts and in tbe south-west 
and some central regions and in Kabul, the 
situation is relatively normal and national 
reconciliation u making good headway But 
closer to the Afghan-Pakistani bolder ten¬ 
sions grow" He divided the resistance groups 
into three categories, "the implacable; the 
vacillating and those favouring reconcilia¬ 
tion The implacable! seek to wreck and 
discredit national reconciliation and make 
every effort to provoke retaliatory action by 
the Afghan army” He claimed that more 
than 10,000 armed fighters had laid down 
their weapons and tjjat 100 resistance units 
were engaged in negotiations with the regime 
on the terms and conditions of ending arm¬ 
ed opposition 

Gorbachev evidently would like to 
mobilise whatever support he can u Wanern 
Europe and the Middle East to put pressure 
on Washington to take a more realisuc posi¬ 
tion on the Afghanistan issue. If he can win 
over Margaret Thatcher and Saudi Arabia, 
he could expect to make a diplomatic 
breakthrough He has sent out his foreign 
minister to the ASEAN capitals By agree¬ 
ing to keep the price of Soviet petroleum at 
the OPEC price level, he has made4he first 
dent m the anti-Soviet armour of the sheikhs 
of Arabia Gorbachev will not throw the 
Saur revolution to the wolves of Gulbadin 
and other resistance hardliners Those who 
believe that Gorbachev is offering peace and 
reconciliation in Afghanistan from a posi¬ 
tion of weakness are wrong They should not 
fashion their strategies on that kind of a 
mistake For, as Gromyko remarked while 
proposing Gorbachev for the office of 
general-secretary of the CPSU, “Comrades, 
this man has a nice smile, but his teeth are 
made of iron” 


APPOINTMENTS 


Centre for Studies in Social Sciences 

Calcutta 

Invites applications for a temporary Senior Fellow in Sociology, initially 
for a period of two years, in the pay scale of Rs 1500-60-1800100-2000- 
125/2 2500/ plus other admissible allowances Applicants must have 
a doctoral degree and sufficient published work in the field of Sociology 
The Senior Fellow will be expected to conduct his own research on con 
temporary sociological problems of India and supervise the work of doc 
toral students 

Applications with detailed curriculum vitae including academic qualifica¬ 
tions, teaching and research experience and list of publications 
with names of three referees may be sent to the Registrar, Centre for 
Studies in Social Sciences, Calcutta, 10 lake Terrace, Calcutta-700029 by 
June 12,1987 
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REVIEW ARTICLE 


Multinationals and Development 

Elitist Perspectives 

Sailendranalh Gho**h 

Oil and Othi r Muitin.itionnk in India by M S Patwardhan, Popular Prakashan, Bombay, p 140, Price Rs 150 


I 

IN riccnt vtars the dooi Ins beta opened 
with lor largcscak inflow ol lorugn i quid 
into this country I iberahsatton ol mi 
poris of foreign private capital and ol 
‘high technology’ has become the ua/t 
M S Patwardhans book Oil and Multi 
nationals m India’ is in accord with this 
policv 1 he author was the first and the last 
Indian chief executive of tlu erstwhile 
Burmah Shell gtoup ol companies in India 
and is cuiicntly ihc managing duutoi ol 
NO( II i |omt icntuK ol the Roy il Dutch 
’Shell and i lie Vlatailais 

The authoi s purpose is lour told (l) to 
establish that the mtion tlisitioti ol tin oil 
multinationals tud it inv late ol Burmah 
Shell his hem tun t tul in India s own 
interests (o' to press nr t hint histors ol 
Burntah Shell met to point out to his lormer 
employcis thit by not is ou limy some 
equity capital (at least 10 is per cent) tiom 
19Se» itself tud by not putting Indi ms m top 
manigcnnm positions in Indii ii'd by not 
suirendiring the right ol cmdc Mipplx at 
least bttoic 1971 they h tvt been loolhudy 
and took the tight step tvuy time too I ite 
(in) to pit td willi the governini nl to n move 
the Itngeting obsiacks to mike the open 
dooi policv wholly consistent end (is) >o 
tarniliause ihc loitign owntis ol capit ll with 
tile splendid oppoitunitics that already exist 
in Indi i tor foreign private capital 

Readers aie warned m the beginning that 
tht book is intended to be a serious work 
without aspiring tcv be i "scholarly torne ’ 
The authoi lias the it lore, linked all his 
malssts wnh his eonctpi eit ’economic 
growth ind dtvclopruutl In this concept 
then is no indication anywhere tint com 
nu'ii pcoplt matter in inv mai net 

Since the author is soaked in tliiist culture 
and has been a hie long purveyor ol multi 
nationals outlook Ills concept ol develop 
merit could onls be clitisi But it is narre'wer 
than even the ivors towet economist s con 
cept which cquattd development with the 
growth ol CiNP This is a mere indiistiy 
manager s concept with fetishism of capital 
high technology and export In the entire 
book there is only one touch and go use of 
the word ‘eradication ot poverty* without the 
barest analysis ot how this was relatable to 
his concept of development The book takes 
it as an axiom that multinationals and their 
‘‘high technology" are essential for progress 
Those who repudiate this ‘axiom* will find 
this book highly misleading 


But to leave the review with this brief com 
nient would not be ptoper lot there art pte 
pk in high places in today’s India who shan. 
this nianay er’s concept an ovetlv rcstuctcd 
concept of development Sueh abcmtinns 
could come to the tore because there is no 
•mueisally accepted definition ol develop 
mem end the comepl which is now dorn 
inting the wen Id is plainly illogical and 
tinetluc ol ( outlines which ought to he 
tegaided as inaldtveloped— which waste 
itsourLes and degrade humans -art called 
developed on account ol their elmsi ton 
stimirism tnihtaiy powet and raputous 
technology lor maximum exploitation ol 
mm and natutc Widening inequality, high 
idles ol ci imts aeid suicides pervasiveness 
ol broken homes delinquency and AiDS 
like afflictions do not dttiact from this 
status 1 his h is been cit ating illusion in the 
poor countries that in order to develop they 
would have ro adopi the lormer s teinsunip 
lion standard as the go il and also adopt the 
production pioctsscs and technologies tint 
had brought ‘growth to the countries that 
invented them 

In this ruling concept of development 
GNP as suted earhtt is the measure ot 
development itgirdltss ol how much ol it 
is us ibk lor lilt s sustenance* and how much 
tor killing hit (ainiuilinl) GNP, an ag 
gregafeialtgorv conceals the social stratum 
wist distribution of the products GNP coin 
putation is accompanied with ncithei any 
calculation of GDR— gross destruction' 
degrad ttion ol resources involved ir) its pro¬ 
duction not with any analysts of I M H leecl 
ot social lasctwist health Growth rate 
is regarded as another measure ol the 
economy s progress in the prevailing con 
eept This rate conceals the secloiwise 
gioveth nits the t tics tor the prtniaiy 
(agiieiilturt) the secondary (industiial) ind 
tlic ttiti irv (stivite) sicte'rs of the economy 
li docs not at ill give the rate ot growth ot 
the types of services which art wholly 
unproductive md cunsurncrist 

II a sensible definition of eievtlopincnt has 
bee n absent in the universe ol social Ihtnk 
mg the founding lathers ol the Indian 
republic left a big lacuna bv not defining out 
national goals Social goals, which have to 
govern the pattern of development and must 
always be defined first were never attemp¬ 
ted It was said that India Wanted a high 
standard of living But what kind of living 
is higher living was not articulated nor was 
it grasped that chase of a higher standard 

la-ummui aael Pnlillial StoKli tot Wit No^2 
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of living as in the west might lead only to 
high consumers! living for the upper classes 
India w intcd to be a great power But did 
Indi i wa.li to be only a power in terms of 
jggici’dti einnoinic output end mihtaiv 
Mrtrij.ih or in tenns ol a different uvilisa 
tion.il prlttrn too’ If we want a different 
tnd more durable civili'dltonal pattern with 
uiiivcisails sh ircd prosperity what would be 
the pi iiiupks ol our towm and country plan 
ninv and ol our housing energy u .e it ins 
port moii communication fuming and 
indiistiy IniiIdiMg' 7 fhtsc questions weic 
rcur iskcd 1 hat state mtuvcntion was 
ncctss irv to keep private moniv power in 
cluck wax coucctlv ipprcciited but the uka 
that mere gentminimal power was not 
peoples powci was not gi tsptd I hat 
ir. inv or even most ot the allegedly ‘high 
to hnploi’ics could be low social ctliuuics 
technologies th tt the technology ol gu tti 
tiusm o cecessive complexity e tn be dt 
hminms.iig that this niexoi iblv leads to 
iuthoiit.illamsni whatever tlte system ol 
govern met U.ipil.ilist oi Soviet type) that 
i to huoioe’V w hull seeks to conquer nature 
icsuit in the conquest of vast minibus ot 
people to subserve tile shellt term interests 
ol i lew wuc not grasped, despite Mahatma 
Gandhi Helming goals in terms of inuelv 
political systems such as democracy socialism 
or their mix kept hidden the abov.. nun 
Honed basic conflicts 

Since the picsemc ot multinahonils ts 
sought to be instilled on the grounds of 
‘high technology and potential for exports 
which tie held io be crucial to development 
we have to turn to the basic issue what is 
development and wliat is m.ildevelopment 
Without in answu to these fundamental 
questions, there can be no fruit tul dis 
eussion on the rekvanet or otherwise ot 
multinationals 

Io I ind the answer let us attack the pro 
blcm bv a series of searching questions Is 
high agricultuial yield at costs btvond the 
reach of most people leading to mountains 
of unsold stocks to be called development 1 
Is high yield ot mere cereals obtained by 
depleting the soil and destroying the hopes 
of future generation not the very reverse of 
development 1 Are high yielding varieties 
which are unbalanced in nutritive contents 
and hence out of accord with the human 
system of assimilation to be regarded as the 
objective of nutrition and development of 
human beings? Does industrial production 
wbidkcaters only to the needs of the top 30 
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per cent of the population deserve to be 
called development? At the cost of whose 
consumption do we export—and for whose 
consumption do we import’ If the casualties 
and beneficiaries are at two different poles, 
is that development’ Filling the land and 
water with nitrate, lead, mercury, cadmium 
etc, and filling the air with obnoxious 
gases—is that development’ Is there any 
’developed’ country under any political 
system which is not getting deeper and 
deeper into these problems? Do we need 
their kind of development and this kind ol 
technology? Which western country is 
not having to strive now to depoison the 
resources with tax payer’s money after allow 
ing the owners of capital to mint millions 
by the deployment ol such destructive 
technologies’ Arc not many or even most 
of these technologies more destructive to the 
linely balanced tropical ecosystems’ 

As a result of sidestepping these basic 
questions and papering over the basic con 
flicis, India has been subjected to a regimen 
of contrary pulls Thus trying to move into 
opposite directions simultaneously it is 
at war with itself 1 his is worse than a 
pcndulum-likc situation I he successive 
governments of Nehru, Indira Gandhi and 
Rajiv Gandhi did not know thetr own minds 
nor does the opposition care to ask the basic 
questions Hence the more the time passes 
the more the dilemmas deepen ihe more 
doublespeak’ becomes necessary A haras 
sed Indira. Gandhi ultimately decided to 
liberalise imports including the import of 
foreign capital Rajiv Gandhi s government 
is taking this climb down to its ultimate eon 
i fusion Since he has an aggravated obses 
siori with ‘high technology, it appeals to him 
an entry into ’modernism' 

T lie tiagedy of those, who in the corridors 
of power lit now swinging to policies which 
immensely please Patwardhan and his school 
is that 'hey arc forgetting both history and 
rudiments ot economics 
Take history first In spite of the Industrial 
Policy Resolution ot 1948, the government 
signed agreements in 1951 with three foreign 
oil companies foi selling up refineries 
in India Mulfuntionils in oil were ihe 
listMNCs to he invited later when 
k D M ilavna s pleas for venturing into oil 
exploration independently ol the oil com 
panics was not evoking much response from 
his senior colleagues in the government 
i moving rtpori from our ambassador 
G I Mehia on the circumsiances leading to 
the Brazilian President Vargas suicide com 
pletely turned the tide The government 
realised that it the US-based multinational, 
the United Fruit Co, could engineer so much 
mischief in Brazil and other Latin American 
countries the far more' powerful oil mulli 
nationals, with the connivance ol their home 
governments, could do much worse That led 
to the debut of Indian national enterprises 
on the oil setnc 

Patwardhan says ‘ whatever the position 
might have been in the past, today's reality 


is that the sovereign government of even the 
smallest country has more power than a 
commercial enterprise, however massive" 
This argument is simplistic to a degree. It 
is true that the oil multinationals have lost 
much of their dominance because a number 
of factors operated against them—(i) the 
emergence of US independents (non- 
integrated oil companies) seeking outlets lor 
their oil finds abroad, thus creating pressures 
for sales at a discount, (ii) the formation of 
oil producing countries’ cartel, (m) tht 
emergence of the Soviet Union, a super 
power as an exporter of oT (iv) the awaken 
ed nationalism of India which was still quite 
strong, and (v) the emergence of manv 
nations to freedom and as members of the 
United Nations requiring ihe MNCs’ home 
governments—the US and the UK -to be s 
little more circumspect But to assume thai 
these imperial governments have ceased lo 
be brazen or thu ihe multinationals have 
lost the power to conspire and aid vested 
interests is just naivete They havt onlv to 
be more insidious 

MNCs have always bribtd powerful per¬ 
sons among ihe native populace And u was 
not merely in Iran ol the fitties that the 
threat of resignation en masse by the Iranian 
employees to defeat their own pume mintstci 
was engineered Patwardhan’s own narration 
reveals that many Burmah Shell employees 
in India were lesemful ot nationalisation 
(They preferred the well paid jobs under ihe 
MNC ) When the stories of downfalls ot 
presidents and prime ministers—and the 
changeovtrs of proteges from Nicaiagua to 
Pakistan Korea and the Philippines- even 
in recent years comes to be told the put 
played by MNCs will be revealed even mine 
than it has been so far 

Moreover it is not just a question of lop 
pling the governmem it is more a question 
of sabotaging the government's independent 
politics by creation of pressure groups 
misusing the facilities trom within the conn 
trv In Bhopal the R and D centre of Union 
Carbide (in spite ol the embellishment of a 
Mahindra as chairman) was reported to have 
“covered the grey area between agricultural 
research and crop warfare” It means the 
facility was used for testing new chemical 
agents for war on crops When companies 
with visible or invisible foreign control 
become pervasive pressure groups in their 
favour, too will be pervasive Today, when 
the secret agents of superpowers are keener 
than ever before to infiltrate into the business 
world academic bodies and armed forces 
the multinationals potential as contact 
points, despite the decorations of Indian 
managements, cannot be wished away' 

Then, to economics foreign private 
investments must within a tew years, lead 
to great outflows from the country If the 
foreign companies reinvest the profits within 
the country, higher and higher proportions 
of the country's capital stocks would be 
foreign, and on an extended capital base. 


they would later expatriate much larger 
dividends This is plain common sense Yst, 
since our technocrats fail to perceive this, let 
the facts speak T he trend from the fifties 
to the eighties is given below 
Between 19S0 and 1965, the US invest¬ 
ments in Latin America, and Asia and 
Africa were S 3 B billion and S 5 2 billion 
respectively During the same period, the 
incomes on these investments transferred to 
the US from the same sources were S 11 3 
billion and $ 14 3 billion respectively 
(US Department of Commerce, Balance of 
Payments, Statistical Supplement and Survey 
of C urrent Business, September 1965) 
Further, it is widely known that com¬ 
panies from the industrial west make more 
profits trom the poor countries ol the south 
than from the US, Canada and Europe 
Profits declared by the MNCs from the 
south in 1981 was 24 1 per cent as compared 
to 16 6 per cent in the north 

The UN report “Multinational Corpora¬ 
tions and World Development" (1973) 
showed that the total inflow of foreign direct 
investments into 43 south countries in 1970 
wav S 1610 million, while the outflow of pro¬ 
fit on accumulated past investments during 
that year was $ 3,340 million—which meant, 
ihe mulnnauonalv were taking out three 
times as much as they were putting into the 
south W Uontiel in Ins study, “The Future 
of Woild Economy’ (1976) confirmed the 
conclusion that the ‘developing regions were 
paying out substantially more than they were 
receiving Lven the world bank which, unl’ke 
piivate capital, is supposed to aid develop 
ment with lesser profit motive, has become 
<i net absorber of funds from developing' 
countries In 1985 its receipts of interests 
jnd capital exeteded its new lendings 
I he outflows from the economies of the 
south aic in fact often underestimated 
Foreign companies use a variety of ways to 
reduce the declared profit and profit rate, 
and thereby to reduce the tax payable to the 
country in winch (hey operate It is easy for 
the subsidianes/affiliatcs to decrease the 
declared profit in one organisation and to 
transfer the balance to the region of the 
lowest tax At the same time they adopt a 
variety of devices lo increase the declared 
capital One device is paper loan from the 
parent company to its subsidiary which ap 
pears in the book bui does not represent any 
actual investment (Ol course, the degree of 
their flexibility, in companies with minority 
foreign shareholdings, varies according to 
the degree of their de facto control) They 
often inflate the value of services ol their 
own personnel and of their own technology 
supply to raise the capital value in the host 
country Very few people now believe that 
associating MNCs would boost net foreign 
exchange earnings The effects of such out 
flows is the host country's decapitalisation 
Independent analysts have observed a lew 
peculiarities of MNC investments 
(i) These flow to the fields ol high pro 
fits and create new ficlds/opportunities for 
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themselves If restrictions are imposed in any 
direction, the profits are directed to other 
fields/countrics 

(ii) MNCs make investment where the 
native community has previously made 
investments to build the infrastructure 
They hate to do it themselves The foreign 
capitalists’ associations rather demand 
guarantees for everything In the words of 
a former Brazilian minister, “they demand 
guarantees to enter the country, greater 
guarantees to remain in it, and still greater 
guarantees to withdraw from it" So their 
superiority and dominance is ensured from 
the very beginning 

(m) The investment capital, which is 
shown as investment originating from the 
MNC’s home country, really originate, in 
most cases, in countries where their sub 
sidiaries/affihates operate A report m The 
Times (of August 6, 1968) showed that 84 
per cent of the US ‘foreign’ investment 
originated locally, in the host countries 
themselves In later years, this percentage 
must have been higher The nationality ot 
ownership of the investment has little to do 
with the origin of the income 

(iv) Large firms are even more interested 
in their retained profits, net of dividends and 
taxes than in total profits Retained funds 
for continued growth of the organisation is 
equivalent to maximisation of long-term 
profit 

(v) To generate internal funds, the large 
firms seek to keep prices high, which put a 
disproportionately high burden on the pre¬ 
sent consumers 1 hese are equivalent to a 
direct tax on consumers other than in the 
home country 

fcdith Penrose ot the London University 
in her book ’The Large International Firm 
in Developing C ountries The International 
Petroleum Industry” (1968) made an in 
teresting point which Patwardhan and 
people of his way of thinking should 
specially note “A large firm is essentially 
a planned economy” (i e, a state within a 
state), “Almost anv large firm has con¬ 
siderable ‘monopoly power’ ", “The bureau¬ 
cracy of a large fu m is autonomous, though 
not omnipresent’ 

Logically it means that an MNC which is 
a large firm operating in many countries ot 
the globe and whose visible or invisible con 
trol tuns as one thread through many sub- 
sidiaries/afflhates is a common state within 
many states MNCs influence over the world 
market thus becomes so great that govern¬ 
ments feel circumscribed Without the 
legitimacy of political power, they rule over 
the global economy by virtue of their 
economic power This is bad for any coun¬ 
try that cares for freedom and democracy 

However much the native capital might 
like, initially, to forge links with foreign 
capital to improve its own profitability and 
security, it has to accept a dc facto subor¬ 
dinate position This closes the road to a 
nation's independent development—even 
Independent capitalist development 


Foreign investment often leads to import 
of alien values which subvert native culture. 
Contact with MNCs and lute of jobs in their 
countries often lead to draining away of 
skilled manpower built up at enormous cost 
to the 'developing' countries, to the benefit 
of the richer nations There is also flight of 
capital from the poor nation the elite seeks 
safety abroad 

The modernisers argue that whatever the 
faults of MNCs, ‘high technology' needs to 
be imported and that joint venture with the 
MNCs is the best way to get it 

This is wrong reasoning It is possible to 
get a desired technology without MNC 
shareholding Indian industry, whether in 
the private sector or in the state sector, has 
always sought—for good reasons—the 
induction of ‘proven technology’ which 
means, the technology has been in operation 
m quite a few plants for a few years There 
is, therefore, no reason why our R and D 
men (designers and engineers), after inspec¬ 
tion of those plants and technical discus¬ 
sions with personnel of the operating firms, 
cannot seek process licence from the inno¬ 
vators, for doing detailed engineering 
themselves under the licensor’s guidance 
(leaving the basic design for the first two 
plants to the licensors), as was done by 
R and D men in the fertiliser industry With 
encouragement and challenges exciting their 
potential, this should be possible for our 
designers and engineers in almost every 
industry otherwise, the R and D units 
should be revamped And, if the technology 
is so complex as to be beyond the com¬ 
petence of our qualifying for the licence, 
there is little point in running after it For, 
in that case, it will mean asking foreign per¬ 
sonnel to operate the plant as well It will 
also mean blindly choosing a firm which will 
select the process for us That is taking a leap 
in the dark 

There are yet other fallacies In the pleas 
of the MNC protagonists. First, the propen¬ 
sity to import a whole host of western 
technologies orients the entire process of 
development to the western model It 
overlooks that the technology of the west, 
aimed at minimising work-hours, is unlikely 
to suit our social conditions It also over¬ 
looks that the west’s nature conquering 
technology, apart from being unsuitable in 
the long run to the west itself, is utterly 
destructive of the tropical ecosystem finely 
balanced in a much longer chain in inter¬ 
connectedness Secondly, the harping on 
technology transfer diverts attention from 
the imperatives of technology generation 
within the country to meet our needs and 
to suit the local resources—and from 
developing technologies to serve the society's 
purpose through new routes Thirdly, the 
emphasis on technology collaboration belit¬ 
tles the importance of international col¬ 
laboration in science. Pursuit of, and col¬ 
laboration in, science involving multiple 
disciplines is potent in finding cheaper and 
easier solutions based on our own resources 


Above all, western technology is inherently 
elitist Its capital-intensive nature shuts out 
the scope of small entrepreneurs, concen¬ 
trates major incomes in the hands of elite 
workforce and thus accentuate inequalities 
It also breeds an excessively parasitic service 
sector which corrupts the tastes and attitudes 
of all strata of population Frustration, 
crimes of many kinds, perpetual social 
unrest and dissipation of capital on con¬ 
sumption result from this The nation gets 
corroded from within 
On the question of collaboration m 
science versus import of technology, a 
few examples, will make the point clear 
Industries have been, and are still being set 
up to produce cheftlical fertilisers and their 
inevitable companion, the pesticides With 
deeper insights into nitrogen fixation in 
abundance by natural agents (ferns, algae 
and the edible legume crops, known and yet 
unexplored), the currently ruling high- 
pressure mega-technology for chemical fer¬ 
tiliser will be redundant, and along with it, 
most of the lethal pesticides Similarly, in 
the field of solar energy, the latest invention 
is that molten carbonate salt cascading down 
a wall m concentrated sunlight can convert 
solar heat into electricity Rather than 
heating a liquid in tubes, as ordinary solar 
heaters do, the new process focuses sunlight 
directly on the molten salt Besides being 
very simple and capable of decentralised 
harnessing, this process is more efficient 
because no heat is lost to tubing and the 
limit on operating temperature is also higher 
At the bottom of a 10-to-15 metre drop, the 
salt enters heat exchangers to drive turbines 
to supply heat for other processts The 
system then recycles the salt This is capable 
of being used in villages as the solar ponds 
can be It is only a superior scientific grasp 
that could produce such simple devices 

Debt Trap 

Once a country decides to base develop 
ment on the present-day western model and 
accepts a system of technologies oriented to 
overwhelming the environment and then 
seeks foreign commercial loans or foreign 
private capital, there is no escape from a 
debt-trap This is why even some of the 
countries m the Soviet orbit have come 
under IMF discipline. Patwardhan makes a 
point, m a footnote (p J26), that foreign 
private investment in Brazil and Mexico 
might have “declined from the time they 
found themselves in a debt trap" He does 
not care to see that the very policies that he 
espouses for India would lead to bankruptcy 
Anyone who has made case studies of the 
transfer of technology has come to the con¬ 
clusion that the MNCs actually transfer as 
little as possible. Since the owners of process 
know-how seek to keep their process highly 
guarded, they have to do a good deal of 
tight-tope walking—that is, seemingly trans¬ 
fer technology and yet limit the transferee’s 
development These opposite objectives can 
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be best achieved if the MNCs can operate 
thrbugh lubsidiaries/affihates who will not 
try to shed their dependence That u possibly 
the reason why the process owners used 
generally to disfavour proposals from the 
countries of the south for licensing Now, 
with the emergence of process licensors in 
several countries, the attitude has somewhat 
relaxed 

A curious phenomenon has also been 
observed When a country opens its in¬ 
dustries to MNC entry, the process owners 
stay away from licensing their process in the 
hope that pressure tactics would force the 
technology importing country to permit 
MNCs to set up their subsidiaries/affiliates 
On the other hand, when MNCs tmd their 
entry as shareholders (into a large country) 
blocked, they give licences on less onerous 
terms for fear that the marker would other 
wise be totally lost 

Ot course, only those R and D men, who 
have reached the stage of independently 
innovating some processes themselves, can 
dare to ask for process licences Acquiring 
technology in the real sense is possible for 
those who are creative, who seek continually 
to do things independently and arc not mere 
storers ol technical information In India in 
the fertiliser industry, the Centrjl Institute 
of Fertiliser Technology—also known as 
P and D division ot the undivided 1 Cl had 
been an organisation of this type There tote, 
in spite ol tremendous brickbats from our 
own bureaucracy (Which has never known 
the pangs ot creation) it succeeded in 
acquiring liccncts and also developing pro 
cesses itself However vested interests Irom 
abroad and from within our government and 
the foreignomamac managerial lobby sue 
cecded in disrupting this organisation This 
could happen because the national leader 
ship has always been talking “with two 
voices” on basic questions 
Reference is often made to Japan about 
its not too illiberal imports of technology 
Patwardhan too, has referred to it But what 
is forgotten is that in Japan creative culture 
had preceded the import servies This gave 
them the expertise to 'unpackage’ the 
technologies In this country, creative culture 
was not given the scope to develop Due to 
our heavy reliance on western advisers, our 
leaders gave import of technology the 
precedence Even an eminent scientist like 
Blackett gave us an advice—which could 
have been appropriate to his country—that 
we need not spend time on inventing pro 
cesses which have already been developed 
elsewhere. This put us on the rails of conn 
nuing imports because the countries which 
had the headstart in the technologies of 
machinist orientation were always ahead of 
us in the same genre of technology That the 
liberality Japan's technology import is over¬ 
drawn, that M1T1 regulates the imports 
fairly rigorously and that foreign MNCs’ 
direct access to Japanese market is dis¬ 
couraged is another issue which we need not 
raise here. 


Where national creativity culture was 
forced to lake the back seat, elitist 
managerial culture filled the vacuum and 
struck deep roots The managerial elite’s 
main concern became to manage the pro¬ 
duction of “made-in-Indta" goods, no mat¬ 
ter who controlled the levers of technology 
It is all too easily assumed that creativity 
culture and managerial culture are not in¬ 
compatible: But the question “which of these 
two would have the precedence' is of crucial 
importance in deciding the entire course of 
development Precedence to management 
culture (with its 'no risk' attitude and 
piecemeal attention to components) in a 
country’s underdeveloped Mage, i c, before 
the country has known the pleasures and 
pains of creation in a new technology field, 
is ihe surest way to the dissipation of the 
country’s potential Yet, this has been hap 
penmg in India, the country with the largest 
number of scientific and technical manpower, 
next only to that of the two superpowers 

lately the pro MNC collaboration 
elements have been citing examples of the 
USSR and China entering into joint ventures 
with foreign firms These, too, are not 
paiallels to Iht Indian phenomena for 
reasons given above (suppression of creative 
culture) loreign suppliers of technology 
have frequently mentioned in private conver 
sations that Indian firms lack Ihe moti 
vated manpower to assimilate technology” 
and that Indian importers of technology do 
not often possess even the information 
necessary to evaluate its likely performance. 
Those who do not participate in doing the 
jobs themselves can never know the problem 
and would not be able to judge which pro 
cesses would suit our needs In this state of 
knowledge, they can always be taken for a 
ride in the 'transfer' price of technology 
It is a well known fact in international 
technology market that those who have 
some technologies ol their own can buy 
technologies from others much cheaper 

NOCIL A Case in Point 

Patwardhan’s present company can be a 
lest ease of his thesis NOCII isajoimven 
ture of the Matatlals and Roval Dutch Shell, 
each holding one third share, owning a 
naphtha cracker, a PVC plant and several 
organic chemicals and solvent units Since 
Shell did not have the technology of a high 
density polyethylene (HDPE) plant and was 
still unwilling to allow Hoechst a share in 
the entire NOCIL complex, a separate com 
pany, Polyolefin Industries Ltd (PIL) had to 
be formed in which Hoechst has one third 
share—which means the total foreign share 
holding in PIL is above 44 per cent How 
much technology have the Indian techno¬ 
logists m NOCIL mastered during the 
more than two decades of the company’s 
existence’’ And what is the price that this 
country has been paying for the transfer of 
technology? Tfcams had to be flown from the 
Shell and Hoechst offices abroad, until 


recently, even tor routine maintenance and 
shut-down of plants, under technical service 
agreements Even the after sale services were 
left in the hands of these MNCs’ oversea* 
subsidiaries In NOCIL the mother unit has 
been kept dependent on Shell for marketing 
and application services The flow of Infor¬ 
mation from Shell on improvements in 
innovations ceased after six yean but royalty 
payments by Shell were to continue for fif¬ 
teen years Curiously, during this period, any 
improvements devised by NOCIL and any 
patent rights secured on that account by 
NOC1L would have to be granted free of 
charge to Shell to be used by the latter’s sub¬ 
sidiaries and affiliates overseas As for PIL, 
although it has paid the entire advance 
royalty for the licence, it has been denied the 
right of sub licensing that i ight rests with 
Hoechst 

The technologies transferred to both the 
companies were totally packaged The 
Indians in these joint ventures have made no 
worthwhile attempt to ‘unpackage’ the tech 
nologtes The MNCs’ watchdogs are there 
to guard against this Moreover, NOCIL and 
PIL did no) have even an R and D unit until 
the government demanded this as a condi¬ 
tion for allowing the extension of technical 
assistance agreements Mafatlal's name is a 
good public relation exercise lor the MNCs 
effective comrol is exercised by the foreigners. 
The advice is theirs, the direction is theirs, 
hence thurs is (he control in fact, regardless 
of who get labours to get the proposals car 
ried by the Board 

In comparison, ihe state enterprise IPCL’s 
role as transferee ol technology is much bet¬ 
ter 1 he proportion of engineering fee paid 
to the licensor is much lower than that paid 
by NOC 11 Here, EIL, an Indian engineer¬ 
ing organisation, was associated with 
detailed engineering, construction and start 
up This led to some advancement of Indian 
technical skill If Indian expertise in petro¬ 
chemicals could not grow appreciably, it was 
because the intended design engineering 
organisation, HI , was itself headed initially 
by a ‘management broker’, a co sharer of 
Patwardhan s philosophy who was given to 
showmanship of immediate commercial 
gains and believed that his job was to induct 
this or that foreign design firm to do the pro 
ject design—a philosophy completely alien 
to a true design organisation Eagerness to 
learn by associating in the core engineering 
and later doing the job independently, risk 
ing mistakes is the only way to acquire know 
how and know why 

Patwardhan has repeatedly spoken of 
Hindustan Levers’ and ITC’s commercial 
success in India and their contribution to 
India's development He regrets that Coca 
Cola and IBM preferred to quit insisting on 
the protection of confidentiality of their pro- 
cess/formulation by 100 per cent foreign 
shareholding of units which would do the 
manufacturing One would like to ask how 
are these companies relevant to India's real 
problems’’ Indian Tobacco Company can 
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spread cancer, heart trouble, and five-star 
hotel culture (for it has built 18 hotels) Of 
course, it earns foreign exchange by pro¬ 
moting tourism, which is not an unmixed 
blessing, it may in future involve us in greater 
liabilities than benefits The role of Coca- 
Cola and soft drinks in general in impair¬ 
ing nutrition is being expressed in medical 
journals IBM’s exit has rather helped India’s 
indigenous capability m computer develop¬ 
ment Hindustan Levers has indeed developed 
the use of non-edible oils, which must be 
regarded as contribution to India's develop¬ 
ment But as Patwardhan himself says, the 
company has been “developing and concen 
trating on the more profitable sectors of 
business’’ That means, H has been catering 
to the elite’s consumption needs and mak¬ 
ing high profits tor itself, doing pretty little 
for India’s poor Adoption of one or two 
villages by subsidiaries or affiliates is only 
a sop to deceive India’s poor millions 

As in the oil industry, the multinationals 
integrated the whole range of operations 
from exploration through transportation and 
refining to marketing and sometimes even 
further downstream—so in petrochemical 
industry, even the non-oil multinationals 
have formed a nexus with engineering con 
tract firms and equipment manufacturing 
firms In the manufacture ot basic chemicals 
where the plant sires arc biggei, the engmeei 
ing firms’ experience can certamlv aid the 
process developer in optimising certain 
aspects of the process But the nexus of the 
trio gives several advantages to the MNCs 
which areas follows When the technology 
gets standardised, others will not be able to 
pirate it piercing the chemical know how 
barrier alone will not give anybody any ad 
vantage Since most foieign engineering 
contractor firms use equipment manufac¬ 
tured in their home countries, any project 
engineered through them means export 
orders for their allied firms and an added 
commission for themselves (from the equip 
ment manufacturers) at the expense of the 
importing countries 

This array of MNC s of different types can 
be faced only by co ordmated, multi 
dimensional efforts towards self reliance by 
R and D units ot indigenous industries 
engaged in all the above spheres Joint ven 
tures with MNC s is just the opposite of this 
requirement 

II 

Patwardhan s book contains a chapter 
titled "The Experience of Non oil com¬ 
panies” The purpose of this chapter is to 
tempt the multinationals to invest in India 
by familiarising them with the opportunities 
that exist m India for making high profits 
Ironically, this very chapter could be a source 
materia) for those who seek to debunk the 
government’s socialistic claims It is a 
documentation of the loot gathered by 
MNCs 

The statistics given are as follows (a) Some 
45 companies showed an increase of 20 2 per 
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cent in assets over the two-year period, 
1978-80 and their ratio of post-tax profit to 
net worth averaged 12 2 per cent (b) Some 
34 US companies operating in India achiev¬ 
ed an average annual return after tax of 19 3 
per cent on net worth during the period 
197S-80 The net profit after tax and the net 
worth grew at an average annual com¬ 
pounded rate of 203 and 14 2 per cent 
respectively "Even in the heavily regulated 
pharmaceutical industry, Glaxo increased 
its worth from Rs 13 9 wore in 1971 to Rs 30 
crore in 1980, representing growth of more 
than 100 per cent Profit after tax in 1980 
represents return of 16 per cent on share¬ 
holders’ funds” The chapter on FERA says 
that remittances by foreign companies on 
account of profits, dividends, interest 
royalties and know how payment grew by 
160 per cent between 1965-66 and 1977-78 
In any case, these outflows are only the 
tip of the iceberg—a tiny portion of the 
haemorrhage caused by collaboration with 
MNCs The author frankly admits that a 
number of FERA companies operating in 
India earn better returns on their operations 
than is seen by the performance of their 
respective principals Further, due to the 
FERA companies’ offer on attractive terms, 
Indian companies have been pushed out of 
the capital market Since MNCs’ names are 
popular with Indian investors, they were able 
to raise finance in local market easily and 
did not have to bring any new money ‘Of 
course, the managements were almost 
entirely Indian, he says 

But who really control these companies? 
Patwardhan admits frankly again, “One of 
the objectives of FERA—achieving Indian 
shareholders' control of FERA companies 
has largely proved to be elusive With widely 
spread shareholding, ‘control’ has remained 
in most cases with foreign shareholders 
represented in India mainly by Indian 
managers” (Patwardhan must be credited 
with the honesty to admit that the Indian 
manageis are foreign shareholders' represen 
tatives ) He further admits that 

(a) “The majority of companies with a 
foreign shareholding of 40 per cent con¬ 
centrated on the generally more pro¬ 
fitable local market', 

(b) “The export earnings of FERA com¬ 
panies have amounted to not more than 
2 per cent of their turnover”, 

(c) Not many companies including MRTP 
and FERA companies are undertaking 
R and D in India in the true sense—‘they 
do just D rather than R” 

Patwardhan’s purpose in pointing these 
out is to show (i) that remittances have 
sharply increased after FERA, (u) that 
exports by FERA companies do not rise 
because companies with a foreign share¬ 
holding of 40 per cent or less have no obliga¬ 
tion to export, (in) that the policy of giving 
preference to small shareholders has so 
widely diffused the ownership that the 
foreign holders of block shares have easily 
come to controlling positions, (iv) that 


FERA inhibits only the entry of foreigr 
capital but provides a sheltered market foi 
the FERA companies already uuide. Then 
is truth in all these findings These an 
inherent in a national policy which has man) 
faces and no moorings, which speaks of twe 
very different approaches at the same tim< 
without a real synthesis But to find the curt 
for these ills in an 'open door for foreign 
capital’ policy is to invite worse disaster, in 
which independent indigenous enterprise 
will be ruined and India will pass under ef¬ 
fective control of foreign vested interests 
operating through then Indian masks (the 
denationalised nationals) The ‘partnership 
for progress’ will turn out to be like the part¬ 
nership that exists between a horse and its 
rider Under the inexorable law of unequal 
relations, this is inescapable 

Patwardhan, however, likes to believe that 
foreign investors will be “prisoners of their 
own investments”, concerned with the safety 
of their assets This could happen, in 
favourable circumstances, in some fanatical 
countries This can never happen m a coun 
try where there is a strong tradition of 
cosmopolitanism and where under its garb, 
the rootless elites are only worshipping the 
foreign models of various brands and 1 m 
bibing the parasitic values from dominant 
alien cultures Moreover, whtn the environ 
ment comes to be pervasively foreign invest 
ment oriented and the national economy 
integrated to world market economy, then, 
the country becomes the prisoner of mush¬ 
rooming pressure groups tied to foreign 
business interests, both within and without 
the country 

Patwardhan says that he believes that 
foreign investments, ‘high technology’ and 
MNCs are essential because he found that 
“a majority of countries which have these 
have registered impressive rates of economic 
growth” Possibly, his experience was limited 
to countries (i) which have vast expanses of 
space and minerals and sparse population, 
(u) which had a head start in the machinistic 
technologies and, therefore, had an early 
foothold in the world market, and (m) which 
had built their capital base from colonial 
exploitation and had also a captive market 
He could have also, as his reference, some 
tiny countries like Singapore, Hong Kong, 
South Korea and Tkiwan, unburdened by any 
large hinterland, which could live, for some 
decades, by exotic, upstart technologiexand 
ersatz culture. Japan’* Is the only exceptional 
case, made possible by a variety of factors 
Yet, it must be said that contrary to widely 
belief, Japan’s prosperity rests on a very 
unstable foundation Moreover, Japanese 
society, with its inequalities cannot be our 
ideal 

The author will not be able to point to 
even a singleeeasonably large and populous 
tropical country which was a late starter on 
the road to the western model of develop¬ 
ment and yet became successful It will be 
ridiculous to ate the OPEC countries which 
are islands of short-lived prosperity 
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In the foregoing section of the review, we 
have sought to analyse the significance of 
the author’s polity prescription for the pre 
sent and the future Priority to this was given 
in the review because this was more impor 
tant than a post-mortem of the past Ih 
author has, however, devoted the major part 
of the book to the past events in the oil 
industry from the early fifties to the mid 
seventies, during which period he was. in 
Burmah Shell His purpose is to prove that 
the continuing presence of multinationals in 
general and Burmah Shell in particular 
would have served national interests better 

He gives the following reasons The 
MNCs are a window on the world and 
possess enormous technological, financial 
and managerial resources Linkage with 
Shell could provide information from 70 
nlmerits and 30 naphtha crackers and also 
access to Shell's research which spends 1. 30 
million per year Shell could provide exper 
tise on chemicals, coals and metals too In 
the event of any crisis in oil supply Burmah 
Shell could provide security of supply The 
avenge post tax retuin oil ‘shareholder's 
interest amounted in the ease of Uutmali 
Shtll to onlv about 5 per cent pet minim 
over the decade To allow this small outgo 
was tar less expensive than other alternatives 
It was in efleet a rare type ot low interest 
toreign exchange loan, which would have 
enabled ludii to invcsl her own scarce 
icsouiets lor other priority purposes lie 
makes it appeal that Burm ih Shtll was m if 
mg a great sreritu tor India 

II Burmah Shell was disposed to give so 
much bentlit to India, even ifter a change 
in its shareholding and management stiue 
lure as suggested by the lulhor one wonders 
what prevents Shell (tom in iking hill ot 
such sierifiee tor NO( II And how much 
btnelit has NO( IL been getting from Shell s 
world wid.. lestarch’ And on what terms’ 

Tlie author knows that his tigure ol 3 pci 
cent return would be challenged on the 
ground thit computation of the company’s 
nut return on investment in lndn— and flu 
elfeetivc foreign exchange tost to India 
musl also include a part of its principals 
upstream piofits because the prietiecol vtr 
tieally integrited companies in oil business 
was to eoncentiate the profits on the entire 
spectrum ol operation m the crude oil 
exploration end 

Pat vardhan says that this view whilt 
superficially attractive is misleading since 
the upstream profits are necessary to sup 
port the large upstream insestment in 
exploration production and transportation” 
This pleading shows the author s infatuation 
with the multinationals No independent 
analyst—not even those who saw the need 
lor some oligopoly for furtherance of global 
exploration for oil in a historical situation— 
has tried to justify this measure of concen 
tration of profits at the exploration and 
crude oil production end The author can 
not possibly deny that the reasons for con 
centratmg the entire spectrum's profits at the 
exploration and were that (i) with few sellers 
in crude oil than in products, there was less 


competition in crude, and its tost of ptoduc 
tion, being variable from plate to place, was 
not open to deciphering by outsiders, (u) the 
oil companies sought to protect their invest 
ments in high-cost domestic oil particularly 
US oil, by maintaining high price' ol Middle 
basi crude, (in) ascribing high prices to 
crude oil was safer for oil companies because 
of general hostility in Turopc and elsewhere, 
to high profits in products manufacturing 
and marketing, (is) the government of the 
UK and France which had shareholdings in 
some majoi companies producing in the 
Middle bast did not mind losing tax 
revenues from refining and muikcting 
because they were compensated by higti pto 
fits from ciudt sales (v) the gostrnmems 
ot the importing eountiies were slow to 
understand that ihey were losing on two 
counts- bv prying more toreign exchange on 
uude imports and by losing nx revenue 
when the refining profit is shown to be less 
on account of higher riw nuicnul cosis 
Patwardhun’s next pica tx tli it since some 
countncs accused the multinationals ot 
keeping the crude oil prices low and some 
oilier countries iccuscd them of charging 
high prices the ogumuits eincclied out 
tachothu I his too is llu author’s super 
fiual reasoning f sen it we le ivc iside the 
unuxu illy low pinduction costs in the pro 
lilic oilfields in Saudi Arabia Kuwaii, etc, 
the costs ot oil production in the Middle 
I asi as a whole w is vets low f nrico Mattel 
the Idthu I'gure of bNI (Italy) had cal 
uilaitei m the late titties that the production 
cost inclined by the Consortium ot oil com 
panics in Iran w is about $ 0 46 per barrel 
i e of $ 1 99 and hence the company’s ntt 
protit was $ 0 76 ptr baircl Was this ordu 
of profit to the company justifiable ’ 
Wivne A I eeman ol the University of 
Missouri (USA) has argued in his book 
Puce of Middle I ast Oil" that in consider 
mg the division ot income between the pro 
dueing company and the producing cottn 
iry s government it must be borne tn mind 
that the laltei wts not collecting tht profit 
because the government bore no risk its col 
lection deserved to be called ‘economic rent, 
t e a return on account of its possession ot 
natuial rtsourcts And what is the prmci 
pie of payment ot economic rent ’ ‘There 
is no reason wbv this retuin should be equal 
to the profits earned bv the entrepreneurs 
when oil provpcus or oil deposits arc poor 
or badly located, a government must expect 
to get much less than the piofits earned by 
the companies bearing the risks ol cxplora 
non and development, when the projects 
are good, oil wells prolific, oil of high quality 
or well located governments in possession 
mav expet t to get much more than the com 
pantes earn in profits ’ (emphasis added) 
Then, can oil companies justify the high 
crude oil price on the ground that this helped 
them subsidise exploration in other coun 
tries 7 Io quote, again, lxeman who is cer 
tainly not hostile io oil companies, “Nor can 
the international majors defend endurmglv 
high, oligopoly, returns in the Middle bast 
on grounds that funds are earned theieby for 
investments all over the world The con 
sumtrs of Middle East oil should not be 


expected indefinitely to finance (subsidise) 
investments for the benefit of consumers 
supplied Irom other regions, nor should the 
governments or peoples of the Middle East 
If oil is scaice in other parts of the world, 
if the amount supplied is less than the 
amount demanded prices in these regions 
will rise until it is profitable to ship in oil 
fiom the Middle Last” 

Oil companies which are guided by pro 
fit motive, cannot pose as if they are per 
forming the functions ol the world govern 
incnt Nor could there be any question of 
universally sharing the benefits of only the 
Middle Last oil equally when there was no 
sharing ol other resources 
Patwaidhau has sought to emphasise the 
oil computus helplessness and innocence 
when he writes that ‘the OPEC countries 
unilaterally taised prices and increased 
government’s take” (in ihe 70s) T his was his 
delusion T ht oil companies were very much 
in sympathy with the price increase (despite 
their pretence) because (i) it raised their pro 
tils, loo (u) it protected their high cost 
domestic oil even more (in) thur home 
governments knew ihat whatever they might 
lose bv way of higher tost of oil imports 
could bt compensated by the prices they 
would raise on their exports of manufac¬ 
tured goods and arms to OPEC and other 
countries The western oil importing cum 
arms exporting countries have thus a vested 
interest in the piolongation ot conflicts in 
the Middle East and other regions (The 
western countries did not possibly have anv 
prescience that the OPLC tommies’ petro 
dollars would mostly be kept m their coun 
tries It they knew, they could, as superior 
powtts (eel happier ihat they would be able 
to sttrihsc the reserves of ihe OPEC coun¬ 
try which would refuse to behave’) 
flic author bemoans that the multi 
nationals were not given opportunities 
earlier foi exploring oil in India and feels 
happy that the door is bting opened to them 
now He is assailable on both Ihe grounds 
In the sixties it was an open secret that in 
the period ot global glut, the multinationals 
were keeping many of the new found reserves 
‘shut in’ without even letting the host govern 
ments know of the finds Moreover, the 
multinationals had no interest in exploring 
for oil beyond a ccitain depth Some of the 
(op people in the Indo Stanvac project 
engaged in exploring for oil in West Bengal 
(old this reviewer around I960 in caiegorica! 
terms thit they had stry little interest in 
exploring beyond a depth ot 8,000 ft and no 
interest in going beyond 10,000 ft In global 
business they could ignore prospects at 
greater depths but a national enterprise 
could not (I hat at greater depths, even the 
possibility that oil might have been con 
verted to gas could not, however, deter a 
national entciprisi) 

However much the government’s present 
near open door’ policy to multinational 
explorers might please the author, it is not 
a good sign nor is it backed by any cogent 
thinking Ii is true that after Bombay High 
there ha> been no discovery of a field of 
equivalent reserve by either ONGC or Oil 
India Supposing that thty bid found 
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another giant field what would we have 
done with it 7 Produce from it—and keep 
stepping up our oil consumption 7 That 
would be a suicidal course Patw irdhan and 
Ns fellow-travellers in government owe an 
answer to the question what would happen 
when, on the one hand the oilfields ap 
proach depletion and, on the other hand, the 
eountrys oil consumption rises higher and 
higher ’ Is th it not creating condition for a 
steep collapse of the civilisation’ “Afitr us 
the deluge” should that be the policy' 
Would solar cneigy suddenly step in to (ill 
the yawning gap when we keep it at bay by 
refusing to orient the production system to 
the process and the scait which alone can 
make it economic illy harncssahlc 7 Or 
should we feed people on the uncertain and 
risky diet of nuckai end fusion powti’ 

No we must rcstiicl oil consumption 
growth to the absolute minimum and in the 
next phase hung it to /tro giowth and still 
latei bung about a declining fiend We hive 
no right to lorgei tint oil is an exhaustible 
icsouiee 

In this pcisptclivc oil needs to be trt tted 
as a budging icsouiee i e a icsouree to 
be used as a budge until we hive reaehed 
tirmlv the shotes ol solar and solar related 
cntrgv-bastd eivilisinon Dunng the trait 
sit ion it is belter to import some oil to pro 
long our rt serves rat he i then be de'oincd to 
sciring insullicitnev md unbearable costs 
lattr (Meanwhile we have to mike all 
saenhee to inerease our production and use 
ol icnewable lorms ot energy thousand-fold) 

It this is accepted ts the correct perspee 
live is there my justification tor leasing out 
the prospects to fotcign oil companies with 
the intent of hut tying up their production’ 
Instead theit should be a policy of enriching 
ONG< S and Oil India’s talents by giving 
them oppoi tunnies for creative dialogues 
with the woiId s most successful oil finders 
and by engaging some of the best known 
intuitivt exploration thinkers as oui eon 
sultants Thai would inuease the rate ol 
discoveries bv ourselves —discoveries whose 
rescues can be used when the producing 
fields die depleted This might sound crazy 
to many But the leaders should note that in 
1967 68 the government ol India’s petroleum 
ministry had wanted to lease out "Bombav 
High to a fort tgn company on the plea that 
this would lead to expeditious exploration 
and that those who secured the lejcction of 
this policy had pleaded against hustling and 
tor self reliance Historv has proved that the 
latfci way ol thinking was right 

The author has tried to give instances ot 
how the government ol India discriminated 
against the multinationals and in favour of 
Indian Oil Companv/t orporation Can he 
deny that the multinationals had built up the 
large capacities of countrywide marketing 
outlets in the expectation that this would 
force the government (t) to allow expansion 
of their refineries and (n) ultimately to allow 
more imports of thur crude 7 When the 
government came to understand the com 
panics’ stratagem, was it wrong in defeating 


this policy of pre emption and keeping its 
own option open for controlling crude im¬ 
port price in national interest 7 Was tt wrong 
to correct an unequal relationship 7 (IOC was 
a mere instrument ol government policy its 
capacity to compete on its own strength was 
yet to emerge) And what was wrong in the 
governments’ rejection ol Burmah Shell’s 
oiler for a fertiliser plant at Trombay when 
the government itself wanted to set up a 
plant there—and at Madras when the 
government knew that the mam purpose ot 
the proposal was to sell more ol their crude 
at their own price’ The government’s policy 
ol itself or its agent becoming a bulk pur 
chaser in international market was eminently 
sensible 

The author's belie! that Burmah Shell 
could not agree in 1 §69-70 to a price of 
S I 28 per barrel because its principals had 
not got evidence of the weakening ol the 
market price in tune, is really pathetic 
in spite of the vaunted claims of vast 
manigerial resources docs this not show a 
lack ol market intelligence 7 Or is it the com 
pany s fugned blindness’ Could tins not also 
be the authoi s blind faith in his employe) s 
explanations 7 

It is pointless to discuss the olher tssuts 
raised by the author in t similar strain ( om 
menis on only three points arc called loi 
One is the principle advocated by the priv He 
oil companies thief executives btlore the 
Morarka ( ommittec ‘ Unnecessary controls 
should be avoided as markei loiccs, bung 
stll regulatory, provide the best discipline in 
the allocation of resources ’ It suits the eon 
stituents of oligopolies to wax eloquent on 
the virtues of market fortes 

Secondly, Patwardhan says that lilt Soviet 
offer of cheaptr oil was merely political T his 
is ironit because everything in oil is political 
Statesmen from Trance s Clemcnccau to the 
UK s Winston Churchill, admitted that 
"international polities was oil polities” 
Davenport and Cooke in their famous book 
‘ The Oil Irusts and Anglo American Rcla 
lions ’ said ‘ Lven to have served with an 
oil company suggests having signed on with 
a pirate crew” Piracy, politics diplomacy 
was—and is—bound up with oil business 
Fvtn price fixation by companies ts shown 
earlier was largely political Why ihen 
should the Soviet oil ofler alone be dubblcd 
political 7 

Thirdly, it is true that the international oil 
companies' power has declined But oil 
remains an explosive issue. In some respects, 
the big powers have more openly come out 
to preserve their access to major oilfields 
The USA’s Quick Deployment Force ts one 
instance of this It was, therefore, important 
to keep oil in national hands and to steer 
dear of alt international entanglements Off¬ 
shore exploration by foreign oil companies 
is even more objectionable in India’s geo¬ 
political situation and strategic environment 

Patwardhan's apologia that the MNC- 
controlled companies' product qualities are 
better, management level high, their pollu¬ 
tion control better (in spile of Union 


Carbide’s performance at Bhopal) fails to 
impress because (■) there are now several 
purely Indian firms whose products are good 
in quality \\ithout being expensive, whose 
managements’ calibre is high and responsive 
to higher challenges—this includes many 
state enterprises Many Indian firms, par 
licularly state enterprises, have in recent 
yeais cleaner records of control of visible 
and invisible pollutants 
The author has, at umpteen places, made 
regretful references to oil companies, such 
as ‘il only they had agreed to associate even 
token Indian shareholding from Iht lifties,’ 
"it only they had placed Indians in top 
management positions early enough”, “if 
they had agreed to take Soviet oil which latei 
become respectable”, “if ihey had agreed to 
lower the crude price before it was too late’, 
etc However well meant, these are "if auntie 
could be an uncle' type of wishes Vertically 
integrated multinationals have certain imptil 
sions and compulsions They have an in 
satiable appetite lor maximum profits and 
cannoi accept Itss until driven io a situation 
w here they lace vet greater loss Thtir greed 
prevents i dismtutstcd long term view The 
authoi himscll has mentioned that even 
when they were mentally prepared to meet 
the government ol Indus demand, they did 
not know how to save themselves tram 
similar demands in other countries Thus 
they ate often led to act against their long 
tun interests Tins difficulty was inherent in 
their very structure Therefore, after a cer 
tarn pcnod the integrated oil multinationals 
became anachronistic, both for economic 
and political reasons Patwardhan s tnigcdv 
is that he partially understands the host 
countnes economic reasons but totally fails 
to see the political factor 
Patwardhan protests tint the multi 
national firms havt been loyal to India and 
have served well during emergencies I he 
governmeni had some reports to the eon 
trarv But the auilnn could sav that these 
were products of suspicion In my vast the 
US Stvcmh Fleets behaviour and the UK 
prime minister Harold Wilson’s anti Indian 
tilt during the Indo Pak war of 1971 did not 
leave any scope for trusting oil multi 
nationals who wtre past masters in the art 
ot diversions and denials 

The task of the national governments in 
the 'sixties and the seventies was to break 
the grip ol the ‘Seven Sisters', the major 
international oil firms A lessening of the 
visibility of thur stranglehold, in pursuance 
of Patwardhan’s ‘timely’ recommendations 
to the MNCs would not have lessened the 
importance of building up national enter 
prises and clearing the nests of extra 
territorial power The time is not far off 
when they, followed by the dinosaurs in 
other industries and services, would have to 
disappear from the globe 

In future integration would have to be 
of knowledge, not of structures for pro 
fits and domination, nor of high-entropy 
technologies 
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Involvement of Business Houses 
in Rural Development 

A Case Study 

Manorama Savur 

Indian business houses began to diversify into agri-business in the mid-sixties, often tn collaboration with multina¬ 
tionals However, as the purchasing power of the Indian farmer is limited, except Jor a small section in the green 
revolution areas, the major buyer the business houses have sought is the government which has tried to moder¬ 
nise agriculture by providing a variety of subsidies These subsidies have progressively increased and are heaviest 
in areas designated as 'tribal’, 'back ward’ or ‘drought prone’ With the introduction of a tax rebate for rural develop¬ 
ment work, the number of business houses entering the rural areas increased very sharply 

This paper argues that the business houses’ activities in the countryside are for creation of markets for new 
agro-products and not for rural development 7 heir secondary interest is in increasing the surplus product and 
appropriating a share of the larger surplus arising out of modernisation of agriculture and related activities This 
argument is supported by a case study 


THIS paper is an attempt to indicate the 
nature of developmental programmes under 
taken by industrial and business houses 
(I/BH) in tribal and backward areas, which 
are a fairly widespread phenomena in India 
today The method used is case siudy of one 
representative house, viz, the Mafatlals, in 
one of the many tribal aicas in which it 
operates Large business houses generally 
carry out multifaceted programmes, but in 
this paper only one facet, viz, water manage 
ment for agricultural development, is dealt 
with 

In order to make the analysis meaningful 
a few tacts have to be stated Although con 
straint of spact makes us present them in 
the lorm of statements, all assertions have 
emerged from research bastd on primary 
documented sources (Savur 1985) 

Monopoly houses in collaboration with 
multinationals began 10 diversify into agn 
business in mid-sixties This is in keeping 
with the world trend As the purchasing 
power of the Indian farmer is limited, except 
for a small section in the green revolution 
areas the major buyer the I/BH have sought 
is the government T his assumption is based 
on the fact that the state right from the first 
Plan period has tried to modernist agri 
culture by providing a variety of subsidies 
These subsidies have increased and are 
heaviest in areas marked as ‘tribal’, ‘back 
ward’, and ‘drought prone 1 With the intro 
duction of the Integrated Rural Development 
Programme (IRDP) under the Sixth Plan a 
policy decision was taken to have some of 
the subsidies backed by bank loans which 
were to be granted to individual peasant 
beneficiaries This is a new shift of finan 
cial responsibility on to the poor peasants 
With the introduction of tax rebate to 
I/BH for IRDP work, smaller industrial 
units also climbed on the band wagon and 
the number that entered the rural areas 
increased to an alarming number' (Govern 
ment of India, 1979b 2) 

Our hypothesis is that the 1/BH’s acti 
vities in the countryside are for creation of 
market for new agro-products and not tribal 
development Its secondary interest is to 


increase the'surplus product ,md thereby to 
appropriate a share of the laij,ci surplus 
through modernisation 

The hypoilusis will be tesicd through a 
case study of Matjltns activity which calls 
loi some preliminary information on the 
nature of Mafatlals business interests 

pRtuMiNVRY Information on 
Maiaiiai Housr 

Mafatla* House diversified train cotion 
textiles into a range of agri products in the 
early sixties In order to do so it entered into 
collaboration first with Royal Dutch Shell 
and then with Hoechst to produce polvvinyl 
chloride (PVC) or plastics 1 Although the 
demand foi PVC at that point ol time in 
India was essentially urban, a deliberate 
decision was taken to produce goods lor the 
rural market (NOCTL, 1980) The two im 
portant PVC byproducts were (a) high den¬ 
sity polyethylene (HDPL) for flexible, non 
corrosible and c icily movable pipes that can 
be used on any terrain and (b) low density 
polyethylene (L DPE) sheets for water con 
scrvation to bt used for lining ponds 
canals, etc, and for revolutionising agri 
culture through hydroponics or nutrient lilm 
technique (NrT) In other words PVC’s 
potentialities for use in agrarian develop 
ment was tremendous In the mid sixties 
Mafatlals also entered into an agreement 
with Bharat Agro Industries Foundation 1 
(BAIF) tor its ‘A Million Cows Project’ 
(MCP) (Rudramoorthy, 1978) MCP is an 
ambitious package project lot propagation 
and sale of exotic breed of cattle, veterinary 
drugs and vaccines (BAIF 1983) and Kubabul 
seeds The rapidly growing Kubabul is an in 
dustnally important wood, an excellent 
substitute for soft wood in paper industry 
(Shiveshwar, 1984) and for manufacture 
of chipboards, besides charcoal making 
Initially it was propagated as a cheap cattle 
feed but later research revealed us damag 
tng effects on animals (Abhyankar, 1983 
BAIF (c)) 

Mafatlals’ Rural Development (RD) Pro 
grammes are for agriculture and horticulture 


through improved water management system, 
marketing, animal husbandry and social 
toresrrv mainly through Kubabul plantations 
(Malatlal Hnc, 1981 1) Matatlals’ RD 

operations are carried out by its agency the 
Sadguru Seva Sangh Trust (SSST) 
Mafatlals deliberately selected a variety of 
backward and tribal areas spread over a 
number ot states notably Gujarat, Madhya 
Pradesh and Maharashtra, for its RD acti¬ 
vities, as such areas, apart from qualifying 
for higher subsidies, also lend themselves for 
feasibility tests lor the corporations’ new 
agri products (Business India, 1979) The 
most important of these are in Bansda 
t^luka 1 in Gujarat Bansda which 
MaTatlils itself regards as its showpiece, is 
our area ol invctigatton 99 2 per cent of 
Bansda’s population is tribal However, the 
tribal population is not homogeneous The 
largest group is the Kokna Kumbt (61 4 per 
cent) They are by and large poor peasants 
with a sprinkling of middle peasants whose 
holdings arc clove to the river Next tn 
the hierarchy are the impoverished Warli 
peasants whose lands are situated on the 
barren hill slopes and therefore vield so little 
that a good pan of their income comes from 
labour They constitute 28 7 per cent of the 
population Below them arc the Kolchas or 
holts who arc largely landless agricultural 
labourers, with some having tiny holdings 
Finally, there arc the Kotwalia the basket 
weavers T he two constitute 1 per cent of the 
population and as backward tnbals (Com- 
1 merce Research Bureau (C Rl) 1975 19) are 
entitled to 90 and 100 per cent development 
subsidy respectively 

MAtAILAI S Dt VI IjOI'MI NT PRtXjRAMMl. 

IN 1968-72 

SSST spent its first four years neutrahs 
tng the natural hostility of the tribal peasants 
and in the process gained ihe loyalty of one 
important person in every village and also 
discovered the creditworthiness of the poor 
tnbals Its entry point was free medical ser¬ 
vice Generally, SSST tried to win over either 
the sarpanch or a police patil from every 
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village The one who succumbed to SSST’s 
overture was appointed as its ‘link-man’ The 
word is apt The link man was and continues 
to be equipped with a simple lirst-aid kit and 
is given elemental y para medical training 
I his technique is usetul for establishing 
initial effective liaison An even more effec 
n method was distribution of interest free 
grain loans for consumption and seed 
initially in as many as 61 villages I he 
percentage of recovery of loans in tcims of 
number of farmers was as high is 94 per cent 
in 1968 and 83 pel cent' in 1971 (< RB 
1975 44) 1 his was also an effective means 
ol icplacing and taking over the functions 
ol tht moneylenders the merchants anil the 
landlords 

Drought otherwise a lart phenomenon in 
this region in two consecutive years 1972 
and 1973 gave NlalatlaK an opportunity to 
assess the tubal peas ints willingness to 
modernise agriculture simultaneously it 
learnt (h it a nation ilistd bank was willing 
to provide the necessary direct uid indirect 
facility to the vill igers under SSST s eontiol 

In 1973 SSSI unarmed lor a Rs 8 45 (XX) 
loan at the still miunplcniuitcd dillcicntial 
latcol mieiest (DIR) Iribal pc isantsqu ildv 
tor this low 4 per cent DIR \ bulk of (his 
bank eieelit w is lor seed and consumption 
loans spie id o\ci 93 villages in B instla 
tlink i Bui whit is minort mt lot out analysis 
is th it p ii l ol die lo in i e Rs 2' (XX) v\ is 
utilised lot p is me nt ol w lues (in kind) tor 
land development in 12 selected vilhgLS I he 
down and oui pc is nils wcie induced to work 
on land development si he nice v lined out on 
the better oil peas nits I md it i w ige tate 
of Rs 2 50 pel bi iss of diegine The land 
owners were m iclc responsible lor repiyment 
ol the live ve it I md devilopinun loan to 
Bank ol Biroeli Wlut is eiuual to out 
studv is not Out the tnbils were willing lo 
spend on land development in a h irel sear 
oi enter into w tvi relitions hut the ibilitv 
ol SSST to induce 26S peisints (in 14 
villages) to nkc on is much is Rs 42 084 in 
loin lor lertilisu md ill it too m a diought 
year (l RB 1975 44 4 s) One knows 

chemical Icrnhscr can only be used with ade 
quate water supple 

l videntlv anticipating the lorw net look 
mg nature ol a pi isant M ilathls had com 
missioned tile ( omnieiee Rise inli Bun m 
(CRB) lor a del tiled suivcv of |5 selected 
villages istirlv is in 1972 ll is impoitmt 
to icmemhtr th it iri the C RB survey 1 lc 1111 
Ol espelts Well inducted lo ISSCSS till ail I 
mil suggisl i ile> elopmciii il si 1 itcev 
Inevilibly tile leiili 111 , liuliJ expcits 1 10111 
tile tie I ol eommelei lo lssess tile eOllinier 
u ll viahtlitv ol the |itoposed RD pto 
grinime The expuls suggested 1 pto 
grminie tatloied to suit the ecology 

Bansda is on the last spui ol the western 
Ghats a hilly legion with two perennial 
rivers and numerous seasonal streams that 
run through and touch almost every village 
(CRB 1975 55) The swollen streams are fed 
bv the heuvv south west monsoon but the 
tribal peasants are still sery poor and scratch 
out one meagre crop from the tmposcrished 
earth whosc^iutrient material and top soil 


is washed away by the heavy monsoon Yet 
it need not have been so, if Mafatfals had 
taken note of the experts’ suggestion and 
above all if it was genuinely concerned 
with the welfare of the tribals and their 
do 1 lopimm 

Rf ( OMMI NinrtON OF THE ExPFRrs 

The experts found that the hydrogeography 
lent itself to easy storage of water for multi 
pic cropping and even a shift to more pro¬ 
fitable horticulture (C RB, 1975 62) A soil 
suivcv confumed the soil as good, with 
1 set lltnt subsurface diainage and water 
holding e ipauty, the area is free from alkali 
Ii i/urd ind m the command area the water 
1 ihlc is just 5 m below the ground (Soil 
Suivcv Division 1979 12) The experts 
leeoniinendanon was an integrated pro 
gramme ol soil and water conservation to 
suit the ecology But Mafatlals totally 
ignored it T he expert s first simplt reiom 
muidition was to conserve the ubundmt 
tain water by building cheek dams at sug 
gested sites and to repair and raise the old 
ones Thev also suggested deepening ol the 
old wells and sinking of new ones at specific 
spots They advised thet watci be raised and 
stored in reservoirs and then led down bv 
gravitational llow into tht ticlds thu lit on 
the hill shapes Detailed institutions were 
uven tor evirv one of die above listed items 
lor 10 of the sin vised villages (( KB 1975 
a7 61) The experts ilso suggested plmting 
ot trees wherever possible to prevent further 
ctosicm of soil 

It is not clear why Mafatlals ignored these 
suggestions which would have stt in motion 
tht developmental process Alter all w tier 
management is the most obvious tailor in 
agiarttn development It could not be lack 
of resources Strte finance wis rcidilv 
available lor every one ol the Mafatlals’ 
expel micntal proinls successful or other 
wise The only plausible reason is lhat its 
HDPE pipes were not available 01 raihu 
marketable nil I97X The Mafatlals thircloa 
sought an easy way out and negotiated wuh 
the lead bank Bank of Baroda in 1973 lor 
loan for capital investment to the mbals lor 
two minor lift litigation schemes in two 
villages where RCC pipes had to be laid It 
is significant that Bank ot Barodas technical 
feasibility test was carried out at the height 
ot the diy season via, May 25, 1973, 
Hter the failure ol 1972 monsoon Yet at 
I aUnkadi foi instance the average width ol 
the flow ol the water in the tributory from 
which irngation water is tapped was 63 tt, 
while the mean depth of the flow ot water 
w is 1 8 It and the surfue velocity 0 7 ft per 
second and quantity ot flow 51 cusecs (Bank 
ot Baroda (BB) 1979 6) Tht length of RCC 
ptpts laid in laihikadi was only 3,500 
metres 

IllT IRRICiATION SYSTEM (LIS) 

The installation of the lift irrigation 
system (LIS) raises many questions, they 
include its purpose, the method of funding 
and its social consequences for the ‘bene¬ 
ficiaries’ and the finally technical and social 
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reasons for failure of the limited programme 
The answers to these questions will be 
sought mainly through evaluation of LIS of 
Lachtkadi village set up as early as in 1974 
and the only one still meant for agrarian 
development 

The ostensible purpose of Mafatlals’ 
activity ts upliftment of tribals and area 
development under the 1RDP umbrella us 
activity was specifically expected to reach the 
poorest of the poor In practice, however, it 
reaches a small section of the better oft and 
potentially powerful who include Mafatlals 
link men Every one of the beneficiaries in 
this area hail from the majority Kokna 
Kunbt tribal community 7 he command area 
of the LIS is a small stretch of ‘kyart land’, 
the naturally fertile area enriched by decay 
ing leaves swept down by the ranis It lies 
close to the river hi other words, the LIS 
does not reach the vast majority of 1 m 
povertshtd peasantry whose lands have lost 
their fertility through erosion Tht loss 
could have been corrected by the suggested 
mtigntid programme of land and water 
nanagement and by planting trees 

bunding [or the purpose of capital 
investment in 1974 the Bank of Batoda 
(1979 4) reltascd Rs 4 54 lakh,' 1 nuieh of it 
is of little use to the impoverished ptasan 
tiv fins amount includes the cost of the two 
lift irrigation system which hast burdened 
the ptasamry We are concerned with only 
one, the L IS it Laihikadi, which was set up 
it the cost ol Rs I 25 358 and commissioned 
in 1974 technically the SSST s function is 
to service indirect lommumn loin 

What is unclear in tht whole deal is 
SSSI’s method ol aeeounting loin repay 
ment to tht Bank when the si/c ot the com¬ 
munity expands and shrinks vi/ when the 
number of peasants who avail of L IS vanes 
Irom yeai lo sc ir 

On the othei hand the system of loan 
rccovtty from the peasants by SSST is 
primitively simple T he peasants who ust the 
I IS water surrender 1/5 of thttr produce 
HYVpaddv to SSS7 (BB 1979 7) As their 
productivity goes up so docs the st /ice 
charges as 11 docs in the share cropping 
system I ike the traditional moneylender the 
claim lor loan repayment seems unending 
wuh neither time nor quantum ot equated 
instalments set by the bank Both are 
disincentives to agrarian development and 
a drain of the surplus 7 generated through 
modernisation The surplus is lost to the 
modernising agent tor whom it ts a gam I he 
loan instalment in the torm of paddy is sent 
to Mafatlals’ mill shops in Ahmedabad, 
Bombay and Navsan It is doubly profitable 
for Mafatlals who git the grain directly from 
the producer, thereby cutting the middle 
man’s profit, and moreover the gram is taken 
hold of when the price is the lowest tm 
mediately after the harvest The peasant 
beneficianes, however, are unaware that the 
SSST is no more than a servicing agency 
They are conscious that thar surplus ts being 
appropriated and the potential gains are slip¬ 
ping out of their control Yet they are un 
willing to pull out as there are certain tangi¬ 
ble gams such as being favourably dis¬ 
criminated for a variety of subsidies that are 
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readily available for those who know how 
to get hold of them, they are also selected 
for seed and instrument kit programmes for 
training in the use of modern inputs besides 
being supported by Mafatlals’ Food for 
Work (FFW) programme which qualifies the 
participant to 10 kg of grains per week as 
wages and usufruct right oscr forest lam. 
under SFP Mafatlals’ patronage has un 
doubtedly lifted a small section within the 
limited LIS area, the potential growth cen 
tre * above the abysmal poverty in which 
they had lived and also above us fellow 
tnbals, the vast majority, the non beneli 
claries, who continue to live in poverty The 
increase in productivity of land through 
modernisation from 1973 to 1977 was 
estimated as 71 35 per cent, though in ac 
tual terms it meant only a rise from 7 68 
quintals of paddy to 13 16 quintal per hec 
tare (BB, 1979 31) However as the Bank 
itself states, this increase is much below the 
potential (BB, 1979 26) Apart from the 
social reasons analysed earlier under the 
head ‘financing LIS theie are technical 
reasons too lor the low productivity 
leihnical l achikadi has a total area ot 
500 acres of cultivated area although the 
.potential command area of the LIS is 200 
acres and it proposed to cover only 175 icres 
for intensive cultivation ’The land actually 
brought under irrigation was much lower 
It reached its height in 1976 at 36 acre in the 
kharif season and 40 acres in the rabi and 
thtn rapidly fell The number of (aimers 
who availed of the LIS also deucascd (vide 
table I) 

The average yield of paddv simultaneously 
declined from I 076 kg per ha in 1975 to 835 
kg per ha in 1977 It is interesting that the 
highest individual yield was as much as 2 928 
kg in 1976 under the LIS in Zuj (BB 1979 
26) The reason for the downward movement 
is not purely technical but a laigc mtesurt 
ol unconcern foi trib tl development on the 
part ot Matatlals I vtn in the limited aica 
ot 175 ha theic was no effort to help the pea 
saru with the land development (I D) pro 
gianime which is vital it IIY\ nu has to 
be cultivated Our data also indie ttc that 
peasant apathy and tribal backwardness are 
nmhs In lact the Bank s own evaluation 
stnvcy (1979 17) indicated that in l D the 
number ol small farmer participants exceed 
cd the larger cultivators 10 The tcasons for 
it aie not clear But table 2 shows that the 
initial enthusiasm began to want for alter 
all as we have shown earlier the method ot 
recovery of loan incurred on the L IS was a 
drag on development Besides, Mafatlals had 
failed to buy an earth moving equipment 
which the expert committee as earlv as 1972 
had considered as vital In the committee’s 
words ‘It is absolutely necessary to start 
with a large-scale programme of LD and soil 
conservation”, which would have ensured 
optimal utilisation of water (C RB 1975 54) 

I he rate of hiring the tractor, a poor sub 
sntute for the earth-mover was as high as 
Rs 30 per day in 1978 and Rs 50 by 1980 
The bank is concerned with the importance 
of LD and talks in terms “of rich dividends” 
it would have yielded uv' ihe'Jong-run, 
although the immediate results may not be 


spectacular (BB 1979 21) * 

Another instance of Mafatlals’ mdit 
fercnce for tribal welfare is in relation to the 
question of the poor peasants’ investment 
m bullocks—a capital investment A pair ot 
bullocks is absolutely nccessarv for tilling 
and sowing, and the peasants eagerly sought 
bank loans for it as soon as the facility was 
opened But as a poor peasant has very lit 
tit land and no other ust tor the animats 
like drawing a carl technicallv ‘the bullocks 
wtic grossly under-uttlised’ The htavv 
expenditure was wastetul and could have 
been easily avoided with a cooperative 
system which Mafatlals used in the case of 
the LIS, tractor, warehouse, etc The Bank 
also highlights the need for guidance Its 
Evaluation Rcpoit (BB, 1979 22, 27) rtads 
It is discouiaging to note that 6 small 
larmcis puichascd 10 bullocks and used only 
6 bullocks foi 199 davs ’ The maintenance 
cost ol a bullock is howevci high and even 
in a tribal tousi area it vailed from Rs 206 
to Rs 395 per annum in the mid seventies 
II tht potentiality of even the limited I IS 
area has not bten fullv exploited, the fault 
is Mafatlals 1 he Bank s Evaluation Rcpon 
rtads (BB 1979 24) ‘Lack ol Knowledge 
of lingated tanning balanced use of pluii 
nuiricnis insecticide and HYV seeds have 
impeded full evpiession ol yield poienlial’ 
Again irrigation water and diesel art the 
most costly inputs the trtbals ne to be 
guided I he field staff of the society 
[SSSTJ and tut Bank have thcrelorc to put 
more vigorous etlorts in this direction" 
Matatlals indifferent agranan develop 
mem programme even under the LIS there 
fore resulted in no more than a net incremcn 
tal ionual income of Rs 904 per farmtr per 
hectare to Rs 511" (BB, 1979 26) This fin 
ding is in keeping with our hypothesis that 
I/B houses are primarily interested in pro 
moling their own agro business and not in 
tribal development per ve What further con 
firms our hvpothesis is that Mafatlals’ 
mtciesi shifted from agrarian dcvelopmen! 
(where onlv RCC pipes could be used in 
1974) to social forestry when PVC pipes 
passed their field tests 12 and were 
knarkuablc including in the project area It 
is important to note that all tribal and rural 
development programmes involved onlv 
governmental funds and not funds of l/B 
houses 

In sharp contrast a couple ot Rokna 
Kunbis who have large land holdings close 
to the river but have not opted for Mafatlals’ 
LIS have dont well for themselves Ihey 
have taken direct subsidies from the FDO 
office and have also brought off sub'idles 
and kits from their poorer compatriots, the 
Mafatlals’ beneficiaries They have used all 


the available modernisation techniques that 
were introduced in the area but have steered 
clear of the SSST 

Social Forestry (SF) is outside the scope 
of this paper and is brought in briefly to 
highlight that the corporate sector’s interest 
is primarily business and not RD and 
Mafatlals had discovered the potentialities 
of Kubabul as an industrially important 
timber Stale funds earmarked for the 
Food tor Work (FT W) programme and the 
National Rural Employment Programme 
(NRLP) were diverted to Matatlals social 
forestiv m Bansda Bv a mere resolution of 
the Gujarat government-- (GOG) Resolution 
SI D—1678 (241) G (5N) and 3 (IV) GOG, 
Gandhinagar duted April 27, 1978—Rs 19 4 
lakh was released in 1978 but it brought no 
worthwhile results A further Rs 15 lakh was 
granted in 1981 —by Resolution No 1080-9908 
N dated 6 I 81 GOG, Department of 
Agrieuhuic I orcst and C o operation—tor 
installing 12 community lift itrigation 
schemes so that Kubabul saplings do not 
w ither awav due to lack ol water Soon alter 
tht Inst instalment of Rs 3 lakh 1 ' was 
granted from the district headquarters 
Bulsai under NRFP tor fortst plantation, 
the Milatlals has picvcnted a budget of 
Rs 22 lakh 11 for forest plantation Out 
hvpothesis that the corporate sector under 
look RD ptogrimmes mainly to introduce 
and sell their ntw agro products in this ease 
PVC pipes, is thus substantiated There is no 
piceisc information when PVC pipes were 
laid - perhaps in 1978, alter the feasibility 
tests were successfully tarried out If would 
not be out of platt to slate that by the GOG 
resolution SFD 1678 (241) dated April 27 
1978 the operational responsibility tor 
1 FW wes thrust on the foicst Depaitmcnt 
which would have ‘to supply quantities of 
polythene bags, seeds, fertilise)s pesticides 
and watering equipment such as hosts, tanks, 
etc” All these inputs were Mafatlals’ agn 
products or would be bv tarly 1983 Mam 
pulation in the government depaitmcnt was 
possible as the head ot the house of Mafatlals 
was at that time chairman of Gujarat State 
Rural Development Corporation 


Tabi t 2 Dikk l l oans ioTrihai s tor 1 and 
Dt VllOl S1HM1 llNtllk I IS, I A< MIKADI 


Year 

Accounts 

Amount 

(Rs) 

1976 

24 

30000 

1977 

2 

1 (XX) 

1978 

3 

4 000 

Soane 

Bank of Bared i, 1 

valuation Report 


No 7 


TaWF f SfcASON WISl iRRIt AIION PROVIDI DIIN1HR I HI I IS 


Year 

Farmers 

Kharif 
Area in 
Acres 

Average 

Acreage 

Kaimers 

_Rabi_ 

Area in 
Acres 

Aveiage 

Acreage 

1974 

!9 

26 

1 37 

21 

33 

1 57 

1976 

44 

37 

0 84 

43 

40 

0 93 

1978 

24 

24 

0 75 

38 

36 

0 95 


Source Bank of Baroda Evaluation Study of Comprehensive Tribal Development Scheme in 
Bansda p 9 


M 43 
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From fifteen villages in 1975, Mafatlals’ 
area of control extended to 24 villages after 
1978 towards the border and close to the 
Dang forests In Nirpan, a 'new' village, 
where a community lift irrigation scheme 
has been installed, the river is in a very deep 
valley but water is pumped uphill and flows 
through Mafatlals' PVC pipes 
As in Lachikadi, so in other villages too, 
it is mainly Mafatlals’ beneficiaries, who 
include its linkmen who were involved in 
FFW and NREP The 10 kg grains a week 
as wages to them was a useful technique to 
retain their loyalty Both schemes in theory 
are meant for those in distress the poorest 
of the poor who seek work and cannot find 
it It would not be irrelevant to also men 
tion that Mafatlals had ignored the experts' 
call in 1972 to plant trees wherever possible 
on the hillside to prevent erosion 
To sum up, there seems little doubt that 
the I/BH interest in the tribal area is to sell 
its new agri products and appropriate the 
surplus that accrued from its moderms ition 
programme Howtver, the I/BH would hive 
benefited much more it the marketability of 
its HOPE pipes had not taken longer than 
anticipated Yet it appropriated the agri 
cultural surplus product through the scrvic 
ing of bank loans of its beneficiaries Still 
another gain for the 1/BH that is not 
brought out in this paper was the tax relief 
under 15 cc for undertaking RD projects 
under IRDP It was able to use state resources 
for RD and benefited bv showing it as cor 
porate cost (Savur, 1985 46 53) 

Notes. 

1 On the very day the 35 cc tax concession was 
announced in 1961, 78 1/BHs asked for and 
were granted permission to participate in 
IRDP (COI 1979 1) Details regarding 
their spread and aica of control are 
available in Dighe (1975 25 48) and for 
manipulation of the state to achieve this 
see Savur (1975 9 13) and Duggal (1979 
1 17) 

2 The first collaboration led to the forma 
lion of the National Organic Chemical 
Industries Limited (NO< II) and the second 
to Polyolefins industries Limited (PIL) A 
pesticide factory was mooted in 1974 but 
was set up only in 1984 in the backward 
Ratnagiri district in Maharashtra 

3 Available evidence points to the possibility 
that BAIF is a subsidiary' of Mafatlals 
BAIFs veterinary products are manufac 
lured in collaboration with Hocchst and 
experiments in NF1 were earned out in 
BAlF’s centre in Urh Kanchan (Chemical 
Age, 1977 1051 53) 

4 Bansda taluka is divided into two wards for 
administrative purposes Mafatlals’ opera¬ 
tions are confined to the backward tribal 
ward But the ecology is favourable for fruit 
farming,jjflafallals’ plan is to bring a total 
shift in the cropping pattern 

5 In 1971 as much as 1,07,742 kg of gram was 
made available as grain loan to 3,826 
farmers it was funded by Bank of Baroda, 
Uni branch (CRa 1975 44, 9) 

6 Rs 4 54)tkh included the cost of construc¬ 


tion of a godown and a tractor unit (Ba 
1979 4) which are of little use to tribal 
peasants The tractor however is useful for 
SSST for hauling agricultural output and 
inputs on the rough hilly tracts to and fro 
from the godown 

7 The quantum of surplus lost varies 

8 The growth centre shifted in 1978 to the hilly 
border area of Dangs where the SF pro¬ 
gramme was initiated Here too the number 
of peasants who benefited is limited 

9 The main purpose of LIS was to introduce 
fine, long duration HYV varieties of wheat, 
jowar and castor (BB 1979 5) 

10 Small farmers (with average holding of 1 7 
ha) have converted 20 5 per cent of their 
total land holdings into kyari (wet) land as 
against 13 82 per cent by others (BB 1979 
17) 

H As a result the small farmers, although more 
progressive, had a net incremental income 
of only Rs 763 in contrast to Rs 1 337 of 
the large fai mtrs (BB, 1976 26) 

12 Incidentally Business India (1979) carries 
interesting information on the final test’ of 
PVC pipes in Mafailal held area in Bansda 
district after a freak flood It cost the 
government Rs 5 7 lakh The essence of the 
whole experiment is captured by financial 
Express, 28 2 1979 in its caption Rehabihta 
tion ot the Hood Victims the PI I Way’ 

13 When Mafatlals’ demand could no longer 
be justifiably met at the state level, resources 
were released from a different level, i e by 
the District Rural Development Agency 
(DRDA) vide sanction letter from chair 
man, DRDA and District Development Of 
ticer to Sadguru Agriculture Society (of 
SSST) Ref DRDA 6182 to 919dated 10 8 81 
Valsad 

14 Undaunted SSST continued to make 
demands on the state government vide let 
ttr dated 23 6 81 (Mafatlal Line 1981) 
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Financial Innovations and Credit Market 

Evolution 

V V Bhait 

financial innovations reduce transaction costs and risk and so bring about a widening and deepening of capital 
markets and contribute to acceleration of economic development through the favourable impact on saving, in¬ 
vestment and output This paper examines the relationship between finance and development and the nature and 
characteristics of financial innovations The author discusses the role of pohcv intervention in quickening the 
pace of financial development A case study of an innovative bank is used to illustrate innovations essential for 
financing small farm and non-farm enterprises and mobilising resources from middle and low income groups 
in developing countries 


THC role of the introduction and diffusion 
of innovations in the process of economic 
development has been well recogmstd in the 
literature since the seminal works of Marx 
Schumpeter and Kuznets However little at 
tention is paid to the significance of social 
innovations—and in particular, financial 
and fiscal innovations it is the broad theme 
of this paper that financial innovations tend 
to reduce transaction costs and risk—both 
subjective and objective—and as a result 
nnng about widtmng deepening and mte 
giation of capital markets, such financial 
development accelerates the pace of 
economic development through its favour 
tble impact on saving investment and 
output 

I he relationship between finance and 
development and the precise role of finan 
ual innovations arc discussed in Section I 
while Section II deals with the nature and 
characteristics of financial innovations 
Section 111 indicates the role of policy inter 
vcntion in quickening the pace of financial 
development in the developing countries 
The nature and characteristics of financial 
innovations essential for financing small 
farm and non farm enterprises and tnobihs 
mg rcsouices from middle and low income 
groups in the developing countries are 
illustrated by a case study of an innovative 
bank in Section IV Some concluding obser 
vanons arc made in the final section 

1 his papei is based on vast and varied 
literature, including the various studies 
relating to finance in the World Bank and 
especially in its old Domestic finance 
Division of the Development Research 
Department Because of constraints of space 
and time the theme is presented in the text 
somewhat tersely For the proper apprteta 
non ol the theme, it is essential to read the 
footnotes along with the text 

I 

Finance and Development 

The pace and pattern of economic 
development are a function, as Adam Smith 
very perceptively observed two centunes ago, 
of the sequential and circular relationship 
between the growth of (a) division of labour 


and (bj extent of the market for real goods 
and services 1 The innovations of money 
and finance tend to increase the size and 
extent of exchange relationships or markets 
and thus promote division of labour, leading 
to increasing returns to scale and technical 
change 

Monev as a unit of account and medium 
of exchange reduces the transaction and 
search costs involved m barter transactions 
Money as a store of value provides rime foi 
making purchase decisions, thus reducing 
the risk ol ill formed and hasty decisions z 
Thus, through reduction of transaction costs 
and risk, money tends to enlarge the size of 
the market for real goods and services and 
hence the possibility of division of labour — 
the two interacting mutually reinforcing 
forces that account lor a process of sustained 
economic development 

Just as money itduccs transaction costs 
and risk for contemporary exchagnes across 
space, credit or financial instruments reduce 
costs of transactions and risk for inter 
temporal exchanges of goods and services 
It is thus that the existence of a credit or a 
capital market enlarges the market for real 
goods and services The impact of money 
and capital markets on the market for real 
goods and services is similar to that of 
reduction of transport costs on trade 01 
exchanges across space 

Unlike the market for real goods and 
services, credit or capital markets are in 
herenlly imperfect in the sense that there is 
no certainty about the completion of a credit 
transaction A credit transaction involves a 
relationship between a lender and a borrower 
in time and hence in the context of un 
certainly A credit transaction is completed 
only when the borrower repays the amount 
borrowed, and there can be no certainty 
about 'his repayment 

ITrst, there is the borrower’s risk, the ex 
pected excess income required for repayment 
may or may not materialise But, in addi¬ 
tion, there is the lender’s risk, which has two 
elements One relates to the same risk with 
which the borrower is faced but the lender 
may have a different perception of the same 
risk The other element relates to the 
borrower s willingness to repav, even if he 
is able to repay he may not actually repay 
Both lender’s as well as borrower’s expecta 


lions with regard to the outcome in time— 
their perceptions of the riskiness ol (heir 
ventuics—are of necessity subjective, based, 
of course, on whatever data and information 
art available to each one of them and each 
one’s ability to interpret them ’ 

It may be observed that there is double 
counting of one part of the risk Borrower 
has a certain perception of the risk he faces 
with regard to, say, his investment project 
The lender too, takes into account the same 
risk about which he may have a different 
perception or expectation It the borrower’s 
subjective risk premuin, is r,, the lender’s 
risk or risk premium is r, + ar, (as the 
Under is likely to be more conseivative in 
his expectations than the borrower) plus r 2 , 
his subjective risk with regard to the bor¬ 
rower’s willingness to repay— the moral 
hazard problem 4 I he total risk premium 
thus, would be r, + ar, + r } This means 
lhal the borrower’s expected rate of return 
or profit, p, on his investment should exceed 
the pure interest cost i, by this magnitude, 
that is r, (a + 1) *- i, plus t, (lender s tran 
saction costs) and t h (borrower's transaction 
costs) E or a < redit transaction to take place 
the following condition should be satisfied 
r, (a + I) s i, + (!, + t h ) + i 

C redit oi capital markets conic into being 
and evolve as i result of financial innova 
tions that lend to reduce the total ol r 
(representing r, (a t- I) + r 2 ) and of tran 
saction costs, (representing t, + t b ) to a 
level that is mutually acceptable to both 
lenders and borrowers The evolving nature 
and chaiactcnsttcs of these markets, the 
dealers and the other participants and the 
credit or financial instruments are crucially 
shaped by the nature of financial innova 
lions that are feasible in a gnen socio 
economic context 

Financial innovations lend to reduce the 
lenders subjective risk to an exient much 
greater than they tend to increase transac¬ 
tion costs of lending and borrowing Risk, 
ol course can be reduced with belter and 
more accurate information bul this would 
involve an increase in transaction costs either 
'o the lender or to the borrowci or both 
Hence to be effective, an innovation should 
have risk leduung effect much greater than 
its cost increasing effect 
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II 

Nature and Characteristic <» of 
Financial Innovation** 

The evolution and integration ol capit *1 
markets through the introduction and dif 
fusion of financial innovations are not pos 
sible without some occupational spcciaiisa 
tion in the field of credit and finance Hence, 
the significance of dealers and intermedia 
ries Isolated and individualised financial 
transactions (lending and borrowing) among 
households and lirms have been and are 
quite important in certain sectors of the 
economy like agriculture and small enter 
prises, but for capital markets to evolve, it 
is essential to have dealers who specialise in 
financial transactions—that is, dealing in 
financial claims 01 instruments 

A dealer need not be an intermediary lie 
need not borrow in order to lend Ken tor 
a financial intermediary his lending activity 
is crucial tor his ability to borrow depends 
on the quality of his lending A credit con 
tract is completed only when the borrower 
repays his debt to the dealer in terms ol the 
original contrict bence it is the lender’s 
subjective risk and the innovations that 
reduce this risk thit assume critical sigm 
ficancc What then ire the nature and 
characteristic of such innovations' 

1 he degree ol subjective risk depends on 
how well a lender knows the prospective 
fear rower md about his abilitv and willing 
ness to repav Of course he can demand 
information from the borrower and appraise 
it, but such information may be costlv to col 
lect and further, may not even be reliable 

(a) lhe innovation of a personal 
guarantee reduces risk without at the same 
time incieasing transaction costs Such a 
guarantee has to be generally by a person/ 
firm with a well known historv and business 
reputation for financial integrity con 
siderablc assets and a business which enables 
him to judge the chaiacter and nature of the 
prospective borrowet A well established 
trader giving a personal guarantee lor 
another trader not known to the lender 
illustrates the nature of this innovation It 
is thus that a dealer s market expands Of 
course, this device becomes fctsible only 
when the market participants accept and 
adhere to a common code of business ethics 
violation of this code leads to nioial 
reprobation and excommunication from the 
market Such code and sanctions also pro 
vide the logic for the innovation of all tvpcs 
of co-operative credit arrangements among 
relatively homogeneous groups, who may 
not be considered credit worthy by other 
dealers and intermediaries landing by a 
dealer to individuals forming a homo¬ 
geneous and cohesive group against indi 
vidual as well as collective guarantees also 
belongs to this class ol innovations ' 
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(b) The innovation of short-term credit 
that is anewed or rolled over provided 
repayments are made regularly and in lime 
is a very economical and effective device ot 
selecting reliable and dependable borrowers 
oi avoiding the risk relating to adverse s elec 
non Short term loans for working capital 
or liquidity requirements have this rationale 
a regular borrower, who borrows as well as 
repays in time and who has the need to 
borrow at regular intervals for a known 
remunerative purpose poses much less risk 
than a new borrower without previous 
histoiy The loan size in these cases is a tunc 
tion ot the degree of lender’s knowledge ot 
the borrower what might appear as credit 
rationing is mcrelv a device lor reducing risk 
to acceptable levels 

(c) The innovation of interlinking credit 
transactions with trade transactions enables 
a iradtr to avoid the moral hazard problem 
if a farmer regularly sells his output through 
a trader the latter can deduct the principal 
and interest relating to his loan to the larmer 
from the sale proceeds due to the farmer 
1 his interlinking of crtdit and goods 
maikcts to reduce the lender’s risk is the 
device used by all tvpes of co operative credit 
and marketing societies On the same prm 
ciple, a landlord can provide credit to an 
agiicultural labourer or tenant by inter 
linking credit market with the labour 
market 6 

(U) Short term lending against personal or 
collective guarantees and/or to regular 
dependable and reliable borrowers is possible 
only in a context where the dealeis/lendeis 
have a fairly intimate and personal know 
ledge and information aboui the borrowers 
and thur occupations and assets But the 
maiket lor loans based on such personal 
contacts and on moral or social sanctions 
would doubtless be limited For enlarging 
and exptnding the market, some objective 
substitute for peisonal guarantees (formal 
or informal) becomes essential—a substitute 
that can have a legal sanction This is the 
logic of (he innovation of collateral or 
sec arm comprising real or financial assets 

It the borrower deals in or possesses 
goods/assets that are easily marketable 
without much risk of capital loss, the loan 
size could be made a function of the value 
of such assets the risk of capital loss can 
be reduced by having loan size which is 
smaller than the market value of such assets 
thus forcing the borrowei to use his own 
money to finance this margin This security 
cum equity type of innovation reduces 
lender’s subjective risk in two ways risk 
arising from the possible unwillingness of 
the borrower to repay virtually disappears 
and at the same time the risk relating to the 
borrower's ability to pay is also reduced as 
the borrower, because of his equity stake, is 
induced to manage his business as efficiently 
as he can 

(e) This innovation along with the innova¬ 


tion of credit money create conditions for 
the emergence of a bank witfl the capacity 
to create credit and thus to enlarge its scale 
of operations and take advantage of econo 
mies of scale, which tend to reduce transac 
tion costs of both the bank as well as its bor 
rowers Further, the bank can reduce risk in 
a number of watfv With economies of scale, 
it can specialise in and standardise certain 
types of financial transactions and thus 
reduce risk through better expertise Its scale 
enables it to pool and spread risks— the law 
of large numbers—which is the basis ol 
insurance 

(f) The security cum equity type of in 
novation creates also the conditions for the 
emergence of securities markets—markets 
for financial instruments like all types of 
bills bonds and shares This innovation of 
securities markets reduces transaction costs 
for both lenders and borrowers and the 
lender’s risk the latter is reduced because 
of the information provided by the market 
dealers and brokers to the lenders and the 
negotiability and marketability ot sccutitics 
of all tvpes I he borrower’s risk is reduced 
as a result ol the innovation of the joint 
stock company with limited liability 

(g) Where such securities markets do not 
evolve because of specific economic coneli 
tions, there emerges the innovation ot a 
universal bank —a bank that finances both 
short term and long term credit icquirc 
ments specifically ot industrial enterprises 
The lender s risk with this innovation is 
reduced because of not only the si unity or 
collateral provision but also the active in 
volvtment of the universal bank in the 
entrepreneutial managerial decisions of 
enterprises through its representation on the 
supervisoty boards of these entei puses s 
This management role of the bank has the 
same effect in reducing the lender s usk as 
has the equity type of innovation T/k in 
novation of universal bank leads to the 
evolution ot refined techniques of cash flow 
analysts* and project evaluation these 
techniques reduce the subjective risk of the 
lender by enabling him to make a leasonablv 
aceurate assessment of risk relating lo the 
ability to pay of the botrowing enterprise 

(h) It is somewhat difficult foi one tvpc 
of dealer to finance the acquisition of and 
take as security assets, with which that tvpe 
is not familiar Each class of dealers hence 
tends to specialise in one type of assets and 
thus in dealing with one class of borrowers, 
its technology for transactions and risk 
appraisal is in tune with this type of assets 
and the class of borrowers It would increase 
both transaction costs and risk for a dealer 
with a technology suited for one type of 
transaction to undertake a different type, 
unrelated to the one m which he has 
specialised For example, for a commercial 
bank which has acquired over time a techno 
logy for financing medium-large firms in 
industry and trade to finance agriculture or 
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small enterprises would not be a viable pro¬ 
position without first acquiring a new type 
of technology suited to these transactions, 
informal market dealers have a technology 
suited for financing small enterprises of all 
types and if a commercial bank wants to ex¬ 
pand its business in this type of transactions, 
it would be more economical and effective 
for it to lend to informal market dealers than 
to lend directly to the primary borrowers 10 
Anyway, the point is that since a given 
technology is related to a certain class of 
transactions (comprising certain financial 
instruments certain class of borrowers and 
certain assets as security), dealers who have 
acquired certain technology/cxpertise tor 
historical reasons would find it economical 
to undertake transactions related to their 
technology than to venture into fields that 
require a different type of technology Tb 
deal with a different class of borrowers with 
different assets requiring financing and as 
security, therefore, is a function of a new 
type of dealers Innovations that expand and 
deepen the scope of the capital markets thus 
are generally introduced by new entre 
preneurs and a new type of dealers with a 
technology and expertise as well as finan 
cial instruments that are different from those 
of the existing dealers It is thus that new 
markets evolve 11 

(i) Since financial innovations lead to a 
variety of specialised dealers and markets 
they create a diversity of financial mstru 
ments, each of them with certain unique 
characteristics and features This diversity 
of financial products enables primary 
savers/borrowers to make a choice among 
instruments that are better suited to their 
special requirements and thus stimulate 
saving in the torm of financial assets as well 
as borrowing that promotes a more efficient 
allocation and use of investible resources 
further, the competition tor mobilising 
financial resources from the primary savers 
among this array of specialised dealers tends 
to integrate the various financial markets 
0) Once the markets in specialised credit 
instruments evolve, it becomes possible for 
a large intermediary— commercial or invest 
ment bank—to take advantage of economies 
of specailisation along with economics of 
scale and scope, u and thus to deal in all 
types of credit or financial instruments, 
leading to the emergence after 1960 of what 
is called the innovation of Department Store 
Banking 11 Because of technological exter 
nalities, interrelationship among markets for 

various credit instruments (either because of 
comphmentarity or substitutability) and 
technological revolution in the field of 
information gathering, processing and 
transmission (because of the technical 
innovations in the fields of telecommunica¬ 
tions and computers), 14 this innovation 
tends to reduce transaction costs for both 
lenders and borrowers, and lender’s nsk 
Commercial and investment bulking tend to 


merge with each other and loans and secun 
ties become dose substitutes, giving rise to 
what is called securitisation of loans'* (as 
« happening, for example; in the Euro-dollar 
market as well as in the credit markets of 
the US) All these innovations relate largely 
to global markets, separate institutions deal 
mg tn specialised credit or financial in 
struments particularly in local and national 
markets have their own distinct niches and 
are; of course, important for cultivating and 
nurturing new markets 18 

PRtCONtin IONS K)R EMERGENCE OF 
Finxnciai Innovations 

What then are the preconditions for the 
emergence of such financial innovations 
whose nature and charactenstirs are broadly 
indicated in paragraphs (a) to (j) 1 
(i) Obviously no such innovations are 
possible without a general climate of 
trust and confidence among the market 
participants n inforted by the stability 
and predictability of an effective en 
forceable legal framework If the lenders 
and borrowers have to resort to legal 
safeguards for the greater part of their 
dealings the transaction costs would be 
prohibitive, hence, the significance of 
the general state of trust and con 
fidence At the same time, if there are 
no enforceable legal sanctions, the 
degree of risk in financial transactions 
would be inordinately high 
(n) Further there has to be monetary stabili 
ty The degree of uncertainty inherent 
in all credit transactions would be fur 
ther accentuated without some degree 
of monetary stability and thus the sub 
tect risk of the market participants 
would increase and their confidence in 
the market would be shaken 
(in) Finally, there should be no legal or 
customary obstacle or inhibition to ex¬ 
perimentation and innovation, parti 
cuiarly with regard to the so called 
informal credit markets The established 
large formal dealers are reluctant 
to change over from one type o( 
technology/expernsc to another, ob 
viously the subjective risk as well as 
transaction costs for the new untried 
technology appear to them to be much 
higher than those relating to existing 
technology Since informal market 
dealers operate largely on the basts of 
personal intimate information and 
knowledge, they arc in a much better 
position to identify new opportunities 
for Financial transactions—new markets 
requiring new products and processes— 
and at the same time, their transaction 
costs and risk for such experimentation 
are, foi obvious reasons, unlikely to be 
high Further, with the growth and ex¬ 
pansion of the formal markets with 
economic evolution, the informal 


dealers have a certain compulsion to 
innovate Thus, quite often, new 
markets with new innovative products 
are created and nurtured by the in¬ 
formal market dealers, once these new 
markets grow to a certain size; the for¬ 
mal markets with their scale economies 
are in a position to introduce the new 
products and thus compete effectively 
with the informal markets This vital 
role of the informal markets in identi¬ 
fying new opportunities for financial 
transactions and in introducing innova 
t ions—new financial instruments and 
new processes or technology for apprai¬ 
sing risk and soundness of purpose_ 

for creating and nurturing new markets 
is little appreciated in the literature as 
well as by the policy makers 17 

III 

Role of Public Policy 

Innovations are generally spontaneous but 
they can also be induced by policy interven¬ 
tion However, innovations induced by policy 
intervention are ol two types one is cost and 
risk reducing, while the other relates to over¬ 
coming and offsetting the negative impact 
ot general policy and is cost and risk 
increasing 

Cost Risk Increasing Intervenion 

Interest rate ceilings and credit allocation 
quotas prescribed for, say, commercial banks 
by central bank/government authorities with 
a view to enlarging the (low of credit to, say, 
small enterprises of all types (including those 
in the agricultural sector) are self-defeating 
and in fact, raise the cost of credit to the very 
sector that the government intends to sup¬ 
port Since the transaction costs and risk 
for dealing with small enterprises are higher 
for the banks than those for medium-large 
enterprises in the trade industry sectors, the 
banks either would not lend to the small 
sector or forestall the government directives 
by passing on a greater part of their costs 
and risks to the small sector through non¬ 
interest charges of various types 19 If the 
banks do literally implement government 
directives, their financial viability would be 
adversely aifected and this would endanger 
the health of the financial system, resulting 
n undesirable consequences for economic 
development generally and the development 
of the small sector in particular Anyway, it 
is simply meaningless to fix the price as well 
as the quantity, for, this would lead to credit 
rationing and queues and thus considerable 
scope for corruption 

Arbitrary interest rate ceilings on lending 
by the banks lead to low interest rates on 
deposits and this has the effect of diverting 
private saving into commodities or private 
lending—both of which adversely affect the 
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evolution of financial markets 

Another instance of such negative policy 
intervention is the variety of restrictions 
placed on the functioning of the informal 
credit market This market actually mobilises 
resources from and purveys credit to sectors, 
which are generally not within the purview 
of the formal market Restrictions of its 
activity, therefore; either lead to higher costs 
of credit or to simply non-availability of 
credit to these sectors, further, the resources 
that this market mobilises may be diverted 
to commodity hoarding and speculation 20 

Cost Risk Reducing Intervention 

There are, however, types of intervention 
which have an impact similar to financial 
innovations or which may induce such in¬ 
novations For example, deposit insurance 
would reduce subjective risk of primary 
savers and thus may increase the rate of 
financial saving Viable credit guarantee 
schemes for agriculture and small enterprises 
may reduce the subjective risk of the dealers 
and may induce them to lend to these 
sectors Deliberate policy of well-designed 
extension (through branch expansion) of the 
banking system along with credit allocation 
quotas and some fixed sum subsidy may 
induce banks to change their agenda and 
technology so as to reduce the overall tran 
saction costs and risk to both lenders and 
borrowers Effects e and sell-supporting 
crop insurance schemes may reduce the risk 
ot lending to the farm sector and may at the 
same time result in resource mobilisation 
greater than would otherwise occur By im¬ 
proving the access of farmers and small 
enterprises to financial and technical con 
sultancy services, their productivity can be 
raised, thus reducing the risk of lending 21 
By exempting saving in tht form of financial 
assets from taxable income, the real rates of 
return on financial saving can be raised and 
thus the rate of financial saving could in¬ 
crease 22 A fixed sum subsidy to, say, a 
commercial bank to cover the initial fixed 
cost of acquiring financial technology 
required for effective and economical lend 
mg to small enterprises or to open a branch 
m an unbanked area can make it possible 
for the bank to introduce such financial in 
struments as are suited to the needs of the 
potential depositors and borrowers 23 

The impact of policy intervention on the 
capital markets, thus should be judged on 
the basis of this simple criterion does it 
reduce overall transaction costs and risk 
associated with financial transactions If it 
does not have this cost-risk reducing effect, 
it would harm rather than help the evolu¬ 
tion and integration of capital markets 24 

The nature and characteristics of financial 
innovations essential for effective and viable 
financuig of small enterprises (including 
small farms) and mobilising resources from 
small savers are illustrated by a case study 


of an innovative commercial bank—the 
Syndicate Bank—in the next section 

IV 

Financial Innovations The 
Syndicate Experience 25 

Till 1969, the large city-based banks in 
India concentrated on financing large m 
dustry and trade in the urban areas Their 
transaction costs for these markets were 
quite low-well within the range of 1 5 to 2 
per cent, which Keynes indicated many years 
back as the level below which interest rates 
cannot fall 26 They did not enter the field 
of small-medium enterprises m the farm and 
non farm sectors In these markets, their 
transaction costs would have been very high 
and at the terms on which they could have 
lent, it was not possible to widen and deepen 
these markets 

CHARACTl R1S1ICS OF THE SYNDIC ATE 

For a new bank, it was difficult to com¬ 
pete with these city banks in their markets 
It had to enter a new field—a non 
competitive field—and this related to small- 
medium enterprises This objective oppor¬ 
tunity was there but to seize it required an 
innovative approach to banking—mtroduc 
tion of new ‘products’ and ‘processes’ to 
reduce transaction costs And this is precisely 
what the Syndicate Bank did since its origin 
in 1925 

Located in a small town called Mampal 
(the only bank with a head office m a rural 
area) and starting with an initial paid up 
capital of only Rs 8,000, its subsequent 
growth has been remarkable. From a negligi 
ble share in banking business till 1950, its 
share rose to about 1 per cent in I960 and 
4 per cent in 1975 Still, it was unhke the city- 
based banks particularly till 1969, when it 
was nationalised along with the other 
thirteen major banks In 1968, 32 per cent 
of its branches were in rural areas, tor the 
entire banking system, the share of rural 
branches was only 22 per cent Its loans to 
agriculture and small enterprises constituted 
30 per cent of its total loans, for the other 
banks, such loans were less than 8 per cent 
of their total loans Ninety per cent of its 
deposit accounts were small accounts (below 
Rs 1,500) accounting for 50 per cent of its 
deposits, and 50 per cent of its borrowing 
accounts related to small medium enter¬ 
prises, their share in total borrowing being 
30 per cent 

Its average interest rate on loans was not 
much higher than that of the city banks, in 
the fifties and sixties, it was about 2 perccn 
tage points higher than that of the State 
Bank of India—the largest commercial 
bank—and from early seventies, it has been 
more or less the same as charged by the 
major city banks How did it, then, manage 


to grow so rapidly even with concentration 
on markets, which the city banks found to 
be unremunerative^ Obviously, its transac¬ 
tion costs must have been comparable to the 
costs of lending to targe industry and trade 
by the city banks 

Transaction Costs and Functional 
Cost-Structure 

We do not have complete data on the cost 
structure of the city banks However, the 
data on establishment expenses are available; 
establishment expenses include a large part 
of administrative costs but do not include 
default risk (bad debt provision) The ratio 
of establishment expenses to total deposits 
for the Syndicate was slightly higher than 
that for the banking system m 1951 and 1961, 
but since then, this ratio is in fact somewhat 
lower for the Syndicate than that for the 
banking system Quite surprisingly, the 
Syndicate ratio is comparable to that of the 
Insured Commercial Banks in- the United 
States 

Much more interesting, however, would be 
the comparison of the functional cost struc 
ture of the Syndicate with the other city 
banks, who have been financing small- 
medium enterprises particularly since 1969 
However, such data are not available for any 
bank in any country Even for the Syndicate; 
we could obtain such data only for 1975, 
they were compiled by the Syndicate 
especially for our purposes One other major 
commercial bank located in Bombay could 
give us these data again only for 1975 

The overall transaction costs of the city 
bank art lower than those for the Syndicate, 
this was to be expected as this city bank’s 
lending to small enterprises constitutes on¬ 
ly 25 30 per cent of its total lending, while 
the share of small enterprise lending in the 
total for the Syndicate is about 40 per cent 
However, the city bank’s costs are more (hue * 
three times those of the Syndicate for len 
ding to agriculture and small enterprises 

Again, for deposit mobilisation, the Syn¬ 
dicate's administrative costs are much lower 
than those of the city bank The interest 
costs of deposits are obviously somewhat 
lower for the city bank as demand deposits 
constitute a much higher proportion of its 
total deposits 

Factors Accounting tor 
Low transac mon Costs 

The significant question which arises in 
this context is how and through what 
mechanism the Syndicate has been able to 
service a large number of small accounts— 
deposit as well as borrowing accounts—and 
thus provide credit to the small enterprises 
at a cost which rajnuch below that of the 
city banks 

Briefly, it is a new style of banking—an 
innovative approach to banking—that seems 
to explain this phenomenon, the creative 
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adaptation of the banking technology to suit 
local conditions seems to be the crucial 
lactor 

(1) New Entrepreneurs v 

This adaptation was possible because of 
the characteristics of the leadership The pro 
moters came from a lower-middle class 
background, they belonged to a community 
which respects learning None of them came 
from an industrial house, the city banks were 
started by promoters wtio had close links 
with large industry Of the thrtc promoters, 
one was a medical doctor one an engineer 
and the third a trader dealing in handloorn 
cloth 

All of them were participants in the move 
ment ot socio-economic alorm initiated bv 
Mahatma Gandhi 1 hc> had a powtrlul 
motivation for the socio cconomu uplift of 
the community and the region to which thev 
belonged, hard work, education and thrift- 
these they cunsideied crucnl for socio¬ 
economic rtlorm They had not merely a 
passion foi rtform I hey had not mtrcly a 
hard headed business sense J hey had both 
And banking was considered by them as an 
instrument for the purpose to sirve as in 
effective instrument it Ind to be viable and 
gam vitality lot growth 

They were responsible loi establishing 
educational institutions- a school in each 
village in then di tint and in education 
complex a type ot umvcrsitv centre it 
Mantpal—the village to which they belong 
ed The bank management helped the pto 
cess but, at the same time they were con 
suous of the deposit potential ot these in 
stilutions I he bank provided employment 
opportunities for the educated members of 
the local community, but this helped in 
having a dependable and dedicated stall 
The bank helped the farmers and small 
enterprises bv providing technical assistance 
but this enlarged then business The bank 
cultivated the habit id thrift in the com 
mumty through a new deposit scheme 
called pigmy deposit but this enlarged ihc 
bank’s resources 

(2) Recruitment and Promotion l-’oln ies 3 * 

lhe major faetoi responsible lor the 

relatively high productivity of the staff has 
been its recruitment policy It selects relative¬ 
ly unsophisticated persons with local con 
tact and tural or semi-urban background 
and, unlike the city banks it has preferred 
again high school graduates to graduates ot 
postgraduates fiom a university Their 
familiarity with the local scene and their 
contacts enabled them to expand Syndicate 
business in a variety of ways, they inspire 
confidence in potential depositors, they are 
able to appraise well the soundness of pro 
jeets and theeiedit worthiness ol borrowers 
and to assess the business potential of the 
area in which they function The informa¬ 
tion costs thus are reduced, persons without 
this background would have to collect more 
information and spend more effort and time 
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m appraising the soundness of borrowers 
and their schemes 

Since they are high school graduates, they 
enter the banking business at a fairly young 
age and thus are more adaptable Again, 
since they would not have gotten such a job 
in the city banks, they consider themselves 
fortunate and hence are more dedicated, 
dependable and disciplined than the 
graduates They are prepared to do con¬ 
siderable Field work, which is so essential for 
attracting, maintaining and supervising 
small accounts And, of course, their pay 
scales are lower than those for the graduates 
in the city banks, the Syndicate average 
salary per employee even now is 20-30 per 
cent lower than that in the city banks And 
their academic qualifications are adequate 
for the banking business Persons with 
university degrees are, in fact, over qualified 
for a large number of jobs in a bank, from 
the point of view of the institution, such per¬ 
sons arc less adaptable, more ambitious and 
less disciplined than those who have com 
plctcd high school education 

T he promotion policy of the bank is such 
as to build staff morale and avoid discon 
tent and demoralisation Somewhat on the 
Japanese style, a person is promoted salary 
wise and grade-wise on the basis of seniori¬ 
ty, provided there are no consecutive adverse 
repoi ts on his efficiency But such a promo 
tion does not mean that he would gel a more 
responsible functional assignment 
Seniority wise promotion in a salary grade 
is divorced from functional promotion 
Responsible positions are assigned to bright 
persons without affecting adversely the 
salarv wise promotion of others and without 
affecting favourably their own salary grades 
Functional promotion thus is a type of 
reward tor the really deserving , he wins 
recognition tor his worth The others are not 
discontented as their salary wise promotions 
are not affected 

This divorce of functional promotion 
lrom seniority wise promotion m a salary 
grade helps the bank in selecting persons for 
senior management positions For the top 
few jobs which are on a pure selection basis, 
the bank has a choice from among the per¬ 
sons who are rcaly competent—those who 
arc promoted function-wise 

There is another characteristic of the 
bank’s recruitment policy which is worth 
noting In cases where it is feasible, the bank 
recruns married couples The stability, 
reliability and dedication of such couples 
have been significant—more than those of 
the other employees 

This recruitment and promotion policy is 
reflected in the productivity of the Syndicate 
employees The deposit accounts handled 
per employee are 287 for the Syndicate, while 
they are only 120 for the banking system as 
a whole Again, the borrowing accounts per 
employee are 48 for the Syndicate as against 
onlv 14 for the banking system The syn¬ 


dicate productivity differential as compared 
with the city banks obviously would be much 
greater than what is indicated by these 
figures for, here the comparison is with the 
average for the banking system as a whole. 
If the wage differential is considered along 
with the physical productivity differential, 
the productivity differential m fianancial 
terms would indeed be much more signi¬ 
ficant than the physical productivity 
differential 

(3) Technical Assistance 

The bank provides technical assistance to 
farmers as well as small industrialists It has 
a special staff for the purpose The farm 
representatives art a special cadre of young 
officers recruited from the agricultural 
universities and specially trained for the 
banking business Similarly, for the small 
industry sector, the bank has a cadre of 
industrial engineers and technicians 

bach one of these officers looks after 
several branches—about 5 to 10—depending 
upon local conditions The bank’s policy of 
opening branches in dusters in a given 
region helps it to spread the costs pf these 
special cadres over a number of geogra 
phically contiguous branches 

The technical assistance provided, of 
course, helps the borrowers but at the same 
time n enlarges bank’s business and reduces 
its risk These special cadres are able to 
appraise credit proposals in the field—they 
provide an effective appraisal machinery 
But at the same time, their periodical field 
visits provide an effective machinery for 
supervision as well as recovery of loans 

(4) Decentralised Decision Making and 
Avoidance of Paper Work 

The volume of work involved cannot be 
effectively handled without decentralised 
decision making T he loans to farmers and 
small enterprises are sanctioned by the 
branch managers with the advice of the 
technical cadre, there is no reference to the 
head office and thus the head office costs 
for such loans are negligible 

Again, there is much more emphasis on 
field work than desk work—on local deci¬ 
sion making and initiative than on paper 
work The branch and the branch manager 
are judged on their overall results—the 
volume of deposits and the magnitude of 
loans and their recovery, the bank, thus, 
exercises utmost economy in the sphere of 
documenting information and its transmit 
tal to the head office Such reporting pro¬ 
cedures would increase costs and divert lhe 
attention of the branch manager from bank 
ing business to collecting and documenting 
such information—which is hardly relevant 
for dictston making either at the branch level 
or at the head office level 

Of course, after nationalisation in 1969, 
these information costs have increased 
because of the Reserve Bank of India direc 
tives and requirements But still, the manage 
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ment is alert to keep them within certain 
limits The central banks and the inter 
national banks do have a craze for informa 
non and demand from the intermediary and 
final lending agencies type of information 
which may be enlightening for researchers 
but is irrelevant for real decision making, 
they still have to realise that there are costs 
involved—sometimes as large as 1-2 per cent 
of the loan portfolio Instead of reducing 
transaction costs, they raise them 29 

(5) Innovative Deposit Schemes 

The bank has introduced a variety of in¬ 
novative deposit schemes linked to motives 
to save. One recent example, is the farmers’ 
protection deposit scheme In times of dire 
necessity arising out of crop failure, the 
farmer is eligible for a loan equal to double 
the amount of deposits outstanding m his 
account This deposit earns interesi at 5 per 
cent per annum and the loan is at a conces 
sional rate of 9 per cent per annum- 
repayable over a period of three years The 
small farmer does not save normally in the 
form of a financial asset, interest rate on 
deposits is not much of an attraction to him 
particularly when his transaction costs are 
high But he can be induced to save m the 
form of a deposit if it is linked with bor 
rowing at a time of crop failure In the 
absence of crop iiisumiicc, this is the type 
of saving which the farmers need 3,1 

This principle of linking deposits with Itn 
ding for a specific purpose has been applied 
by the bank in several cases A tanner for 
example, would get a loan for the purchase 
ol a pump set if he has accumulated 25 pci 
cent of the cost as lived or saving deposits 
A small industrialist gets a loan for 
machinery purchase it he accumulates more 
than 20 per cent of the cost as deposits Such 
schemes help the bank in mobilising deposits 
as well as judging the seriousness of purpose 
of the borrower, at the same time because 
of the assurance of a loan tht borrower has 
inducement to save. Without such assurance, 
in many cases, there would not be saving 
enough foi investment and, hence, there 
would be a strong temptation to use it up 
for financing emergencies or social 
expenditures 

But the one deposit scheme for which the 
bank is known is the Pigmy deposit 1 his 
was introduced by the bank in 1928 and was 
part of the crusade of inculcating the habit 
of thrift among relatively poor people. At 
the same time, the promoters regarded it as 
g business opportunity This opportunity 
vvis not seized by the other banks because 
of the transaction costs involved in collec¬ 
ting small deposits from a large number of 
relatively uneducated and poor customers 

The Syndicate however, devised a scheme 
that proved to be financially profitable for 
the bank and at the same time attractive to 
the depositors The principle of the scheme 


was simple it involved aoor-to-door collec¬ 
tion of a given amount of deposits (as low 
as 25 paise) at stated intervals Quite a large 
number of people—workers, petty shop¬ 
keepers, vegetable vendors, hawkers, small 
traders—it was thought, could save these 
small amounts per day or week or month 
But they do not have time to go to a bank 
and deposit this amount regularly This 
potential saving was not realised as the poor 
had no semi-contractual obligation to 
accumulate. With agents appointed to col¬ 
lect such deposits, this saving capacity and 
inclination can be lapped 

And thus, the Syndicate introduced this 
Pigmy deposit to be collected periodically 
from the doorsteps of the saver The com 
mission rate was linked with the amount of 
deposits collected and has not exceeded 1 per 
cent per annum The interest was 3 13 per 
cent per annum provided the saver did not 
withdraw from the scheme for seven years 
A depositor saving 0 12 rupees daily could 
accumulate at the end of the seventh year 
Rs 350 Within this period, the saver could 
borrow from the bank against the security 
of his depost 

Such was the original scheme Its specific 
features have varied after 1969 but the broad 
principle still remains the same 

On an average the total cost to the bank 
of this long-term deposit has varied between 
3 5 per cent pei annum significantly lower 
than the cost of a 3 to 5 year fixed deposit 
Even in 1975 its tot ll cost was only 5 52 per 
cent is igainst the cost of fixed dtposits at 
13 per cent 

7 he bank was thus able to seize a business 
opportunity without competition from the 
other banks till I960 Hie Pigmy deposits 
constituted 14 15 per cent of total deposits 
in 1946, this proportion rose to 21 per cent 
in I960 Since then its relative significance 
has declined with the faster growth of the 
other deposits and competition of the other 
banks Still even in 1975, these deposits con¬ 
stituted 7 8 per cent of total deposits In 
absolute terms, these Pigmy deposits are cur 
rently more than ten times their amount in 
1960 

Tor the saver, such a deposit enabled him 
to accumulate his small saving into a fairly 
sizeable figure m seven years Without this 
facility, very likely he would not have saved 
or, at any rate, saved as much His motiva 
non to save has been to accumulate for 
emergency or other anticipated expenditures 
rather than the inducement of earning in 
terest This deposit, thus, has been linked 
with this type ol motive among the relatively 
poor 11 

Even the commission paid to the agents 
has not been a net loss to the bank The 
agent has to keep a security deposit with the 
equal to 10 per cent of his commission, this 
is done for minimising the danger of the 
agent disappearing with his collection 
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C entral Bank Response to Syndicate 

INNOVAI IONS 

The Central Bank—Reserve Bank of 
India—itself has been innovative in many 
ways 3 ’, but with regard to the unconven¬ 
tional practices of the Syndicate, it took a 
negative attitude. The Syndicate till 1965 was 
considered as an unsophisticated rural bank 
and the Central Bank did not like some of 
its innovations This is an instance of how 
central regulatory agencies—particularly 
when they try to imitate rather than adapt 
the technology of a developed country— 
come in the way of creative adaptation of 
modern technology 

(1) W'Kh regard to the Pigmy deposits, the 
Syndicate permitted its own employees to 
work as agents during thur spare time For 
the bank this was one of the ways of reduc¬ 
ing its wage costs and increasing its business, 
for the employee it was an incentive to earn 
more But in 1962, the Central Bank found 
this practice to be objectionable on strict 
banking principles and prohibited the Syndi¬ 
cate from engaging its own employees as 
agents 

(2) 7 he Syndicate wanted to set up an 
agricultural demonstration faim in 1964 to 
enable it to promote the adoption of new 
high yielding seeds bv the farmers The 
C entral Bank considered such a venture in 
technical assistance as not consistent with 
healthy banking practices Hence, the Syndi 
cate had to think of other ways It induced 
the progressive farmers to set up a volun 
tary organisation called Syndicate Agri 
cultural Foundation, the management in fact 
is looked after by the bank—the bank pro¬ 
viding financial assistance to the foundation 
through annual giants 

(3) In 1960 the bank pioneered a unique 
investment sersiee thiough us investors’ 
agency department I his service enabled the 
middle income gioup savers to invest tn 
shares of reputable companies The persons 
joining the scheme were assured of a return 
of 9-10 per cent per annum on their saving, 
the bank in turn invested these sums in 
shares This scheme became very popular 
with middle income groups in semi urban 
areas—persons who were not familiar with 
the stock market It was a precursor to the 
Central Bank sponsored Unit Trust of India 
However, this service had to be withdrawn 
in 1965 as the Central Bank thought it could 
compete with the Unit Trust of India that 
was set up in 1964 

It is pertinent to note that since 1969 
nationalisation of-44 major banks, the 
Central Bank has been inducing the banks 
to expand their branches in rural areas so 
as to provide credit (,o small enterprises in 
both the farm and non-farm sectors With 
this emphasis on the widening and deepen¬ 
ing of the geographical and functional scope 
of the banking system, the Syndicate has 
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recently been regarded by the Central Bank 
as a Model Bank 

V 

Concluding Observations 

Credit or finance is one of the strategic, 
factors that determine the pace and pattern 
of socio-economic development It facilitates 
as well as stimulates the development pro 
cess 31 Thus, the credit or financial system 
has what economists call externality Public 
or government intervention, hence, is essen 
tial to promote and develop a sound credit 
system The public agency, which has to 
perform this function, is obviously the 
Central Bank, which has to act as leader, 
promoter, co-ordinator and regulator of the 
entire financial system 

It is the function of the Central Bank to 
create conditions favourable for financial m 
novations that widen and deepen the credit 
or capital market through the introduction 
of new processes and products (credit m 
struments), cultivation and nurturing of new 
markets and introduction of new institu¬ 
tional and organisational structures The 
single most important criterion of the eftec 
tiveness of Central Bank action is the extent 
to which its policies reduce overall transac 
tion costs and risk relating to all types of 
credit transactions, essential for accelerating 
the pace of development in the light of the 
country's development objectives and 
strategy For this purpose, a central bank in 
a developing country has to have, what I 
have called elsewhere, a development 
orientation 54 

A credit system can also distort and 
obstruct the development process because of 
what Keynes calls "the inherent instability 
of credit" 1 ' To quote Hicks “But on the 
other side there is the penalty that the credit 
system is an unstable system It rests upon 
confidence and trust, when trust is absent, 
it can just shrivel up It is unstable in the 
other direction too, when there is too much 
'confidence' or optimism it can explode in 
bursts of speculation Thus, in order lor a 
credit system to work smoothly, it needs an 
institutional framework which shall restrain 
it on the one hand, and shall support it on 
the other it must be managed by a cen 
tral bank, whose operations must be detei- I 
mined by judgment, and cannot be reduced 
to procedure by a mechanical rule” 3 * 

This regulatory function of a central bank 
can be performed in less developed countries 
much more effectively when it also performs 
the function of promoting a sound and 
healthy financial or credit system Its 
regulatory and promotional functions, thus, 
are vitally interrelated lb perform both 
these functions effectively, it requires a cer¬ 
tain degree of autonomy of functioning 371 
This autonomy is eroded especially since 
196S in both the developing countries as well 


as the developed countries like the US 
because of the impact of fiscal policy on the 
credit or financial markets—national as well 
as international—resulting in the mstabili 
y of credit and international debt crisis, 
already affecting the development process 
particularly in some of the developing coun¬ 
tries and the functioning of the international 
credit markets The autonomy of central 
banks and the conditions for the emergence 
of an international central bank are com¬ 
plex issues, they are related to the discipline 
of political sociology—a type of inquiry that 
can analyse the causal factors responsible for 
the behaviour of actors in the political field 

Notes 

1 See Adam Smith, “The Wealth of Nations”, 
Book 1, Chapters I to 3 edited by Andrew 
Skinner (Penguin Books, 1970) Allyn 
Young regarded the Smith relationship 
between division of labour and extent of the 
market as "one of the most illuminating and 
fruitful generalisations which can be 
found anywhere in the whole literature of 
economics' See Allyn Young, 'Increasing 
Returns and Economic Progress’, in The 
Economic Journal (Volume 38, Number 
132, December 1928) For an elaboration of 
the theme, see Nicholas Kaldor, ‘The 
Irrelevance of Equilibrium Economics', in 
The Economic Journal (Volume 82, 
Number 328, December 1972) 

2 See John Hicks, ‘The Crisis in Keynesian 
Economics", pp 33 37 (Oxford Basil 
Blackwell, 1974) and "Money, Interest and 
Wages", p 238 (Cambridge, Mass, Harvard 
University Press, 1982) 

3 Credit markets operate in the context of 
uncertainty and the perceptions or expec 
tations with regard to the future are dif 
ferent as between lenders and borrowers, 
different lenders, again, have different 
perceptions with regard to the same bor 
rowers or the same class of borrowers This 
asymmetry of information and expectations 
among different classes of lenders and bor 
rowers account for the following unique 
characteristics of the credit or financial 
markets 

(1) Supply of and demand for credit are 
related not only to interest rates but also 
to other variables, hence supply and de 
mand schedules for credit relate to terms 
of credit and not merely to interest rates, 

(2) Supply and demand schedules for credit 
are interdependent, 

(3) If demand is related only to interest rata 
(here is the phenomenon of credit 
rationing, 

(4) The market structure is complex and a 
whole spectrum of market structures 
from monopoly to competition— 
like oligopolislic-oligopsonistic, 
monopolistic-monopsonisuc, competitive 
monopoly, etc—exist within the struc 
ture of credit markets 

See m this connection, (a) J E Stiglitz, 'In 
formation and Economic Analysis A 
Perspective’ in Supplement to the Economic 
Journal (Volume 93), (b) Arvind Virmaru, 


‘The Nature of Credit Markets in Develop¬ 
ing Countries' (Washington World Bank 
Staff Working Paper Number 564,1982), 
and V V Bhatt arid Aian R Roe, “Capital 
Market Imperfections and Economic 
Development" (Washington World Bank 
Staff Working Paper No 338, 1979) The 
mainstream economic theory does not take 
into account these unique features of the 
credit or financial markets and thus tends 
to regard them as "market imperfections”, 
while they are actually inherent in the very 
functioning of credit markets See m this 
connection, George J Stigler, ‘Imperfections 
in the C apital Market’, Journal of Political 
Economy (June 1967) 

Sometimes, tfie perceptions or expccta 
lions of both lenders and borrowers change 
in the same direction as expectations tend 
to be based on what Keynes calls, “average 
opinion thinks about average opinion” or 
what Pigou calls “errors of optimism 
pessimism” This results in, “inherent 
instability of credit” See m this connection 
(a) John Maynard Keynes, “A Treatise on 
Money ’, Volume I p 27 (London Mac¬ 
millan and Co, 1930), (b) John Hicks, 
“Money Credit and Wages”, p 674 (Cam 
bridge Mass Harvard University Press, 
1982) and (i) R G Hawirey, “Currency and 
Credit ’ p 4 (London Longmans, Green 
and Co 1919) 

Anylvsis of all these unique character! 
sties of the credit or financial markets 
would require a separate paper Here 
the emphasis is only on the nature and 
characteristics of financial innovations 

4 On this, see John Maynard Keynes, "The 
General Theory of Employment Interest 
and Money” (New York Harcourt, Brace 
and World Inc, 1964) To quote 
TWo types of risks affect the volume of 
investment The first is the entre 
preneur’s or borrower's risk Now the 
first type of risk is, in a sense, a real social 
cost, though susceptible to diminution by 
averaging as well as by an Increased ac¬ 
curacy of foresight The second, however, 
is a pure addition to the cost of invest¬ 
ment Moreover, it involves m part a 
duplication of a proportion of the en 
trepreneur's risk, which is added twice to 
the pure rate of interest For if a ven¬ 
ture is a risky one, the borrower will 
require a wider margin between his expec¬ 
tation of yield and the rate of interest in 
order to induce him to lend This 
duplication of allowance for a portion of 
the risk has not hitherto been emphasised, 
so far as I am aware, but it may be 
important in certain circumstances 
(pp 144-43) 

3 For a historical account of financial innova 
tions, see John Hicks, “A Theory of 
Economic History” (Oxford Oxford 
Univemty Press, 1969), Chapters V and VI 

6 See in tlus connection, A Braverman and 
T N Snmvasan, 'Interlinked Credit and 
Tenancy Markets in Rural Economies of 
Developing Countries' (World Bank Staff 
Working Paper No 433, Washington, 
October 1980) 
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7 See Alexander Genchenkron, “Economic 
Backwardness in Historical Perspective” 
pp II16 (Cambridge, Mass Harvard 
University Press, 1962) To quote 
In particular, the story of the credit 
mobilier of the Brothers Pereire is often 
regarded as a dramatic but, on the whole, 
rather insignificant episode It seems to 
be much better in accord with the facts to 
speak oft truly momentous role of invest 
ment banking of the period for the 
economic history of France and of large 
portions of the continent But more 
important than their slavish mutations was 
the creative adaptation of the basic idea 
of the Fereires and its incorporation in the 
new type of bank, the Universal Bank 
which, in Germany, along with most other 
countries on the continent, became the 
dominant form of banking The difference 
between banks of the credit mobther type 
and commercial banks in the advanced 
industrial country of the time (England) 
was absolute. Between the English bank 
essentially designed to serve as a source of 
short term capital and a bank designed to 
finance the long run investment needs of 
the economy, there was a complete gulf 
The German banks, which may be taken 
as a paragon of the type of the Universal 
Bank successfully combined the basic idea 
of the credit mobilier with the short term 
activities of comtrual banks the 
banks acquired a formidable degree ot 
ascendancy ok industrial enterprises, 
which extended far beyond the sphere 
of financial control into that oj entre 
preneurial and managerial decisions, (italics 
added) 

8 See J Cable, ‘Capital Market Information 
and Industrial Performance The Role of 
West German Banks' The Economic Jour 
nat (Volume 95, Number 377, March 1985) 

To quote 

As is well known, German companies 
make little use of their relatively 
undeveloped external capital market, and 
depend heavily on the banking system for 
their external finance. Moreover, the banks 
not only supply or arrange access to 
investment funds, but are also extensively 
represented on the supervisory boards of 
companies, and in control of very large 
blocks of equity voting rights The system 
of industrial financing which results can 
be viewed as one of ‘ quasi internal capital 
markets", with potentially important 
informational and transaction costs 1 m 
plications there is a significant positive 
relationship between the degree of bank 
involvement in leading industrial com 
panies and their financial performance 
(pp 119 and 130) 

9 For this and other financial innovations 
that emerged after 1960 see Janet Kelly, 
“Bankers and Borders", (Cambridge, Mass 
Ballinger Publishing Company, 1977), 
Chapter 6 The pure security approach is 
described as “backward looking”, while the 
cash flow approach as "forward looking” 

1b quote “While the British banks would 
make advances to Rolls-Royce because 


of the extensive assets of the company, 
American banks would assess the com¬ 
pany s cash flow to see tf the company 
would be able to service the loan over the 
necessary period“ (p 131, italics added) 

10 Such a link is illustrated bv (he experience 
of rural banks and private development 
banks in the Philippines See Katrine 
Anderson Saito and Dan P Villanueva 
“Ihinsaction Costs of Credit to the 
Small-Scale Sector in the Philippines’, 
(Washington World Bank Domestic 
Finance Studies No 53, December 1978) 

11 See Joseph A Schumpeter, "Business 
Cycles’ Volume 1 (New York McGraw Hill 
Colne, 1939) Schumpetereinpndsisesthat 
innovation is generally introduced by the 
rise of leadership of New Men, setting up 
a New Firm and with a New Plant See 
pp 93-97 

12 See John Hicks, “Capital and Growth” 
(Oxford Clarendon Press, 1965), p 292 

13 See R W Goldsmith, ‘Some Reflections on 
the Past, Present and Future of Financial 
Institutions’ (Mimeo, 1974) 1b quote 

There are two tendencies at work which 
have already operated since the early 
history of financial institutions, tendencies 
which you may call the specialty shop and 
the department store principle A specialty 
shop in finance holds, essentially, one type 
of financial instrument and raises most ot 
its funds also by one, though a different 
instrument Al certain times and certain 
countries, the one or the other system has 
prevailed England was, during most of its 
modern financial history, a financial 
specialty shop country as was the United 
Stales Germany, on the other hand, has 
always been more of a financial depart 
ment store country, France being generally 
in the middle. In the last decade, however, 
there has been a definite tendency, in vir 
tually all countries, for the department 
store model of finance to gam, particularly 
in the field of deposit banking Finally 
something happened dunng the fifties and 
the sixties It probably became obvious to 
bankers that, if they continued to do 
business as before they would continue to 
lose m importance This trend soon 
became worldwide, partly because it 
is much easier to transfer financial 
technology from one country to another 
than to do so in the case of industrial 
technology This movement towards 
financial department store operations is, 

1 think, one of the most important trends 
to watch in developed countries in the next 
generation It has always been present 
to some extent and is particularly pro 
nounced in less developed countries 
(pp 82 84) 

For the rationale of such a strategy in 
oligopolistic markets, see Swati Bhatt, 
“Non Price Competition in Oligopolistic 
Industries” (Doctoral Dissertation at 
Princeton University, 1986) 

4 For technological changes in the electronics 
industry and their impact on structural 
changes in the financial institutions and 
markets, see CAE Goodhart, “Monetary 
Theory and Practice” (London MacMillan 


Press. 1984), Chapter V 

15 See the survey on, “International Invest¬ 
ment Banking”, in The Economist (Volulne 
294, Number 7385, March 16, 1985), 
pp 44 84 

16 Ibid 

17 On the role of informal markets, see the 
following studies 

(a) Yung Chul Park, ‘The Unorganised 
Financial Sector in Korea, 1945 75’ 
(Washington World Bank Domestic 
r mance Studies No 28, 1976) 

(b) T A,Timberg and C V Aiyar, “Informal 
Credit Markets in India' (Washington 
World Bank Domestic 1 inante Studies 
No 62 1980) 

(c) Juergen U Holst, ‘1 he Role of Informal 
1 manual Institutions in the Mobi 
lisation of Saving', in ‘Savings and 
Development”, edited by Denis Kessler 
and Pierrt Antoine Ullnio Economics 
(Pane 1985) 

18 See (a) I ( Sandesnia, Lffitacy of In 
centivcs for Small Industry (Bombay 
Industrial Development Bank of India, 
1982), (b) Shahid Yusuf ‘1 he ( ommuual 
Banking Industry in Brazil, 1964 74’ 
(Washington World Bank Domestic Finance 
Studies No 39 1977) and (t) “Undermin 
mg Rural Development with Chief Credit ’, 
edited by Dale W Adams Douglas H 
Graham, and J D Von Pivchke (London 
Westview Press, 1984) 

19 On non imeresi cost of borrowing there are 
only very few studies See Jerry R Ladman, 
Loan Transaction Casts ( redit Rationing, 
arid Market Structure’, in “Undei mining 
Ruiai Development with Cheap Credit’, 
op cit, C haplcr 8 and T Riley Non 
interest ( osts of landing and Borrowing 
(Washington World Bank Domestic 
Finance Studies No 65 1980) 

20 See Footnote 17 

21 See V G Patel, Innovations in Banking The 
Gujerat Experiments' (Washington World 
Bank Domestic Finance Studies No 51, 
1978) and V V Bhatt, Financial Institutions 
and Technical Consultancy Services The 
Indian Experiment in Small Enterprise. 
Promotion’ (Washington World Bank EDI 
Seminar Papers No 24, 1981) 

22 See V V Bhatt, “Development Perspectives” 
Chapter 15 (London Pergamon Press, 
1980) 

23 On this cost-risk reducing package of 
measures implemented by a central bank 
see C Rangrajan, “Innovations m Banking 
The Indian Experience” (Washington 
World Bank Domestic I inance Studies No 
65, 1980) and P Mampilley, ‘Innovations 
in Banking The Indian Experience* 
(Washington World Bank Domestic 
Finance Studies, No 66, 1980) 

24 The mainstream economic theory and 
studies and policy advice based on it ignore 
these vital aspects of financial policies 
and emphasise the importance of un 
regulated markets and interest rate structure. 
This theory is congenitally incapable of 
analysing the role and functioning of 
credit markets For prescriptions based on 
this theory, see R 1 McKinnon, “Money 
and Capital m Economic Development’ 
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(Washington The Brooking institution 
1973) See also V V Bhatt, “Development 
Perspectives", ot ut Introduction 

25 This section is based on information 
specially obtained from the Syndicate Bank 
of India 1 he latter made available to the 
author even their confidential data Again 
the author had the benefit of detailed 
discussions with the iop management of the 
bank, having been a member of its Board 
of Directors during 1969 72 

The document prepared by the bank is 
published in the Domestic Finance Studies 
Scries of the World Bank See N h Thin 
galaya Innovations in Banking TheSyn 
dicatc's Experience (Washington World 
Bank Demesne Finance Studies No 46 
1978) 

26 See Keynes The (icnenl Theory of 
Fmplovnicnt Interest ind Moncv op ut 

p 208 

27 for ihe ehirtclenslics ot the piomoteis of 
the Syndicate Hank, sec Scldui Vlcnetee 
“The Pais ol Manipal (New York Asi i 
Publishing House 1969) 

Sec also Schumpetu Business l scics 
Volume I opeit pp9l»97 Syndic lies t\ 
perienu. supports Schumpetu s hypothesis 
that imimjlion isgenenlly introduced by 
(he rise to Ic idtship ol New Men silling 
up a New I irm ind with Ness PI tut (in ilus 
ease i new org inisntinn prinuple) 

28 Sec V V Bh ut Siiiieiiiu ol Tinanelil 
Institutions (Bomb is Von ind (. o 1972) 

( hapter 2 

29 See V V Bhalt Division ol Public inel 

Private I mince Rese irdi Piogiainme ind 
lls Kaiioinlc (World Hank Domestic 
Funiicc Studies Number 43 1977) 

pp M 13 

V) See \ V lihati Stniuuie of Imaneiil 
Insntulioiis op ut ( hapter 4 

11 Ibid ( h iptu 4 

12 Set \ \ Bhalt Some Aspects of I manu il 


Policies and Central Banking in Develop¬ 
ing Countries' (Washington EDI Seminar 
Paper No II, World Bank, 1974) 

31 Ste John Hicks “Capital and Growth”, op 
cit, pp 289 291 To quote 
The beginning of a process of expansion 
might occur because of real factors (inven 
cions and the like) raising the real prospec 
live rate ot profit But it might also occur 
because of financial improvements, dimt 
mshing the size of our “gap”, thereby per 
muting access to funds, for improvements 
which could have been made earlier, if the 
necessary funds had been forthcoming It 
is not savings only that are required but 
a channel ol communication between 
potential savinas and potential real invest 
rnent (p 290) 

See also loseph Schumpeter, Business 
( sties ’ Volume I op ut pp III 112 and 
John Hicks Lconomtc Perspectives' 
(Oxford Oxford University Press 1977) 
pp 78 79 W hat Schumpeter calls tnnova 
lions tnd Hie ks calls impulses require credit 
err inon the latter is as Schumpeter 
observes the ‘ monetary complement of 
innovation 

3 1 See V V Bh ill Some Aspects of Financial 
Policies md ( uitril Banking in Develop 
ina ( ounliies op eit 

33 See lootnotc 3 

3f> John Hiekv l ritic il I ssays iri Monel iry 
Ihtoiv (Oxford Oxtnid Univervilv Press 
l%7) pp 138 s9 md 164 Theic is the same 
problem ol file insi ibtlily ol credit il ihe 
mtci nation tl level is exemplified by the 
post 197s Iinictloning ol the intern moil il 
c will markets and ibe icceiil intern ilioiul 
etcbt eiists lo quote Hiiks 
I lu a is the s mu pmblcin ol the instability 
ol eiedil 1 hue is ihe sime need that mtci 
nmortal credo should be minaged in 
orelu lo he sewiri The runedy 


would be an International Central Bank, 
an International Bank which would under 
pin the credit structure, but in order to 
underpin it must have some control over 
it That was what Keynes, who underftood 
this international aspect very clearly, 
want'd to get at Bretton Woods, but all 
he got was a Currency Board the IMF 
That, we are finding is not enough 
(PP 172 73) 

37 Central Banks do not have this autonomy 
either in the developing or the developed 
countries This is indeed a political problem 
In this connection see John Hicks, “Econo¬ 
mic Perspectives ’ op cit, pp 132 33 To 
quote 

This perhaps is a dream, 1 do not claim 
to be a judge of political possibilities But 
1 am not afraid to draw the moral, which 
emerges rather dearly from the line of 
thought I have tried to follow out that the 
issue with which we have been concerned 
is political—even constitutional—as well 
as economic There is the technical 
economic pioblem of the Instrument but 
it is tied up with ihe political problem of 
how lo secure that it is used decisively This 
is i pioblem which Keynesian economics 
so it stems to me has refused lo lace 
While the monetarists who have vten it 
have not laced the political implications 
lor my sell I would face u I think we 
should say that monetary regulation is a 
maior function of gournmcnl but vu 
should emphasise that il it is to be txir 
used decisively n nuds lo bi separated 
m wlut is iri 11 the constitutional 
suist Irom olher functions Wt nted fo 
renumhu the. ancr ill doctiutt ot Ihe 
Stp nation of Poise . Ihe judicial f line 
non m well ordtrtd si, lies is recognised 
lo he i function o government but I 
function llui is belt t sipuralul So it is 
wall llu monel trv function (pp 112 11) 
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Sengupta Report on Public Enterprises 

Eloquent Fuzziness at Its Best 

Prajapati Tnvedi 

A number oj major policy initiatives toward public enterprises are being pushed vigorously by the government 
Phrases like "MOUs” "holding companies" and "privatisation" have become a part of the current economic 
jargon A closer examination reveals that they have spawned out of a common source—the Arjun Sengupta Report 
on Public Enterprises Yet, this Report has never been subjected to any debate Primarily, because it has not yet 
been made public by the government The present critique is based on an unauthorised publication of this Report 
The author finds that it contains some excellent ideas, however, they are too few in number and the manner oj 
presentation obscures their importance This paper analyses each section of the Report to see the contradictions 
involved and the linkages between various issues It singles out two recommendations for immediate implementa¬ 
tion First, the information base regarding public enterprises should be strengthened by installing an information 
system Second, a system of performance evaluation based on clear targets and linked to an incentive system 
should be implemented 

IN the recently concluded International sutler Iroin the Mine maior problem asso I he Sengupta Report starts with the 


Congress of Public enterprises (January 
20 22),' it was apparent that neither the 
public enterpnse (PL) managers nor the 
government policy makers had a clear pic 
lure of the government s policy towards this 
crucial sector of our economy Consequent 
ly the debates had no focus and the par 
ticipants simplv made speeches on a variety 
of topics such as the memorandum of 
understanding (MOU), the number of 
government directors on the board of public 
enterprises, etc. If there was a common bond 
linking these topics, it was provided by the 
fact that they had all spawned from the same 
source the report ot the Arjun Sengupta 
Committee to Review Policy for Public 
Enterprises 

Realising the critical role assigned to the 
public sector in the mobilisation of resources 
for the Seventh Plan,- the government of 
India decided to set up a high level commit 
tee to review and suggest policies tor improv 
ing the performance of public enterprises 
This Committee, headed bv Arjun Sengupta 
then special secretary to the prime minister 
was set up in September 1984 just six 
months before the star of the Seventh Plan 
It is to the credit of this Committee that they 
finished their work on tunc by the end of 
Dccembei 1984 It is 'o iht discredit ot the 
government that this report was neither 
placed before the parliament nor released 
directly for public debate It was eventually 
made public by Mainstream (June 21, 1986) 
after a period of a year and a half One of 
the cardinal principles of policy making is 
that unless a public policy is publicly 
debated, public interest is likely to suffer 
The Sengupta Report is a classic example of 
this principle in action 
The purpose of this paper is to provide 
a comprehensive critique of this Report 
There are two ways of organising an analysis 
of this sort Either, one can divide the discus¬ 
sion under various conceptual categories, or, 
use the same categories found in the original 
document In this paper, we have opted fot 
the latter approach 

Such a discussion, however, could easily 


tiakd with (he original Sengupta Report— 
lack of prioritisation If one wire lesponsi 
bk lor mipltinimmg the iccommindjtions 
ol the Sengupta C ommittci it would bt dil 
Iicnil to know wltui to begin Ihtrclorc it 
ionics is no surpiisc thal two years atttr ihc 
submission ol the Rcpoil thin has been 
htull. inv acI ion laktn on its rccomrnen 
dations ' k> avoid similar problems wc will 
begin bv providing a ccntial locus around 
which our anninunrs will be organised 

ll I had to summanst mv evaluation of 
[Ins Kipoit 1 would aigui lhm in genual 
lhe. Sengupta C onnnitlcc (ailed to 
disiuiginsh <u/rs( i Iroin c/lals of the tun 
d iiinnul problems ot contcmpoiarv public 
enterprises in ludi l luilhu it also failed 
to piiondst i rusts Conscqiunlh, they 
uiiuuid with i long list ol sixtv nine iciom 
mend iiions to curt both causes as well is 
illicls ll is hide wonder then that public 
tiller prist rclortli his proved to be suth an 
osei win lining lask 

In ibis papei we will show lhal ihc two 
most mipoitiiit leiorfimendations of the 
Sengupti Rtpoit art is follows 

a) Ihi per tor m tint ot a ehiel exeeulivt 
ot a public entctpiise should be evaluated 
on the b isis ot an agreed set of clear targets 
(Rtioniincndjiion number 10 14, see also 
pai i 4 19) 

b) An appropriate inhumation system 
c ipabli ot monitoring public enterprise per 
loimuncc in terms ot these targets should 
be developed (Recommend ttion number 
10 48 set also, para 5 17) 

All other recommendations are linked in 
one wav or another to the above Some ol 
them follow logic illy as obvious corollaries, 
while others represent prerequisites lor im 
piemen ting the above mentioned retommen 
dations In other words, these rccommenda 
tions represent (ht head ot the Report, all 
other recommendations represent either tor 
wird or backward linkages the failure to 
recognise these conceptual relationships 
leads to much fu/ziness m the bodv of the 
Report However, let us begin from the 
beginning 


usu il rn indatoiy letter ol submission and 
acknowledgements The most curious aspect 
of this section is the conspicuous absence 
>! academies Irotn the list of persons eon 
suited foi this Report There are two possibi¬ 
lities Lilhei academicians were loo busy to 
spare their time lor this eommitlee or the 
committee could not find anv qualified 
academicians Unfortunately 1 am unable 
to accept either ot these reasons and ihe 
Report does not provide clarification on this 
matter 

The introductory section has the objective 
of establishing the importance of this Report 
or jus,dying this exercise It tries to do so 
bv attempting to establish two facts first, 
it tries to show the importmcc of the role 
plavtd by public enterprises in the Indian 
economy Second it attempts to show that 
'he perlormantt of the public enterprises 
has been vny pool 

Hoih ol these issues are widely believed 
to be true, and hardly require a major el 
tort However d a high level committee such 
as dm one decides lo address them, one 
expeels a much higher level of introspection 
and analysis ol these popular perceptions 
Unfortunately the ( ommittce disappoints 
us tvin in ibis imroduetoiy section, which 
should have been rather Miaigjuforward * 

This section starts by tracing (he vety 
familiar story of the growth of public enter 
prises in India by reproducing well known 
data on the subject However the story 
ends abruptly in 1983 84 whtn the capital 
employed in public enterprises stood at 
Rs 12 202 erore, with a turnover of Rs 46,777 
erore and employment exceeding 2 million 
worktis The real challenge was to predict 
the future of this sector Will it continue to 
play a similar role or will it be phased out 7 
Or perhaps, lan it be phased out 7 Should 
it be phased out 7 

1 hese are not rhetorical questions design¬ 
ed for promoting a polemical debate. Public 
policies have to be structured very dilferently 
if the thrust of the government is towards 
"privatisation” (euphemistically referred to 
as “rationalisation” by international agen 
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cies) The Committee deals with this issue 
m a cowardly fashion by hiding it in an 
obscure corner of the Report (para 7 4) A 
less timid stance in this section would have 
gone a long way in clearing the current 
doubts about the government’s intentions 
towards the issue of privatisation Since the 
prtme minister has mentioned the Report ap¬ 
provingly more than once in the course of 
his interviews these questions have acquired 
real significance 

The assertion of the poor performance of 
public enterprises also betrays a carelessness 
in developing the argument The only 
evidence cited is in terms of the financial 
profitability of public enterprises The 
Report argues that the Sixth Plan target of 
10 per cent profitability ratio in constant 
prices was not met by the public sector 

This reasoning is surprising in view of the 
fact that because the Committee quotes the 
Industrial Policy Resolution of 1956 to sug 
gest that public enterpi ises should be judged 
by their “total results”, and yet the Commit¬ 
tee goes on to ignore this aspect of public 
enterprise pel formanee At one point (para 
1 2), it commends the achievement of public 
enterprises “in terms ot their contribution 
to the quantitative targets of production, to 
the establishment of a modern industrial 
structure, to balanced regional development 
and to the formation ot technological skills ’ 
Surely, these must be considered when pass 
ing any judgment on public enterprise per¬ 
formance Unless of course, these goals were 
given a small weight in the aggregate index 
of targets If so, who decided to give them 
these small weights 7 The above mentioned 
tasks ace absolutely critical for a develop 
ing nation in its initial stages of gtowth If 
anything, they should be given grculcr weight 
than financial profitability 

I am not trying to detend or condone the 
poor financial profitability of public enter 
puses Rather, 1 am merely, highlighting a 
typical problem with such analyses ot public 
entet prises, often found in popular jour 
nalism Instead of rising above this trap, the 
Committee succumbed to it C uriously, the 
Committee criticises the government for a 
similar failure “While public enterprises 
were to be judged by their ‘total results’ the 
monitoring and evaluation system of the 
government has not been adequate to the 
task” (para 1 5) 

The Report claims that the financial pro 
fitability of public enterprises has declined 
continuously in constant prices This goes 
against its own indictment of the govern 
ment for the failure to have an adequate 
information or evaluation system Who is 
responsible for these constant price calcula 
lions 7 Proper constant price procedures 
require information on the price quantity 
break down of value figures in the financial 
statements Any other method has to be a 
very crude alternative 

Why should the fact that public enter¬ 
prises failed to mett (jh^target of 10 per cent 
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profitability during the Sixth Plan be con¬ 
sidered an indictment of their performance 7 
Rather, it could be a reflection of the naivete 
of the planners Did the Committee examine 
the assumptions and procedures for setting 
such targets in the Sixth Plan 7 It is entirely 
possible that even if our public enterprises 
were doing infinitely better than the situa 
tion today, some enthusiastic planner might 
set an unrealistically high target and make the 
public sector look bad An equal amount of 
attention should be given to this target-setting 
procedure in the Planning Commission 
1 hose who have studied the literature on 
public enterprise performance evaluation 
consider it to be self evident that “financial 
profits” do not have a one-to one relation 
ship with “managerial performance” This 
topic has been dealt with extensively in 
several places [Sen, 1971, lones, 1979 
Trivcdi, 1986b] Hence, I will merely give a 
quick example to illustrate one class of pro 
blcms with financial profitability as a 
measure of public enterprise performance 
Financial profitability looks at costs and 
benefits from a private individual’s point of 
view Therefore, an increase in (axes leads 
to lower profits and a lower level of indi¬ 
vidual welfare However, an increase in taxes 
does not change the total wellart ol society 
From society’s point of view, this is simply 
a transfer of welfare from ont party to 
another It is a rc-distnbution of welfare, not 
a reduction of welfare It is quite possible 
that the decline in profits of public enter 
prises may have resulted from an increase 
in tht tax burden Similarly, there are many 
other instances where “public” and “private” 
costs and benefits differ Unless the Com 
mittcc has already examined all such factors, 
its assertions about public enterprise perfor 
mam.es should be treated as very tenuous at 
bc‘t 

Finally the lailure to meet plan targets is 
hardly the crime of the century All sectors 
habitually and regularly fail to meet various 
plan targets The private sector, for instance, 
has been criticised for its lack of import 
substitution and employment generation 
The point is not that it is alright to ignore 
plan targets however, failure to meet these 
argets,,in itself, does not necessarily Wake 
one sector worse than all others as suggested 
by the Committee In fact, the Planning 
Commission does not meet its own targets 
sometimes Remember the days of “Rolling 
Plans” and “Plan Holidays" when the con 
cept of Five-year plans was itself in jeopardy 
for a while 

It is clear that the various points discuss¬ 
ed thus far lead us to a common source of 
troubles regarding the above confusion* lack 
of clarity ot and the goals of public enter¬ 
prises as well as inadequate information and 
monitoring capabilities of the government 
While the Committee staggers its way 
through the issues discussed above, it is to 
its credit that it recognises the need for 


reform in these areas (as mentioned at the 
beginning of the paper) 

PlIBI It ENTERPRISE AND NATIONA1 
Planning 

In the next section of the Report following 
the introduction, the relationship between 
public enterprises and national planning is 
highlighted One can hardly argue with 
axiomatic statements like the following 
“public enterprises in India have to function 
within the framework of planning and, in 
many areas, they are in effect the principal 
instruments for the realisation of plan ob¬ 
jectives” (para 2 I)“ I must object however, 
to harping on tht time worn cliches like “the 
cenlral issue is to find the right balance 
between autonomy and accountability” 
(para 2 6) 1 his is a dead issue in the 
literature on the subject I his trade off bet 
ween autonomy and accountability haunts 
us only as long as wc talk about the “quan 
tity ol controls” and not the “quahtv ot 
controls' 

To see this wc base to realise that broadly 
speaking theic an basically two ways ot 
controlling an enterprise One can cither, 
hold an enterprise responsible tor results 
(also known as Management by Objectives) 
Or where goals art difficult to specify, one 
can control the enterprise by controlling pro 
ccdurcs and proctsscs 
The latter is achieved bv laving down 
detailed rules and procedures for monitor 
ing This requires a great dtal ot inteiven 
(ion in the operations of tht enter prise 
and, hence, leads to allegations of lack of 
autonomy However, when autonomy is 
gianted it is often abused as the goals are 
not clear That is accountability suffers 
Which, in turn invites a cut back in auto 
nomv and take* the enlyptist to ‘square 
one’ i t, less autonomy but more aeeoun 
lability This classic “autonomv pendulum' 
can be observed in public sectors all over the 
world since most governments Imd a hard 
to specify goals The situation in India is 
therefore, not unique 
However one need not be trapped, ad 
infinitum, in this pendulum It one can 
improve the ’ quality of control” by spec! 
Tying goals and objectives clearly and 
developing performance information and 
evaluation systems to momtoi public enter 
prises, this dilemma would disappear 
Another example of the Committee’s 
obsession with secondary issues is its attempt 
to produce yet another classification of 
public enterprises The Committee claims 
that from the point of view of planning and 
budgetary management, public enterprises 
may be grqyped as follows (para 2 5) 

(a) Enterprises operating in the core sector 5 

(b) Financially viable enterprises in the 
non-core sector, and 

(c) Enterprises in the non-core sector in¬ 
curring losses 

it is easy to see that this classification can- 
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not be justified on the basis ol either the 
planning or budget management compul¬ 
sions In para 2 1, the Committee argues that 
"public enterprises are not islands unto 
themselves and the decision taken by one 
enterprise affects the fortunes of others” 
Therefore, while the core sector is certainly 
critical for other sectors, it is equally true 
that other sectors may also be critical for the 
core sector For example, coal in the core sec 
tor is absolutely critical for cement in the 
non-core sector (these categoues are based 
on the Report, para 2 3) Cement bottle 
necks, however”, can be devastating for most 
core sector industries including coal That 
is, a non core sector product that affects a 
core sector product can acquire an equal 
status and thus blur the distinction propos 
ed by the Committee 

Similarly, from the point ol view of 
budget management the distinction between 
viable and loss making non core sector 
enterprises is equally spurious Why should 
this distinction be confined to the non core 
sector 9 From the budgetary management 
point of-view, profits and losses in all see 
tors are of interest Further then is no finan 
cial caste system operating in the public 
sector In other words, it is not divinely 
ordained that certain enterprises once born 
in the loss making sub caste of the non core 
sector will be bianded is such lor at lead, 
this life on earth Financial viability is not 
an absolute con* *-pt Today s loss makers 
may be tomorrow's success stories and vice 
versa This is true regardless of the sector 
to which one belongs 

Another rnaior source of confusion and 
contradiction is presented in par a 2 1 of the 
Report It is argued that the relationship bet 
ween the government and public enterprises 
cannot be reduced to the usual annual 
interaction between shareholders and cor 
poratc management A more active inter 
action between them is unavoidable in the 
critical areas like investment priorities and 
formulation ot large projects 

1 his argument exemplifies a conceptual 
confusion spread- ihroughoul the Report 
The study of public enterprises can be divid 
cd for analytic purposes into ihiec are is 
a) Investment decision, b) Pricing policv 
c) Performance Evaluation * Investment 
decision deals with w hethci or not to set up 
a given enterprise or undertake a given pro¬ 
ject However once an enterprise is created, 
the next issue becomes what price to charge 
for its products and services Finally, per¬ 
formance evaluation tries to judge the per 
formance of a public enterprise manager 
with a given stock of capital (investment 
decision) and a given set of prices (pricing 
decision) 7 

The most common source of confusion 
arises when commentators mix these three 
areas In para 2 I, also, investment decision 
has been dragged in while discussing perfor¬ 
mance evaluation A great deal of interaction 
may be required before an enterprise or pro¬ 


ject is set up Once it comes into existence, 
though, there is no reason why the "usual 
annua) interaction” cannot be a feasible 
policy That is, there is no reason why the 
government can specify goals of the enter¬ 
prise at the beginning of the year and hold 
it responsible by evaluating enterprise per 
formance at the end of the year 
Indeed, para 21 contradicts another part 
of the Report—para 110 Since the latter is, 
in my view, the very heart of any prospec 
live solution that is likely to emerge, 1 would 
like to quote u at length 

In our approach government should be 
primarily concerned with overall strategic 
planning and policy rather than with day to 
day functioning ot the public enterprises 
Once the goals have been mutually agreed 
to, the enterprises should be allowed to 
operate without further interventions by the 
government in day to day functioning The 
enterprises should, however be held strictly 
accountable for their performance in relation 
to the goals set and there should be an ap 
propnatc mechanism for evaluation ot their 
performance 

This para clearly reiterates many of the 
points we have already made In particular, it 
argues for a ‘ management by objective” type 
approach, which is to be accomplished by 
increasing the quality of controls and reducing 
the quantity The trouble is, paragraphs con 
taming such bright gems are scattered sparsely 
in the marshlands of the eternal conceptual 
fog of the Report As a result, only a deter 
mined adventurer can retrieve them 

Organism ionai Struc tiiri oh Pubhc 
Enjerprisis 

1 he Report also, tails to capitalise on cer 
lam useful ideas within us pages by failing 
to relate them to other aspects discussed in 
the Report Section III is a good case in 
point It starts by arguing that because ol 
the parliamentary form of government, our 
public enterprises cannot be free from 
governmental scrutiny of their general 
policies as well as some aspects of their day- 
to-day operations It goes on to suggest that 
since Parliament’s authority in such matters 
is supreme, it may be necessary to evolve a 
convention by which members of parliament 
accept some self-imposed restraints on the 
nature of the questions they ask 
Instead of taking the parliamentary inter¬ 
vention as a given fact, if the Committee had 
explored the reasons for it, this rccommen 
dation would not have been necessary In my 
view, the mam reason everyone feels free to 
interfere with public enterprises is because 
their goals are not degr. nor is it clear who 
is their real mastfcr J-uMJic' enterprises are 
known to havtf multiple goals, which are 
often contradictory, and multiple principals 
with different and often conflicting perspec¬ 
tives As a result, each principal, parliament 
being one of them, feels entitled to push its 
own favourite goals for a public enterprise 
However, once the management by objective 
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(MBO) type approach with clear targets is 
accepted, the scope for unwarranted inter¬ 
vention will be greatly reduced, if not 
eliminated altogether 

The Committee's suggestion of “evolving" 
a parliamentary convention for non-inter¬ 
vention is far fetched and appears to be 
politically naive. How do you ‘'evolve" con¬ 
ventions? By definition, the term ‘'evolve?’ 
implies an automic and gradual self- 
develppmeni It could take ages for the com¬ 
plete realisation of this pipe-dream The 
reason why this is a non-starter is the same 
reason why we have opted for a planned 
economic development rather than let the 
free market take its time to bring about the 
same results 

Even in a politically mature parliamentary 
democracy like the United Kingdom (were 
they do not even have a written constitution 
and conventions rule the roost), they found 
it necessary to pass the "Self-Denying 
Ordinance 7 ’ which limits governmental med¬ 
dling by law and not by conventions The 
absence ot politicians on the Scngupta Com¬ 
mittee as well as the list of people inter¬ 
viewed, may, perhaps, explain why such 
recommendations managed to slip Into the 
Report 

All of this confusion pales in comparison 
to the problems associated with the Com¬ 
mittee’s proposal to form holding com¬ 
panies The committee argues that the only 
way to reduce governmental intervention In 
the day-to-day operations of the enterprises 
is to create a holding company in between 
these two groups Thus, the administrative 
responsibility in respect of individual com¬ 
panies will be that ol the holding company 
and, thereby, eliminating government’s day- 
to day contact with the enterprise 

It is surprising that the Committee makes 
only a passing reference to the fact that this 
concept has been tried in many European 
countries Further, it does not say whether 
these experiments have been successful or 
not The most widely cited example of the 
holding company concept is that of the IR1 
in Italy To the best of my knowledge the 
Italian public enterprises are not considered 
to be examples of excellence Why did not 
the Committee look for examples from 
developing nations, where circumstances are 
closer to the prevailing conditions in India? 
It would not have had to look very far Our 
neighbour to the west, Pakistan, tried the 
“holding company” experiment by forming 
the "Bureau of Industrial Management” 
and, subsequently, abandoned it Why go 
even that far 9 The Committee’s total omis¬ 
sion of our not so successful attempts at 
holding companies in India in the steel and 
coal sectors are also inexplicable At the very 
minimum, by discussing the reasons for the 
troubles with these holding companies and 
the Committee’s suggestions to overcome' 
them would have shown that the Commit¬ 
tee had given adequate thought to this 
matter 


M 37 



FCGNOMIC ANF) POI 





/uari Agro, with on onnual prudui lion ot 
ovet 6.00,DOO tons ot tertiliseis helps to me < t the 
food requirements ot Indio s vast population 
Top quility fertilisers that lead to iru rt ased 
productivitvand prosperity 

/uari A 1(10 s Jai Kisaan tertilisers help to 
produce t I million tons ot additional food 
grams annually 

7uari Agro's jai Kisaan fertilisers - the 
name that farmers trust I he name th it is the 
nation's pride 


Zuari Agro Chemicals Ltd. 

GROWTH FOR A GOLDEN FUTURE 

Jai Kisaan Uhavsan, Zuarmagar, Goa4(M 72b 




f. 


/. 




ECONOMIC AND PONTIC AL WEEKLY 


Review of Management May 1987 


Any serious report would have also 
discussed the pros and cons of their models 
of managing the government public enter 
prise interface The onus of burden lies with 
the Committee to explain why the concept 
of “holding company has not caught on 
ike wild fire among the nations of the 
world, in spite of such a sound theoretical 
basis claimed by them on behalf of this 
concept 

Attempts to form holding companies by 
merging public enterprises in the same sec 
tor tends to also contradict another major 
policy thrust of the govertnent—industrial 
liberalisation 1 htsc monstrous giants would 
gang up on whatever competition thete 
might be from the private sutoi I urthci, 
the "healthy ’ effects of competition between 
public enterprises would also be lost I he 
above statement derives its legitimacy 
from research findings that el fluency is pro¬ 
moted not by having a particular type of 
ownership—public or private—but by the 
existence of competition [lones and 
Vogelsang, 1987 Butterworth 1987) Private 
monopolies can be as inefficient as publie 
ones However the situation of most 
developing nations like India is that in many 
of our crucial sectors only public tnteiprist 
w ill or can exist Hence, they only feasible 
source of competitive pressurt is inter public 
enterprise competition The scctoial holding 
company concept seems to undeimine this 
possibility 

The mega-congtiimtrates created by merg 
mg huge public enterprises would pose 
another problem II would promote excessive 
autonomy since tht cnitrprists would be 
veiy powerful m comparison to contiolling 
authorities ^ny country tint ignores the 
lessons from (lie experience of Ptitamm'i in 
lndonesn is likely to have strious (egrets 
This mega company became i nation 
within i nation a id wen! into in uneon 
irollable binge of expulsion and acquisi 
lions Ihiough unwise investment decisions 
il held the destiny tif liie entire nation at ran 
som There are numerous examples, such as 
these, from all around the world whert the 
chief executives of such huge enterprises 
have eventually become moic powerful than 
the ministers above him At one point 
(para I 20), the Report does point out the 
possibility of having loo large’ a holding 
company Howevtr u dots not tell us how 
large is too large 

In fact, by pulling loss making units under 
the profitable ones one mav jeopardise the 
performance ol the latter in two ways One 
is, of course, the genuine burden of suppor 
ting a loss maker Second, by providing a 
convenient excuse or scapegoat the govern¬ 
ment may tempt the successful enterprises 
into complacency If things go wrong in the 
future, the profitable enterprise has a readily 
available excuse to shirk its responsibility 

In short, the Committee’s advocacy of this 
concept of the holding company, again, 
betrays the confusion between cause and ef- 
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feet All of these changes suggested bv the 
Commitlec address only thecifcct leaving 
(he cause untouched (he piobhm of 
govcrnmeutil intervention arises bee iusc 
there is a non congruence of goals I he chic f 
executives ol public enterprises have one 
notion of the mission of their emu prises 
the government anothu thus eytnwhcn 
both parlits lie well meaning, lhere is bound 
'o be friction which, of course becomes 
worse when one of the panics becomes 
(aimed with lack of sincuity Having a 
holding compiny will not chmnntc the 
ducigence between the perspectives ot the 
two parties Hence intervention by (he 
government m the day lo-day affans of the 
enterprise will continue Once clear-cut goafs 
are set and aerccd upon hy all parties 
however, much of this friction will disappear 

The C omnntlu iccommcnds (para 1 24) 
that the concerned ministries should evalu uc 
the performance of holding companies 
undet them There is convincing evidence 
that such a model of performance evalua 
tion does hot work very wtll [Young, 1986 
Mehdi, 1985] Serious and credible perfor 
mance evaluation is a difficult job and has 
substantial economies of scale associated 
with it It is much better to have it centralised 
than decentralised 

further as I have argued elsewhere 
[Trivedt, 1985a] ultimately it is the ptime 
minister who is accountable to the people 
for his government’s performance There is 
often a frequent shifting of ministers from 
one department to another under the same 
prime minister Therfore, the minister in 
charge of a technical ministry will never 
quite reveal to the prime minister the serious 
ness of failure on the part of a public enter¬ 
prise under him even if he is fully aware of 
it To do so would also reflect on his 
own performance His attempt will be to, 


somehow, brush (he unpleasant tacts under 
itu tug and stall In time, a new minister will 
coinc and expose the mess and call for the 
setting up of yet another committee This 
scenario will not materialise, if the dirt under 
the etrpet becomes unmanageable and is 
exposed willv nilly By the tune this happens, 
one can be lest assured that the mess wilt 
be ol scandalous proportions and perhaps, 
only divine intervention could save the 
situation 

f inally given the limited availability of 
technical manpower required for pubhc 
policy lorinulation and implementation, the 
choice is quite clear Fither one can utilise 
scarce resources for the cosmetic exerase of 
merging and de merging enterpuses to form 
holding companies and weather the storms 
i reated in the process of upsetting the given 
iiruciurcs Or one can use them for setting 
appiopriate goals tor public enterprises in 
the existing structure and develop a reliable 
information system to monitor and evaluate 
their performance In my opinion, the real 
b idles have to be fought and won on the lat¬ 
ter from 

Section HI of the Report contains two 
more controversial recommendations—one 
regarding the government directors on the 
boards of public enterprises and the other, 
regarding the memorandum of under- 
sladtng The common problem in both 
instances relates to what the Report does not 
say about these issues rather than what it 
docs 

For example, if one reads para 3 19 of the 
Report, one gets the impression that the 
issue of government directors is fairly 
straightforward and not very contentious 
The Committee takes note of the suggestion 
made by some groups that there is no need 
for representation of the government on the 
board of directors of pubhc enterprises, but. 
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recommends that this practice should con¬ 
tinue nevertheless They argue that govern¬ 
ment directors are generally a positive source 
of help and mediation betweecn the govern 
mcnt and the enterprises However, if o.te 
had listened to the four to five hundred top 
managers and chief executives gathered for 
the International Congress of Public Enter 
prises in Delhi, one would get a very dif 
ferent picture. 

There were three categories of opinion') 
expressed at this conference I he over 
whelming sentiment seemed to be that 
government directors were a definite source 
of nuisance and obstruction in the conduct 
of business and ought to be done away with 
The second group argued that while govern 
ment directors may be a potential source ot 
conflict ihcy can be taken care ol, if handled 
with tact Some chief executives even bragg 
ed about their ability to manipulate and con 
trol government directors Finally, there were 
some who argued for the presence of at least 
one government director since the govern 
ment as the owner had the right to have its 
representative on the board of directors In 
any event, it is clear that no one was argu 
ing for the C ommittee’s position that govern 
ment directors were a source ol positive help 
The closest they came to the Committee's 
position was in implying that government 
directors are a necessary evil lhat cap be 
manipulated by a skilled chief executive 

The Report does not help in building 
the Committee’s case I ater in tht same 
para (1 9), Ihey recommend lhat the sub 
sidiaries of the holding company need not 
have government directors on the boards 
This seems to contradict thur own line ol 
reasoning If government directors are a 
positive source of help and mediation what 
is the harm in also having them on the 
boards of subsidiaries as well Thtv should 
not be there only if the committee felt that 
they are a problem If so, why was that issue 
brushed aside 

In my view however, the conflict with 
government directors is merely a symptom, 
not the cause ot public sector woes 1 he pro 
blem, again is the non congi ucnce of goals 
of government directors and chief executives 
It is fair to say that most government direc 
tors arc well meaning individuals trying to 
do their job as best as they can That is, to 
protect and promote the interest of the 
government as the shareholder Similarly, 
most of the chief executives are honourable 
and able people trying to promote the 
interests of their respective companies Most 
problems arise because often, these two 
view points do not coincide This is, then, 
the real problem Once goals are clearly 
determined and agreed upon by the govern 
ment and the enterprise, these conflicts are 
likely to become a non issue. Conversely, so 
long as the fundamental problem of non 
convergence of goals remains unsolved, 
all other changes wifi be tantamount to 
cosmetic surgery to hide systemic problems 


The final controversy in section III of the 
Report relates to the proposals for the 
“Memorandum of Understanding (MOU)” 
The MOUs are the latest buzz-word in policy 
making circles The prime minister has put 
the weight of his personality and office 
behind it The impression is being created 
that they will, finally, salvage the public sec- 
lor in India Most reports implicate the 
Scngupta Committee for spawning this- 
'brilliant” idea Therefore, it is truly surpris 
mg to find that in the Report there is only 
one substantive para (3 23) on the topic of 
the MOUs 

The cavalier fashion in which the Com¬ 
mittee has dealt with this issue would tend 
to suggest that this concept is both sound 
and widely known to everyone However, 
even a cursory survey of public enterprise 
chiefs, BPE officials and technical ministries 
reveals that practically everyone is in the 
dirk about the concept, rationale and the 
modus operandi of the MOUs 
As a matter of fact, the concept of MOUs 
is a very simple one and the Report docs an 
adequate job of describing them (para 3 23) 

The Holding Company would also specify 
its plans for investments, production, capa 
city utilisation, dividends, etc, for a 3 year 
period and, therefore, enter into the memo 
randum of understanding with the govern 
mem on mutually agreed basis Certain 
obligations would also be cast on the 
ministry or department regarding provisions 
of equity price level etc This memorandum 
of understanding would be reviewed each 
year and updated and the performance of the 
holding company judged on this basis mak 
mg due allowance for the failure or other 
wise of tht ministry or department to fulfil 
ns part of the understanding 

It is indeed quite unfortunate that the 
C ommittce should choose the easiest and 
least controversial aspect of MOUs for 
inclusion in its Report and duck the major 
issues in this connection For example it is 
not clear why MOUs cannot be implemented 
between the ministites (administrative as well 
as technical) and public enterprises within 
tht present structure Is the loiniation of 
holding companies a necessary condition lor 
the implementation of MOUs’ 

The problem here is similar to that en 
countered with respect to other recommcn 
dations made by the Sengupta £ ommittee 
No rationale is provided for preferring this 
particular approach One possible reason 
could be the success of the MOU type ap 
proach elsewhere in the world As always the 
Committee docs not seem to have carefully 
(if at all) considered the international 
experience in this regard 
All such contractual approaches are 
copies of the famous French contracts bet¬ 
ween the government and public enterprises 
in France Instead of the word “copies”, I 
was thinking of saying that such notions 
derive their “inspiration” from French con¬ 
tracts Unfortunately, there is nothing inspir¬ 


ing about the French experience After twen¬ 
ty years of experimentation with this system, 
the French public sector had incurred a 
record deficit around the same time that 
Sengupta and his associates were recommen¬ 
ding this system to us in India Therefore, 
it is completely understandable that they 
did not want to make a reference to the 
European experience as they did in the case 
of the holding company concept 

There is a saying that goes “If it ain’t 
broke, don’t fix it” By this criterion too, the 
French contract system was a failure. In the 
span of twenty years, they went through four 
phases ol such contracts (a) Contrats de 
btabihtc, (b) Contrats de Programme, 
(c) C ontrats de Enterprise, and (d) Contrats 
du Plan These contracts were abandoned 
for one reason or the other [ Green, 1982] 
The jury is still out for the last phase of these 
contracts—Contrats du Plan 
All of the above is still not enough to sug 
gest thai the French system of “contracts’ 
should not be given a chance So long as 
their experiences have been carefully analys¬ 
ed and lessons learned from their failures, 
wc ere on i solid ground I am merely con 
corned with an attempt to re invent the 
square’ wheel and ihe potential costs 
assoeialed with such experimentation The 
Committee gives us no reasons to help us 
allay our concerns in this matter 
Turther, the French experience with the 
contractual approach is not the only one 
available to help us in designing our policies 
lor India Perhaps for us, the more relevant 
experiences are those ol Senegal, Gambia, 
Pakistan Koiea and Bangladesh All of 
these countries have adopted similar con 
trictual approaches with varying degrees ol 
success 

The Indian government s experience with 
MOUs thus tar shows that adequate frame 
work was not done by the government in this 
regard It has taken the government more 
than two years to come up with two com 
plcte MOUs This information is, by neces 
sitv, based on rumours as nothing has been 
made public While the government is drag 
gmg its feet in signing MOUs, the public sec 
tor has already fallen way behind the targets 
for the current plan At this rate, by the time 
the MOUs do arrive, it may be too late for 
anv enterprises 

Moreover, the two existing MOUs have 
been reportedly signed with chief execu¬ 
tives, who, perhaps, require it the least— 

V Knshnamurthy of SAII and S P Wahi of 
ONGC These managers are reputed to be 
achievers and are cited as success stones Let 
the government try negotiating with some 
known losers 

If this is such a major policy thrust of the 
government why has there been no public 
discussion on it Perhaps the government has 
figured it all out and needs no input from 
anyone The anxiety this is creating among 
chief executives is most undesirable. No one 
knows what this animal called "MOU” 
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really looks like, or, who will be negotiating 
on behalf of the government Some reports 
have created the impression that the prime 
minister is directly involved in this process 
One would also like to know, what the sane 
tions for non-fulfillment of the contractual 
terms are’ Who will arbitrate in case of con¬ 
tractual disputes? 

Some would argue that a similar system 
though a less formal one, is already in opera 
non The technical ministries regularly meet 
with public enterprises under them and try 
to reach an agieement on their goals The 
ministry of programme implementation has 
acquired similar experience in monitoring 
project implementation The governemnt 
should carefully examine these experiences 
before plunging ahead with half baked ideas 

In particular, two issues come to mind 
First, how can the government insure that 
public enterprises are not negotiating lor 
deliberately low targets so that they can look 
good without much effort This is par 
ticularly true in ihc absence ot a good 
information system with the government 
This is the reason why the korcan govern 
ment decided to have a computer based 
mtormation system before negotiating 
detailed targets Their experience warrants 
close scrutiny, particularly because they are 
being marketed as a success story in the 
business ol MOUs 

Finally one would have to be careful that 
powerful chief executives do not “get off 
easily” by using their clout to negotiate low 
target This is the kind ol trade off that the 
Committee should have txanuntd, i e the 
advantages of a large holding company and 
the disadvantage of concentrating too much 
power in the chief executives of these 
enterprises 

Autonomy or Pimt ic Enterprises 

Section IV of the Report with the auto 
nomy of public enterprises conceptualised 
as the "quantity of controls ’ It argqcs that 
the original objective of providing maximum 
autonomy in the day to-day management of 
public enterprise has not been met The main 
culprits, according to the Report, are the 
specific clauses in the Articles of Associa¬ 
tions, Bureau of Public Enterprises, gosern 
ment guidelines and directions the pro 
cedures followed for scrutinising investment 
funding, etc 

In bringing up these issues, the Commit 
tee is not breaking any new ground Endless 
committees before this one have already 
made similar comments * This is not to 
belittle their recommendations in these areas 
however In fact, some of their suggestions 
are good and should be implemented im¬ 
mediately, if they have not already been im 
plemented An example of this class o 
recommendations relates to the length of the 
tenure of the chief executives and full time 
directors. The Committee recommends that 
the tenure of chief executives and full time 


directors should be five years subject to a 
probationary period of one year and removal 
at three months notice for unsatisfactory 
performance. The Committee is absolutely 
correct that the present practice of giving a 
tenure of two years is undesirable, two years 
is too short a time to bring about any 
substantia] changes or improvements in large 
organisations (para 4 31) 

In the same section discussed above, the 
Committee spends a lot of space on peri 
pheral issues For instance, it recommends 
that disciplinary proceedings against board 
level appointees is the responsibility of the 
government Also it states that the govern 
meni should consult the chief executive in 
appointing part tunc directors 1 hese com¬ 
ments are reasonable, except that thev 
detract from the larger issues by cluttering 
the pages of the Report 
The Committee also suggests many 
changes which may be categorised as 
‘cosmic" because adequate justification Is 
not provided For example, para 4 I suggests 
that vanous limits relating to the sire of pro 
jetts going to the Expenditure Finance Com 
mittee and the Public Investment Board 
should be raised 1 hey may reduce the quan 
tity of control marginally, but do not 
increase tht quality of control 
Further, the re ire recommendations that 
can only be called platitudes Tor instance, 
para 4 40 urges the need lor training and 
retraining of workers It goes on to say 
‘Further it is desirable that each emerpnse 
management must submit to its board of 
directors once a vear, a manpower budget 
the training or retraining plans for all 
categories ol employees, particularly the 
m inagerial cadres ’ It is difficult to disagree 
with such banal recommendations The 
trouble is that it does not tell us the eonse 
quenecs of non compliance Moreover, it 
sttms iromt that while the Committee 
argues against guidelines, and yet it goes on 
to prescribe some fresh ones 
Finally, there are recommendations in See 
tion IV which are simply off the mark, pure 
and simple For example, pan 4 6 recom 
mends that m the case of a financially viable 
non core sector, there is no need tor detailed 
scrutiny of investment proposals This 
equates financial viability with superior per 
formanec. As we know, however that finan 
cial viability can also be due to favourable 
pricing policies, among other things In the 
absence of a strong pertormance informs 
non system which can calculate the trend m 
constant prices, this recommendation could 
be very misplaced, to say the least 
Interestingly, in other parts of the Report, 
the Committee shows that it is aware of the 
issue of constant prices In para 4 27, it 
clearly states that the bonus should be linked 
to an increase in productivity at constant 
prices, not to financial profits and losses 
This brings us to another general problem 
with the Sengupta Report There are so 
many inconsistencies between various parts 


of the Report that an impression is created 
that it was created by slapping together 
pieces written by several people who did hot 
even bother to eliminate such gapihg gaps 
For example, the argument regarding a flve 
year tenure for a chief executive and ftill-tuhe 
directors (para 4 31) could have been tied to 
the MOU requirement for a five-year plsa 
in para 3 23 Similarly, there are umureaiakte 
instances in which the-MOUs would niake 
some of the recommendations redundant 
In para 4 14, the Committee says that a 
mechanism has to be found to compensate 
the enterprise for the non-commerciai 
burdens imposed by the government The 
Committee overlooked the fact that the MOU 
■s one such instrument for explicitly deal 
mg with precisely these types of problems 

ACCOUNfABIl ITY OL ENTERPRISES 

As mentioned earlier, there are two ways 
ol controlling an enterprise. One is by speci¬ 
fying targets at the beginning of the year and 
leaving the enterprise free to pursue these ob¬ 
jectives m their own way Only at the end 
of the year they are to be evaluated on the 
basis of the agreed parameters However, as 
indicated earlier, most governments find it 
difficult to specify such concrete goals for 
public enterprises since these enterprises are 
expected to achieve multiple goals that are 
often conflicting The situation is made 
worse by rhe existence of multiple principles, 
with varied perspectives, trying to push their 
own particular goals Therefore, most 
governments settle for a policy of control¬ 
ling enterprises by stipulating operating pro¬ 
cedures through a myriad of rules This is 
viewed by most public enterprises on a “lack 
of autonomy” 

The situation in India is similar to the 
stylised scenario depicted above It follows 
from this if we arc to increase operating 
autonomy tor public enterprises, accoun¬ 
tability needs to be strengthened Thus, Sec¬ 
tion V which discussed these issues, is 
perhaps the most important section of the 
entire Report For this reason it was also a 
major disappointment 
This portion of the Report suffers from 
;very class of problem mentioned earlier in 
connection with other sections First of all 
it contradicts other sections of the Report 
Para 5 3 suggests that the memorandum of 
understanding should be arrived at between 
the government in the administrative ministry 
and the public enterprise management On 
the other hand, para 2 3 clearly states that 
it is the holding company that should enter 
into a memorandum of understanding with 
the government It is as if the person writing 
Section V did not read Section Ill, where 
the mam recommendations was to create a 
buffer between the government and the 
enterprises in the shape of a holding com 
pany to minimise government intervention 
in the affairs of the enterprises under its 
control 
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1 he author of this section of the Report 
also ignores much of the recent progress 
made in the field of performance evaluation 
of public enterprises No new ideas are 
presented and much of the recent literature 
on the topic is not utilised In tact omx 
again, some ol the oldest and most hack 
neyed themes are repeated For example 
para 5 4 states ‘ Public enterprises pursue 
a number of objectives simultaneously and 
a single measure ot performance is difficult 
to specify” No one would or could argue 
with this statement however it does not ad 
dress the more substantive issues What arc 
the various measures of ptrlormancc for a 
public enterprise 7 How does one combine 
them to get a true picture ot the overall per 
formanceof the enterprise’ Unfortunately 
on both fronts the answers in the Report ate 
very unsatisfactory to put it mildy 

In regard to the first question mentioned 
above the C ommittee suggests there art 
certain objectives that are common and these 
should torm the basis lor general perfor 
mancc criteria These general criteria mav 
fall into four groups (1) Financial perfor 
mance, (2) Productivity and cost reduction 
(3) Technical dynamism (4) l ffectiveness of 
project implementation’ (para 5 4) There 
are numerous problems with both the indi 
vidual categories ot these criteria as well as 
the group as a whole 
For example no rationale is given for the 
choice of these particular criteria It seems 
that ‘repair and maintenance , corporate 
planning etc aie eqmllv impoitant lot ill 
public enterprises and should quality to bt 
included in this list ol general etiteiia 
Perhaps il the C ommittee had explained its 
choices one could better understand their 
reason tor ext lulling other equally valid 
eriten I 

Fuilhci no indication is given as to the 
course of action to be undertaken when 
some of these ciiteua ire mutmlly confhc 
itng fortximple “liefinical dynamism ’ in 
solves costs in the present and mav result 
in lower (in inti il piolits in the uirient year 
As a mattci ol t let this problem of lOitflie 
ting goals has bten overlooked iltogtther in 
the Report 

this contradiction extends to various 
individual categories of criteria is wtll The 
Committee suggests the following three 
criteria to evaluate financial perform ince of 
public enterpnses 

a) Gross margin on assets (for all enttr 
prises) where 

Gross margin-Sales minus opeiating 
costs (excluding interest) 

Assets- Gross fixed assets plus inventories 

b) Vet profit on net north (lor core sector 
and protit making enterprises) where 
Net profit = Gross Margin minus depre 
elation minus interest 

Net worth = Fquuy plus reserves 
e) Gross margin on sales (for service enter 
prises) defined as Gross margin divided 
by sales ^ 


To see tht nature of problems associated 
with this recommendation consider the 
following example Imagine, that a public 
enterprise in a particular year compared to 
the previous year increases its sales by 
Rs l(X) and also its consumption of inter 
mediate inputs by Rs 100 From the point 
of view of society as a whole, therefore, this 
transaction is a neutral one It does not lead 
to value added or surplus welfare—the socic 
ty gains exactly what it sacrifices However, 
if one looks at criteria (a) and (c) above, one 
gets a contiadictory and contusing message 
( ritenon (a) tcmains unaffected, while 
criterion (c) decreases Now, if we were using 
these criteria for controlling pubhc enter¬ 
prises, it is not clear what we should make 
of this dilema Should we penalise the 
manager or leave him alone’ The Commit 
lee does not provide any clarifications 

C onsidcr another example Suppose there 
are two public enterprises, similar in every 
respect except that one was set up in veat 
V and tht other one in year't +1’ Let us also 
assume that the prices of every thing in these 
two years remain the samt, except lot fixed 
assets Naturally it we were to tompaic thtse 
two enterprises, we would find that tht one 
set up in year t + T has a larger denominator 
as per criterion (a), and, hence, appears to 
have a lower gross margin to asset latio Nus 
is obviously unfur to the managu ol this 
enterprise as he is producing tht same 
surplus from the same physical amount ot 
pioductive capacity 

Similar prot ems rtl »tc to the ( ommit 
tee's recommendations regarding the mom 
toring ol productivity and tost reduction 
These rteommtndations arc preceded by t 
platitudinous assertion reminding us tint 
‘Momtoiing pcrfoimante in terms ot fman 
eial profit ability has to bt supplemented by 
some simple monitoring of productivity and 
costs However the indicators suggested arc 
neither simple nor supplementars The 
( ommittee recommends that capacity utili 
sation raw material costs (at constant prices) 
per unit of output etc, should bt used to 
monitor productivity and costs This is sur 
prising as it goes against one ot the must 
fundamental principles of economics—ihe 
law of diminishing returns According to the 
latter when i variablt factor (sav raw 
material) is added to a fixed tactor (sav 
plant capacity) beyond a certain point each 
additional unit of the variable input leads 
to successively smaller outputs Thcrelorc 
in most cases an a priori case can be m ide 
for a conflict between capacity utilisation 
and raw matuial costs (at constant prices) 
per unit of output 

In addition, calculation ot raw material 
costs ptr unit ol output at constant prices 
is no simple matter either fo do an acetp 
table job one needs prices and quantities ol 
all raw materials as well as outputs This 
information is not rtported in the conven¬ 
tional audited account of enterprises (except 
for a selected few industries like cement) 


Therefore, unless a sophisticated informa 
lion system is in existence, the government 
will have little success in their constant price 
calculations 

Para 5 11 also argues, “it is particularly 
important to undertake such monitoring of 
costs and productivity in the core sector 
enterprises ” It is these kind of statements 
which show the lack of determination to 
undertake real reforms As already mention 
ed such distinctions between core and non 
core sectors in our inter dependent world ap¬ 
pear to be artificial and unjustifiable 
I he recommendations regarding the 
momtoiing ot ‘technical dynamism” and 
‘ project implementation are also written 
m a hurned manner For the fotmer, a quail 
tit itive indicator (number ol product and 
process innoxitions introduced) and a 
qu dilative issessment are suggested No 
concrete steps are proposed, however, to 
combine the qualitative arid quantitative 
aspects to ionic to a composite evaluation 
One could go on with these problems tor 
some tunc The dingtr is that it mav stait 
to look like nitpicking lhcrctore let us 
suiniuinse the main points I here'is cleatly 
a danger in using partial indicators like 
labour productivity, capacity units ttton taw 
matuial elliuenev etc 1 hey only capture 
a Imiiied aspect ol the total reality To ovci 
come this the most common mistake made 
is to opt tor a multiple indicatoi which is 
simply i weighted avet ige of a number of 
partial indicators The Committee, too fell 
for this ige old It ip f his oversight is hatd 
to undeistind suite there existed sufficient 
literature. (Sen 1971, Jones 1979, Jones and 
Irisedi 1983 Nawab 1984, Trtvedt, 1985a 
and 1986b), af the time ol wilting this repoit 
to e uition them ig unst these dingers and 
suggest te isible solutions Unfortunately 
one cannot go into the details ol these 
solutions within the coniines ot this article 
Smutuly in rn iking us recommendations 
regarding information systems the Commit 
tec appeals to be oblivious of the existing 
body ol knowledge .and collective experience 
ot the developing nations in this regard Cur 
rentlv, a distinction is made between a per- 
formann. information system (PIS) and a 
management information system (MIS) The 
former system is meant for use by govern 
ment bodies in monitoring the souo 
economic illy relevant behaviour ot its public 
enterprises It is intended as a part of a larger 
signalling system which guides managers to 
mike decisions in the national interest and 
rewards them for doing so The purpose ot 
this kind of information system is not to 
make a final arbitrary decision as to how 
well manageis have done Rather, it is to pro¬ 
vide the inlonnaiion upon which such a 
decisiontan be based 
Since a PIS is at the apex of a large 
pyramidal decision making hierarchy ins as 
important to exclude irrelevant information 
as it is to include necessaiy information To 
maintain the advantages of hierarchy and 
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decentralisation of decision making, and lo 
asoid swamping the top levels with e\ 
traneous data it is necessarv to filter infor 
matton as it moves upwards through the 
hierarchs The top needs the broad summiiy 
variables, not all the details For example 
a conventional MIS provides managers with 
a wealth of details on standard costs inven 
tory levels and a rr» iltitude ot other lactors 
which help him to control costs The PIS 
on the other hand contains much less details 
in this area, being concerned only with 
whether costs arc using or falling (and 
whether it is due to price or quantity effects) 
The two information s>stems arc not 
substitutes but complements I he PIS at the 
ministry level motivates the use of ind in 
part measures the succtss ot the MIS at the 
enterprise or the holding companv level I he 
Scngupta Committee only emphasises the 
MIS and ignoies the PIS altogcthei In fact 
it recommends dismantling even the rudi 
ntentarv PIS that already exists in the Plan 
mng Commission One would have expected 
them to suggest strengthening this system 
along with the installation of a compatible 
MIS in various public enterprises 
One of the reasons given for abandoning 
this information system contradicts some of 
the recommendations made earlier in this 
Report The Committee augues that a per 
formance information system is not 
necessary because the government can ob¬ 
tain specific information when the need 
arises, from public enterprises Those who 
know our public sector will agree that 
government requests for information of all 
types at odd times is a major source of 
irritation, if not disguised harassment, tor 
enterpnses Further in the absence of a 
system of cheeks and cross cheeks, there is 
no guarantee that public enterprises will 
always supply reliable data Some of these 


mistakes may he intentional md some other 
wise However the government would not 
know the difference in ans case 

Rot I Ot I lib C n\ 1 I>l ROI I I R AND 
M. [IIIOR fit NbR Al 

In this section too, the now familiar pat 
tern of the report is faithfully repeated That 
is correct facts tre stated but analysis and 
policy leeoinmendations somehow go awrv 
in Ihe transformation process from taels to 
recommendations for example the Com 
mittee correctly rtports that public enter 
prises are subject to two audits ’ regularls 
One bv the eharteted accountants deals 
mantle with questions ol ‘ regularity i e 
whether accounts are eoriectlv m untamed 
expenditures md receipts iceuratelv record 
ed The supplementary audit by the Coin 
ptrolltr and Auditor General tC and AG) 
cheeks mainly the ‘ propriety” of the (ran 
sactions C and AC/ also conducts a per 
formance audit ’ from time to time 
However the C ommittcc recommends 
that the ‘performance audit’ should be eon 
tinued and supplementary audit is not 
necessary for piofitable non core companies, 
once common accounting policies are 
evolved This is exactly the opposite of what 
the logic dictates As mentioned earlier, one 
of the mam reasons for poor performance 
of public enterprises ts the lack of clarity of 
goals The latter being a result of multiple 
principals emphasising multiple goals, which 
are often conflicting The solution is 
therefore, reducing multiplicity of principals 
and the conflicting nature of goals Having 
a performance audit in addition to a memo 
randum of understanding will be terribly 
confusing for public managers They would 
not know who they should please If ex 
penencc is any guide, they will please neither 


However thev will eseape penalties by blam 
mg the othei pnnopal in justifying their 
fulure to each principal separately 

The recommendation that profit making 
non core companies need not care about the 
propticty ol their transactions is extremely 
puzzling Propnety of transactions is one 
aspect which in ikes 1 public enterprise tru 
Iv different from a pnvatc one |Nitish De, 
1987] I lie distinction between core, non 
core and piofi! and loss m iking is mean¬ 
ingless in this context Public comprise must 
care about the propnets ot their tians 
actions period 

Kl I SIION WIIH P\KI IAN11NI 

I Iiis section (S .4 s 26) ol tiu. Report 
reptats much ot what lias btui said earlier 
Therefore much ol it deics not require fur 
ther comments loi tsamplc, we have 
already commented on its recommendation 
to evolve a parliamthiaiy conuemion ol not 
asking questions on day to dav operations 
of the public enterprise 
T he recommendation which does tcquirc 
some thought concerns the role of the C om 
mittee on Public Undertaking (COPIJ) ol 
'he Indian Ptrli intent The Scngupta ( om 
rnittcc endorses the occasional ‘ post 
mortem’ ‘ex post studies of the woiktng 
of public enterprises by the COPU This ad 
dition of yet another "principal” tn the 
monitoring game can only confuse and con 
found the public enterprise managers 
I can understand the C ommittcc s reluc 
tanec to appear ‘ undemocratic' bv sug¬ 
gesting the potential dangers of still another 
pcrfotmancc evaluation exercise The Com 
mittee failed miserably, however in not even 
trying to raise the quality of this parliamen 
tary interface by asking some relevant 
questions 
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There is a widespread perception that 
COPU enquiries are often used as witch¬ 
hunts by interested parties The Committees 
snoqld have examined how many recommcn 
dations of the C OPU have actually been im 
plemcntcd Who an the people m the COPU 
staff who do these studies’ What relevant 
experience do they have to question the 
working of multi erore mega enterprises'’ 
Only after these and other questions have 
been answered can one take the rccommen 
dation on COPU reports seriously 
The Report seems to get more muddled 
as one progiesses through its pages In 
Section VI, a very sketchy discussion of 
technology upgradation is undertake n It 
quotes a study that suggests that i number 
of public enterprises have not made sutli 
uent effoils io absorb imported technology 
or in some cases adaptation lo ihc Indian 
environment ’ 1 he Report then goes on im 
mediately to discuss cures tor this problem 
However all its iccommendations are too 
general in ihcii prescriptions and vague with 
regard to implementation Tot example it 
reeomnie’nds All maior projects should in 
elude technology adaptation programmes 
and lor this purpose the government should 
consider providing part of this expenditure 
as grant (para 6 1)’ It is not cleir what is 
meant by technology adaptation’ Whctc 
will the money for this come Irom’ 

Ideally, one would have expected the 
Committee to lust discuss the causes for the 
lack of technology upgradation and then 
systematically discuss the cures in view of 
the particular causes Khanna (1984) his 
shown that this is as much ol a problc i i 
the private scctoi and there are ver\ i i 
economic reasons toi it On the ae h aid 
the committee wants public ent scs to let 
like private ones and j ncraic financial 
surpluses On Ihc olhi it wants them to 
behave dittucnlly In I lie slum run at least 
there mav be a tride oil between these two 
objectives Since public managers typically 
have a shon lenurc, these eonsideiations will 
bear heavily on their decisions The Com 
nuttec tails to enlighten us on how to resolve 
this conflict In mv view in MOU would be 
a useful vehicle lo cariy out this policy goal 
however, no such linkages are provided in ihc 
Report to guide policy makeis 
furthermore the Committee oveilooks 
the distinction between imesirneni deaiton 
and performame evaluation mentioned 
earlier For most public enterprises the 
technological choices are already predeter 
mined ai the investment decision stage They 
do not have too mans options One has tv 
separate the efficiency in investment dtci 
stons” Irom the etlieienev in operational 
decisions” 

riNANtl\t VlABlim OF Loss MAKINt. 
Units 

The most conspicuous thing about See 
tton VII is the quick connection made bet 


ween financial losses and efficiency The 
indictment of loss makers is alarming 
“Loss making enterprises are a burden on 
the public exchequer and, therefore, they 
cannot expect the same degree of autonomy 
as financially viable units ’ I wonder it it oc 
curred to the Committee that lack of 
autonomy may be the very cause for losses 
to start with Therefore, to restrict autonomy 
furthei mav trap these enterprises in an eter 
nal vicious cycle 

In addition losses could be due to several 
non com mere nl goals that the government 
may have imposed on public enterprises in 
eluding lower output prices Therefore, at the 
very minimum one would have expected the 
( omniittee to tell us the performance ol 
these loss makers in constant prices 

The C ominittec recommends capital re 
structuring bv converting debt into equity 
I his tantamounts to putting powder on one's 
face to hide pimples Generating profits in 
this manner dots not increase the overall 
welfare of society It is a transfer payment 
which leads to money being ttansferred from 
one parts to mother leaving the overall 
surplus at the same level Since most ot the 
interest would have probably gone to the 
government m any cave this restructuring 
dots not increase the resources available to 
the government How docs it matter whether 
government lakes their money as interest or 
profit ’ 

I’KICINUIN PUB1IC f N TLRPRIM S 

Pricing policies ol public enterprises ate 
discussed at stvual places in the body ol the 


Report Section VIII, however is devoted 
exclusively to pricing issues The problem 
with this section is its purely administrative 
approach toward these issues One expected 
better Irom a Committee headed by an 
economist 

In para 8 3, the Committee recommends 
“Unless the public sector share of the market 
is such that the concerned public enterprise 
is the price leader, there is no point in Che 
public vector alone charging a price lower 
than those of other producers” The first 
thing to note is that the Committee (impli 
eitly) ignores the distinction between output 
and inputs markets public enterprises pro 
duec both final outputs as well as inter 
mediate inputs There are dtiferent con¬ 
siderations in deciding on pi icing policies m 
these two types of markets Second the 
Committee never quite speeitics what is the 
main objective ol pricing policies Is it purely 
‘financial’ (t e, to generate profits alone) 
or one also wants to use them lor impiov 
mg resource allocation’ 

Even if the objective is purely financial 
this recommendation is too general to be 
useful In many situations such a policy mav 
be justified precisely because the concerned 
public enterprise is trying to capture a large 
share ot the merket to become a market 
leader add curb the monapohsUc exploitation 
of consumers by the current market leaders 
from the private scctoi Therefore, the resul 
tant poor financial performance in the short 
run will be more than compensated bv the 
enhanced social welfare in the long run 
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Further, ll the concerned public cnteiprisc 
is a small part ol the market and vee toies 
it to behave like a purely private enterprise 
then one has to ask a very basie question 
what is the point in having that enterprise 
in the publie sector' Would it not be 
preferable to use the scarec publie resouitis 
elsewhere and simply eolleet taxes on the 
profits of the private enterprise 7 When 1 talk 
about searee resources I am referring boih 
to resources invested in the enterprise as well 
as resources required to monitor and eon 
trol it 

More puzzling than ill ol this is the total 
neglect of the allocative role of public enter 
prise pricing policies bv the Committee 
Public enterprises are an instrument ol 
public pohev and as such, their pricing 
policies are supposed to piomote public 
interest T manual surplus is one element of 
overall social welfare Another important 
factor affecting social welfare is the alio 
eativc efficiency of resources The starting 
point of all discussions on “allocative efti 
ciency” is the eonetpf of “marginal cost pric 
mg” It is curious that this concept was not 
mentioned even once m the Report There 
are, admittedly conceptual and practical dit 
ficulties associated with this concept, but 
that is not an adequate justilieation for ig 
noring it altogether Had the Committee 
cared to think about this aspect of pricing 
it would have not written Section VIII in this 
cavalier fashion 

For example, let us consider a case where 
underpricing is justified in terms of alio 
eative efficiency Suppose that a public enter 
prise is supplying intermediate inputs to a 
private enterprise which has a monopoly in 
the product market As a result of this 
monopoly power, the private entei prise is 
charging a higher price P 0 and producing 
a lower output, Q 0 , compared to what it 
would do if the market were competitive 


(I igure I) The government wants to eoiret t 
this distortion and has several choices It 
could either nationalise the private firm 
control its puces break it up or use public 
uittiprisc pi icing policy to achieve the same 
objective l ach policy has its pros md cons 
too numerous to discuss here 

However, let us furthei suppose lhat the 
government decides (alter considering other 
options) to use publie enterprise prices for 
achieving this objective. The argument, from 
whil is called the "theory ol second best 
pi icing , is that the publie uiiciprise should 
set a price lower than its marginal cost of 
production This will lower the cost of pro 
duction for the private enterprise and move 
it closer toward the point ol optimum alloca 
non as shown in I igure I How much should 
the enterpuse rtducc the price of its pro 
duets 7 The answer in theory, is simple One 
should continue to depart from marginal 
cost so long as the benefit of doing so is 
more than the cost of doing so When these 
two become equal one should stop Notice 
that this mas involve increasing the profits 
ol a private monopoly This is the classic 
Made off between equity and efficiency 

The point is lhat there are several thcoreti 
eally sound reasons for lowering public 
enterprise prices even when it may lead to 
some financial losses The preceding is but 
one example of the innumerable cases one 
could cite 

The treatment of the important issue of 
the existing price preference system for 
public enterprises also smacks of ad hoi 
reasoning According to this system, a 10 per 
cent price preference is to be given to public 
enterprises vis a vis the private sector That 
is, if a product similar to that from the 
private sector can be supplied by a public 
enterprise for a price difference of not more 
than 10 per cent, then other public enter 
prises are obliged to purchase this product 


from the public enterprise. (This preference 
is equal to 15 per cent where imports are 
involved) 

The Committee recommends that this 
system be abolished over 4 or 5 years and 
be substituted by an explicit subsidy equal 

to 10 per cent of the tender price As usual, 
he Committee gives no reason for these 
recommendations 

One is left in the dark as to why a period 
ol 4 to 5 years has been chosen What is 
meant by * phased out” 7 Does it mean 
abolished for some immediately and later for 
others 7 Or reduce the percentage gradually 
from ten to zero 7 Wlueh enterprises should 
he chosen for this phasing out 7 
Similarly, what is the relative advantage 
of having subsidies rather than price pre* 
ferences 7 In terms of resource mobilisation 
both have the same effect on the exchequer 
To see other effects of this policy, let us con 
sider a simple example Supjvosc there are 
two public enterprises (a) and (b) enterprise 
(a) sells its output to (b) In the absence ol 
any constraints, the ideal pricing policy for 

(a) would involve fixing the price equal to 
us maigina! cost (MC ) as shown in Figure 
2(a) 

Let us now suppose that the government 
enforces the price preterenee system This 
causes the marginal cost of production for 

(b) to increase from MCo to MC I, as shown 
in Figure 2(b) C ompanng the two situations 
we find the nc t loss to soeietv is equal to the 
area ABC D If this loss is less than the bene 
fits io society ot maintaining employment 
and optiating public enterprise (a), then 
juice preference is justified One ol the 
reasons for the higher costs of publie enter¬ 
prise (a) may be due to its Icscation in a 
backward area An economist s job is to 
point out this tiade oil and whether it is 

worth it or not is a normative judgment 
tor decision makers 

let us now consider the option ot giving 
a subsidy and scrapping the price preference 
system The result will be a lower MC fac¬ 
ing firm (a) and, hence, an expansion of pro¬ 
duction beyond the optimum quantity ol 
Q 0 * in Figure 3 The net loss of this policy 
would equal area RST 

Ihercfore the choice between a subsidy 
and price preference will depend on whether 
RSf in Figure 3 is greater or smaller than 
ABC D in Figure 2(b) Admittedly, this is a 
very simplified picture It is not intended to 
depict reality in its entirety only to address 
the issuts involved From that point of view, 
it is eltar that generalisations made by the 
Committee are clearly too strong 
The last section of the Report discusses 
a few odds and ends However a very distur 
bmg comment is stuck in one of the recom¬ 
mendations "Even though on paper (he 
enterprises do enjoy complete autonomy in 
these areas, in practice, however, interference 
from the ministry or department of the 
government does take place We suggest that 
suitable convention be evolved to ensure such 
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interference!! arc avoided” If this is true, then 
what is the point of so many recommcnda 
tions the Committee has made to ensure 
more autonomy, including the formation of 
holding companies and MOUs 7 8 All these 
may be fine on paper, but as the Commit 
tee admits, in reality the interference may 
continue unabated Perhaps, the Commit 
tee should have spent more time on outlin 
ing a strategy to evolve these conventions for 
non-interference It is truly depressing to 
think that along with the Committee we 
may have been barking up the wrong tret 

Notes 

[An earlier version of this paper was presented 
at the National Seminar on the Management 
of State I^evel Public Enterprises Osmama 
University Hyderabad March 5 6 1987 1 
would like to thank the participants of this 
seminar and the seminars at the Centre for 
Policv Research and the National Council lor 
Applied Economic Research for their com 
ments Thanks arc also due to Is C Sethi and 
Bagaram Tulpulc for helpful comments Part 
ol the research for this paper was supported 
by the C'tnlre tor Studies in Public fcmerprise 
Management Indian institute of Management 
Calcutta | 

1 Organised jointly by the standing C ontcrcncc 
of Public Enterprises (Scope) and the 
Departmenl of Public t nlerpriscs 

2 Every third Rupee lor the total investment 
in this plan is expected to come from the 
public sector 

3 A sui vc\ of a number of questions asked in 
parliament regarding the Sengupta Repoit 
suggesls the iollowing It appears that cvctpl 
lor three recommendations all others have 
been accepted However implementation of 
these recommendations is a diltercnt story 
altogether None ippear to hist been fully 
implemented Eor del ills see 1 ok Sabha 
(Unstarred question No 8202 April 29 1986 
Starred question No 207 November 18 
1986) Rajya Sabha (Unstarred Question No 
IJSI November 17 1986) 

4 ( irelul analysis ol this issue often reveals a 
surprtsinglv large divergence between percep¬ 
tion and reality ol public enterprise perfor 
inanct lot details see Tinedi (I986f) 

3 Defined b\ ihc C ommittec in Pata 2 3 of the 
Report 

6 One can also add management of public 
enterprise js a fourth category though 
management is subsumed under each of 
these three categories 

7 Of course where ihe government docs not 
administer prices performance evaluation 
should examine the pricing policy itself 

8 It would be an interesting research topic to 
compare and contrast the recommendations 
of the L K Jha Committee Why is it that 
two eminent policy makers examining the 
same issue come up with such divergent 
recommendations as these did in many cases 7 
This paper is not the right forum to answer 
that question 
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Public Accountability and Audit in India 

K P Joseph 

Central to any study of accountability in government is the role of government audit, which has a vital role 
in helping the executive and the legislature to ensure that public money is spent properly and to assure the public 
that 1t gets value for its money The Indian constitution has conferred complete independence and extensive powers 
on the auditor general to enable him to discharge his functions unhindered by anyone 

The general impression in the country now, however, is that in spite of the immense powers of the auditor general, 
there is a serious breakdown of accountability and enormous waste, fraud and misuse It is, therefore, necessary 
to examine to what extent government audit is carrying out its duties laid down in the constitution and how its 
performance compares with that of similar organisations in other parts of the world Has it adapted its methods to 
suit the changing circumstances in the financial administration of the country 7 Is it a good watchdog ofpublic funds 7 


THE record deficit in the central budget for 
the last financial year and the increase in 
government spending this year have helped 
to focus the attention of the public and the 
press on the insufficient accountability of 
those entrusted with public money in India 
There are frequent complaints about waste, 
fraud, lack of cost consciousness poor pro 
ductivity, costly delays, inefficiency corrup¬ 
tion, bureaucratic inertia and inadequate 
legislative oversight with little or no action 
to improve things Speaking at a seminar on 
accountability not long ago, M R Masani, 
who was chairman of the Central Public 
Accounts Committee in 1967 69, said that 
the impression he got while working on the 
committee was one of “colossal waste of 
public money” At the seventh conference of 
the chairmen of Public Accounts Commit 
tees in September 1986, which was attend¬ 
ed by the prime minister and the then 
finance minister, the decline in accounta 
bility received considerable attention A sub 
committee was set up at this conference to 
consider the problem m detail and it has 
prepared a report on ‘ Enforcing Accoun 
lability m the Administration ’ which was 
formally submitted to the prime minister 
recently 

Central to any study of accountability in 
government is the role of government audit, 
which has a vital role in helping the executive 
and the legislature to ensure that public 
money is spent properly and to assure the 
public that it gets value for its money The 
Indian constitution has conferred complete 
independence and extensive powers on the 
auditor general to enable him to discharge 
his functions unhindered bv anyone 

The general impression in the country now 
however is that in spite of all the immense 
powers of the auditor general, there is a 
serious breakdown of accountability and 
enormous waste, fraud and misuse It is 
therefore necessary to examine carefully and 
objectively to what extent government audit 
is carrying out its duties laid down in the 
constitution and how its performance com 
pares with that of similar organisations in 
other parts of the world Has it adapted its 
methods to suit the changing circumstances 
in the financial administration of the coun¬ 
try 7 Is it a good watchdog of public funds? 


Historical Background 

The history of independent government 
audit can be broadly divided into two nearly 
equal periods The first extended from the 
years following the implementation of the 
government of India Act of 1919 to 1954 and 
the second from 1955 to the present The 
first period was one of intense activity, bold 
experimentation and self study Excepuonal 
ly able, far sighted and experienced auditors 
general like Sir Frederic Gauntlett and 
Narahan Rao headed the organisation dur 
ing much of this period Government audit 
during this time developed into the indepen 
dent and powerful agency it was to remain 
for many years The departmental codes and 
manuals in use today were drafted during 
this time Experiments like separation ot ac 
counts trom audit were successfully carried 
out in defence and railways (about one 
fourth of all government accounting) Only 
the economic depression of the 1930s and 
later, the world war prevented the complete 
separation of accounts (rom audit The 
multifarious problems that arose out of the 
financial integration ol the princely states 
in 1950 were solved with astonishing speed 
and efficiency The present organisational 
structure of the audit department was evolv 
ed during this time The public rating of the 
performance of government audit stood very 
high B R Ambedkar said in the lok Sabha 
in 1953 that the auditor general ‘is probably 
the mosi important officer in 'he Constitu 
tion of India” and that his duties are far 
more important than the duties even of the 
judiciary 

The second period starting in 1955, after 
the retirement of Narahari Rao, by contrast 
was a time of prolonged inactivity, drift and 
stagnation The nature range and scope of 
government spending underwent an abrupt 
and dramatic change with the coming of 
the five-year plans in the early 1950s 
The government accounting and auditing 
machinery which was originally designed tc 
deal mainly with salaries and allowances, ap 
propriations and "regularity” audit found 
itself overwhelmed by the rush of unfamiliar 
work Government was slow to develop ef 
fective financial controls to regulate the im¬ 
mense development expenditure and even 
now have not entirely succeeded in doing so 
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Internal audit was ineffective or did not exist 
in most areas Waste, delays and fraud 
increased by leaps and bounds Government 
audit remained indifferent to the mounting 
financial chaos, preoccupied with the out 
ward trappings of constitutional indepen 
dcnce and statutory immunities There was 
a gulf of difference between the auditor 
general's powers in theory and his real per 
formance. There was neither any leadership 
within the department to solve the many 
problems that arose nor any prodding from 
parliament or government for reforms as it 
was probably felt that the independence of 
audit should not be compromised For 
several years no one even suspected that 
government audit was becoming an ela¬ 
borate and almost meaningless ritual that 
had little to do with financial control 

There has been no internal or external 
study ol the organisation and working of the 
audit department after independence to 
determine if its role and functioning are ade 
quate for contemporary national needs This 
accelerated the eroding of accountability 
because major changes in audit concepts 
took place during this period in other coun¬ 
tries of which little notice was taken in India 
except for the introduction of a cumbersome 
type of performance auditing in 1962 While 
many other countries had the functions 
and working of their audit organisations 
thoroughly studied from within and without, 
in India nothing of the kind was done even 
at the time a new Act was passed by parlia¬ 
ment in 1971 to regulate the duties and 
powers of the auditor general—21 yean after 
the constitution came into effect 

anomalils in Organisation and 
Functions 

Government audit in India differs in im 
portant respects from similar organisations 
elsewhere The C and AG and his office in 
Delhi do no primary or original audit 
India is very nearly unique in this respect 
M S Ramayyar, the departmental historian 
in his scholarly book, “Indian Audit and 
Accounts Department” (1967) confesses 
“The C and AG is not a primary auditor 
There is an accountant general under him 
in every state, looking after its accounts and 
audit” While dealing with the functions of 
the headquarters office of the C and AG, 
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Ramayyar says “Practically all original 
audit and accounting work is done in subor 
dinate offices” The C and AG docs not even 
sign the audit reports, not even of the cen 
tral government, he only “countersigns” 
them after they are signed by his subordinate 
officials On what basis is the counter 
signature made 7 Ramayyar who had long 
experience in the C and AG’s headquarters 
office and was one of the outstanding 
technical experts, provides the answer “The 
Report Section [of the C and AG s office) 
examines generally that the accounts and 
reports have been prepared in accordance 
with Codt Rules and other instructions, that 
the audit paragraphs in the reports are 
clearly intelligible as respects the facts and 
that the paragraphs include pnma facie fair 
and reasonable comment' 

The extent of withdrawal of the C and AG 
and his office from original audit work 
would be difficult for audit organisation in 
other countries to understand The C and 
AG alone is responsible for audit under the 
constitution but in real life this amounts to 
editing the audit reports (normally by subor 
dinau officials at headquarters) personnel 
management (confined mainly to control 
and transfer of officers ol the Indian Audit 
and Accounts Service) and participation in 
the meetings of the Central Public Accounts 
Committee and Public Undertakings Com 
miltee This is a poor substitute tor direct 
involvement in audit and is the reason why 
accountability is ebbing fast The constitu 
tion says that the expenses of the C and AG 
are not votable by parliament This is to give 
him complete independence But this has 
been interpreted to mean that the expenses 
of the headquarters office (which does no 
original audit) arc non votable and all the 
rest subject toNote' Tht amounts involved 
were about Rs 25 million and Rs 1,500 
million respectively last year According to 
this curious theory ol independence of audit, 
the driver of a staff car in the C and AG’s 
office is more indispensable than the direc 
tors who audit the entire central government 
expenditure' But an outsider who is not 
familiar with these internal intricacies, can 
easily form the wrong impression that the 
C and AG and his establishment m India are 
exempt from external budgetary control 
Like much else about government audit, 
this is symbolism of no use in furthering 
independence 

C AND AG Dots AUDIT OF STATI 
Governments also 

A second peculiarity of government audit 
in India is that though India politically has 
a federal structure, the C and AG in theory 
is constitutionally responsible for the audit 
of not only the central government but all 
the state governments This is not so in the 
United States where each of the 50 states has 
its own separate state auditor Australia also 
has a separate auditor general for each of 
its states So too is the case with Canada 
which has a separate auditor general for each 


of its provinces There are only two rare 
exceptions, m Malayasia the auditor general 
does the audit of the 13 state governments 
and of the central government, so too in 
Pakistan Because of the larger size of the 
country and the bigger number of states, 
what may be practical in Malaysia and 
Pakistan, is unworkable in India The con 
centratton of audit to this extent seriously 
affects the quality of work as the C and AG’s 
office cannot naturally keep in touch with 
the numerous problems of the state govern 
ments Public accountability is again the 
victim It is made worse by the supervisory 
arrangements for state audit and accounts 
The tenture of the G and AG under the con 
stitution is six years But the accountant 
general in a state who deputises for the 
C and AG in all matters, often serves for less 
than half this period In many of the states 
there are several accountants general respon 
sible for different types of accounts and 
audit work India must be the only country 
in the world that distributes responsibility 
for legislative audit to a group of officials 
whose tenures arc short and do not coincide 
In these circumstances there is not much 
continuity in policy and work in state 
government audit The centralised respon 
sibtlity of the C and AG (in theory) and the 
discontinuous and fragmented leadciship in 
the field offices (with some ol the accoun 
tants general at loggerheads) lead to several 
problems not faced by other countries Dil 
tercnce in language also contributes its not 
too mean shari to all this contusion Some 
ot the account nts general do not sptak the 
language of the state where they are station 
ed and have to su through meetings ol public 
accounts committees in the local language, 
not following a word I his is an easily 
remediable situation bv more sensible 
tiansfu ot officials but cuuously it is not 
done The C and AG himself has hardly any 
contact with the state governments or the 
state PAC s 

C AND AG AS KfcF PER OF StATI 
Government Accounts 

The third peculiar aspect of government 
audit in India is that till 1976, the entire 
accounts of the central government (except 
defence and railways) and the whole of the 
accounts of all the state governments were 
maintained by the C and AG By an amend 
ment to the Comptroller and Auditor 
General’s Act of 1971, the central govern¬ 
ment took over responsibility for its own 
accounts The combination of audit and 
accounting work in the same organisation 
is very rarely seen elsewhere, certainly not 
on the vast scale as it exists in India What 
makes it infinitely worse is that in addition 
to all the extraneous accounting work, the 
C and AG has also been made responsible 
(with a few recent exceptions) for the 
maintenance of the individual provident 
fund accounts of millions of government 
employees in the state governments— 
subscription to provident fund is com 


pulsory in government As if all this were 
not enough, the C and AG calculates and 
authorises the salary and allowances of hun¬ 
dreds of thousands of higher paid public ser¬ 
vants and looks after the reoovery of various 
types of loans to them The C and AG also 
does extensive work in connection with the 
calculation and authorisation of pension of 
state government employees all over the 
country Almost every single payment 
voucher of all the state governments reaches 
the offices of the audit department and are 
stored for years Centralisation of work on 
this gigantic scale does not exist anywhere 
else in audit organisations and seriously 
atfects the ability of the C and AG to 
discharge his constitutional audit functions 
efficiently To control tens of thousands of 
staff (government audit in India is the largest 
audit organisation m the world) itself 
becomes difficult, especially as the relations 
between management and the emloyees are 
often strained According to newspaper 
reports a former C and AG (who was once 
a defence secretary) was not allowed to enter 
one of his subordinate offices a few hundred 
yards from his headquarters office, by angry 
demonstrators No wonder the C and AGs 
keep away fiom contact with state govern 
ments and his own subordinate offices—a 
situation not anticipated in the constitution 

Realising the undesirability of concen¬ 
trating audit and accounts work of all state 
governments in a single individual like the 
auditor general, the Government of India 
Act of 1935 provided for a separate auditor 
general lor any state that decided to have 
one. This provision in the 1935 Act was made 
at a time when the number of states m India 
was only 9 (much fewer than now) and the 
government budgets were much smaller 
Even then it was considered excessive cen 
tralisaiion ot work to have but one auditor 
general for the whole country In the draft 
constitution article 210 provided for the ap 
pointment of an 'auditor in chief for each 
state if its legislature so decided But m the 
debates m the constituent assembly in 1949, 
the provision for auditor in-chief in the 
states was deleted This was a complete never 
sal of the thinking on the subject and the 
practice in other countries The constituent 
assembly was blindly copying the audit 
arrangements in Britain Because there was 
only one C and AG there, India also should 
have but one because he was known as com¬ 
ptroller and audit general there, in India the 
same official title should be used The fact 
that exchequer control of issues of money 
was not practical in India was overlooked 
In its admiration for the Brittsh exchequer 
and audit department, it ignored the steps 
already taken in India towards decentralisa¬ 
tion of^udit and the separation of accounts 
during the days of British rule, by British 
experts who were fully aware and had work 
ing knowledge of the differences between 
British and Indian conditions The Indian 
constitution that liberally bestowed so much 
independence and power on the audit 
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department, simultaneously doomed it by 
making it a behemoth that cannot move. No 
attempt has since that been made to correct 
this fatal error Even the title of the office- 
comptroller and auditor general- remain* 
unaltered to this day long after exchequer 
control has been given up and neighbour 
mg Pakistan has pruned the title of their 
post from C and AG to auditor general 

Till the mid-I9S0s when the period of 
inactivity and stagnation in the audit depart¬ 
ment set in, there was constant pressure to 
separate accounts from audit Much earlier 
the Simon Commission found combined 
audit and accounts 'anomalous' but 'tran 
sitional’ There were repeated recommends 
tions by the Estimates Committee and sue 
cessive Public Accounts Committees for 
separation of accounts for nearly 10 years 
after Independence. The Ninth Report of the 
Estimates Committee of 1953-54 considered 
combined audit and accounts “archaic” and 
deplored “the maze of complicated rules”, 
which “under modern conditions are wholly 
unsuitable” 

According to the data furnished by the 
C and AG to the Tourth Central Pay Com 
mission m 1986, “the accounting functions 
(including entitlement functions, i e, provi 
dent fund, gazetted audit department and 
pension claims) are, still being performed by 
the Indian Audit and Accounts Department 
in 27 states and union territories” 

Even the recent revival of interest in the 
separation ot acct ants m the state govern¬ 
ments when the then finance minister gave 
expression to his views, has not resulted in 
any practical steps There is no properly 
planned scheme for separation ol accounts 
and the giving up of entitlement work The 
accumulation of adventitious work is of 
such stjgguing propoi tions that the C and 
AG is prevented (or prevents himself) from 
performing his constitutional functions 
satisfactorily 

Government Audit is resistant to 
Change 

The British Exchequer and Audit Depart 
ments Act of 1866 with Us emphasis on 
exchequer control, audit of appropriations 
and annual audit reports linked to the 
budget cycle was greatly admired in most 
parts of the world for about a century and 
extensively copied, especially after World 
War II when many parts of the British em 
pire became new, independent states But 
ironically in Britain itself in the post-war 
years there was great dissatisfaction about 
the effectiveness of its government audit 
This found its ablest and most articulate 
spokesman a EL Normanton, a member 
©f the exchequer and audit department who 
after eight years of research, published the 
well known book, “The Accountability and 
Audit of Governments” (1966) Normanton 
concluded after detailed comparisons of 
.audit arrangements in other countries that 
"there is less public accountability in the 
United Kingdom than in France, the US, or 


Federal Germany, sind not merely slightly 
less but very considerably leu” The views 
of Normanton were enthusiastically sup¬ 
ported by influential members of parlia¬ 
ment The resulting reform movement led by 
Sir Edward du Cann, John Garrett and 
others culminated in a detailed inquiry by 
the Public Accounts Committee (the report 
of which was published in 1981) when the 
committee took the rather unusual step of 
inviting the then Australian Auditor General, 
D R Steele Craik to London to find out his 
views about the reform of audit Much 
expert evidence was taken during this 
inquiry At last the National Aydit Act of 
1983 was passed and came into force on 
January 1,1984 The new Act replaced the 
exchequer and audit department with the 
national audit office and made value for 
money audits mandatory In addition to the 
drab annual audit reports, a number of 
excellent short reports on major topics of 
national importance started coming out of 
the national audit office throughout the 
year Audit became timely and its reports 
received wide publicity This had a very 
salutary effect in promoting accountability 
in Britain and was highly praised m a special 
feature on the national audit office in The 
Times of London 

India, like most other third world coun 
tries, that gained freedom after World 
Wtr 11 copied the British system of adudit 
before it underwent the thorough revision 
briefly explained above and failed to adopt 
the changes recently made in Britain Most 
of these count nes still adhere to the prac¬ 
tice of issuing annual reports, often very 
long after they are normally due (Nigeria 
has published its 1980 annual audit report 
after nearly six years) In India too the audit 
reports are all annual and most ot them 
delayed—with rare exceptions In the words 
of a team of Malaysian scholars writing in 
the July 1982 issue of International Journal 
of Government Auditing “unless the audits 
are current and the eventual audit reports 
are published in time to enable prompt ac 
tion to be instituted, the whole audit 
becomes an exercise in futility, anjl would 
serve no more useful purpose than fulfdl- 
tng a legal requirement” What is happen 
mg in India cannot be described more ac 
curately than this The constitution provides 
only for annual audit reports the dates for 
which have not been fixed in spite of 
repeated demands by the Administrative 
Reforms Commission, the government and 
some of the legislatures The annual audit 
reports very seldom reach the legislature in 
time and the discussion of the audit reports 
by the state financial committees is shock 
ingly in arrears in many places, in one case 
by 13 years, according to the C and AG 
himself Audit has become a mere “legal 
requirement” and the collapse of public 
accountability can be seen m many areas of 
government functioning 

With the spread of performance auditing 
in many countries, more frequent audit 


reports are now common, in addition to the 
traditional omnibus annual audit reports. As 
the infrequency and delay in presenting the 
audit reports seriously affect their usefulness 
and whittle down public accountability, it 
will help to have a brief survey of the inter¬ 
national practice m this area In the United 
States, the audit reports are submitted to the 
Congress throughout the year and number 
about 1,000 annually It is difficult to beat 
the timeliness of the reports of the US 
general accounting office. In Britain, at 
mentioned earlier, under the National Audit 
Act of 1983, the frequency of the audit 
reports to parliament has increased con¬ 
siderably and the PAC examines the reports 
within weeks of receiving them In Australia, 
the auditor general’s reports on the audita, 
inspections and examinations are carried out 
under the Audit Act (1901) and other Acts 
are transmitted to parliament twice each year 
as close as practicable to the commencement 
of the autumn and budget sittings of parlia¬ 
ment respectively In addition the auditor 
general transmits to parliament during the 
budget sittings his reports on the financial 
statements prepared by the minuter for 
finance pursuant to Section 30 of the Audit 
Act for the preceding financial year Effi¬ 
ciency audits (as performance audits are 
called in Australia) are usually the subject 
of special reports tabled in the parliament 
upon the finalisation of the audit In 
Canada the present legislation only calls for 
annual audit reports as in India But in a 
report in June 1984 the Canadian Public 
Accounts Committee recommended amend¬ 
ment of “Auditor General Act” of 1977 to 
permit more timely reports. After observing 
the frequency of the audit reports in the 
United States and Britain, the Canadian 
PAC in their twelfth report of May 28,1986 
reiterated the need for more frequent audit 
reports which wiH enable it to scrutinise the 
audit findings in a'limely manner and make 
observations and recommendations as soon 
as possible” The Canadian PAC was all 
praise for the revised British reporting pro¬ 
cedure and had this to say about it “In the 
UK, the comptroller and auditor general 
makes frequent reports, which are im¬ 
mediately considered by the Public Accounts 
Committee This practice was noted to be 
most workable and successful” 

It will be evident that it will be keeping 
with contemporary international practice, if 
India also follows the present British pro¬ 
cedure of submission of audit reports as they 
are completed and their immediate discus¬ 
sion by the PAC If this is done one of the 
main obstacles to enforcement of public ac¬ 
countability in India will be removed Under 
paragraph 13 of the “duties and powers of 
the comptroller and auditor genenti” which 
imposes the duty on the C and AG “to 
report on the expenditure, transactions or 
accounts audited by him”, the frequency of 
the audit reports can be increased without 
any statutory amendment It is common 
knowledge now that many of the persons 
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responsible for major frauds, waste and and 
misuse escape punishment due to the delays 
in reporting by audit and subsequent follow¬ 
up action This seems to be the tunc also for 
the C and AG to agree to fix early dates fo> 
the submission of the annual accounts and 
audit reports for which he is responsible, as 
his counterparts in most countnes have 
done 

In many of the third world common 
wealth countnes also that follow the old 
British system oi annual audit reports, the 
audit reports are sometimes in arrears by 
several years It may be worthwhile for the 
next triennial conference of the common 
wealth auditors general to examine if 
necessary statutory amendments in their 
respective countnes should not be made for 
more frequent and timely audit reports with 
specified time limits for completion of 
follow up action Timeliness of reporting 
and follow-up action have not yet received 
the attention they deserve of either the 
legislative auditors or the legislators, 
especially m the third world countries 

A careful study of the dates the audit 
reports were submitted to the legislatures 
even under the unsatisfactory annual repor 
ting system and the dates of their discussion 
by the PACs, shows that in no other major 
country m the world has public accoun 
lability suffered to the extent it has done in 
India because of easily avoidable delays 
There are occasional references to the pro 
blem of delays m the PAC in statements by 
the C and AG but the delays in the presen 
tation of the audit reports are glossed over 
Thus in the meeting of the Asian Orgamsa 
tion ot Supreme Audit Institutions 
(ASOSAI) held m May 1985 in Tokyo, the 
Indian C and AG’s paper on sub theme I, 
‘Public Accountability Concepts, Issues 
and Problems’, said "7Vvo developments in 
the working of the committees which tend 
to dilute accountability and also affect the 
usefulness of the reports ultimately, may be 
mentioned here. Due to constraint of time, 
the committees are not able to examine all 
the paragraphs included in the audit reports 
of the union However, a convention has 
been developed recently to obtain written 
answers from the government to key ques 
tions on important paragraphs which are not 
selected for oral examination On the other 
hand, committees in the states do examine 
the reports in full but their work very often 
falls behind schedule, this also affects 
usefulness as the governments also postpone 
action on their side.” 

In his speech at the September 1986 con¬ 
ference of the chairmen of the PACs the 
C and AG admitted that the audit repons 
are delayed but attributed the delays to get 
ting replies from government departments 
to his preliminary reports and to printing 
He said, "Above all m some states the 
government printing presses are not able to 
give such undivided attention to the prin¬ 
ting of audit reports as we would like them 
to In respect of my 1983-84 audit reports 


as many as 7 states took 6 months to get 
them printed And in respect of 5 states, the 
reports are still with printing press, the 
longest pending being about 8 months” The 
framers of constitution could never have 
suspected that all the authority and powers 
they so liberally bestowed on the C and AG 
would be of no avail against the la/tness of 
a few printing assistants' 

One of the points stressed in the tmpor 
tant “Ibkyo Declaration of Guidelines on 
Public Accountability” agreed to and 
adopted by the countries that form the 
ASOSAI at their meeting in May 1985 refer¬ 
red to earlier is of great relevance m the 
Indian context ‘The existence of systems of 
appropriate safeguards and mechanisms for 
implementing prompt corrective measures 
would certainly assist m better discharge of 
accountability The laxity in enforcing 
reprimands and other punitive measures for 
failures, abuses or malpractices will only 
weaken the accountability process’ India 
and many other third world countnes have 
to go a long way to establish satisfactory 
norms in this area 

Major Lrrors in Go\ i-rnmi ni 
Accounts 

Before the performance of government 
audit can be properly assessed, it is necessary 
to examine briefly the accuracy and reliabi 
lily of the government accounts it compiles 
for the state governments and the quality of 
the accounts of the central government 
Government accounts m India are kept in 
three parts, the consolidated fund, the public 
account and the contingency fund (the least 
of the three in the amounts involved) TVan 
sactions relating to debt (with certain excep¬ 
tions), deposits, advances, suspense and 
remittances find a place in the public 
account and (he balances under suspense 
and remittances are to be cleared promptly 
Audit responsibility for the accuracy and 
clearance of the balances is great An 
examination of the “statement of receipts, 
disbursements and balances under debt, 
deposits and remittances" in the annual 
finance accounts of the central and state 
governments for the past 15 years shows that 
there are several obvious major mistakes of 
failure to clear the suspense and remittance 
beads on such a large scale that doubts arise 
about the reliability of the accounts In¬ 
evitably the annual appropriation accounts 
and budgetary control are seriously affected 
because amounts that should go into the 
consolidated fund still lie uncleared in the 
public account on a large scale and there is 
no guarantee that the balances under public 
account are accurate 
A few examples selected at random will 
convey how inaccurate and unreliable some 
of the accounting is In order to avoid any 
impression of bias against any individual, 
the examples cover the tenure of the last 
three Auditors General 
The finance accounts of the government 
of India in a year for which the C and AG 


was responsible for the compilation of 
accounts (before 1976) showed « debit 
balance of over Rs 1,000 million under the 
head, “870 Cheques and Bills-departmental 
cheques” In simple language this meant that 
government cheques to this extent had been 
encashed in excess of what were actually 
issued This could have been due to fraud 
on a major scale or due to some absurd ac 
counting error that had gone undetected for 
a long time. No explanatory note appeared 
in the finance accounts to say if the audit 
department had noticed that anything was 
wrong or was investigating it The mistake 
was discovered and corrected (without infor¬ 
ming parliament) 0 "ly when a member of 
the public noticed It and brought it to the 
notice of the then C and AG From that time 
the language of all audit certificates by the 
C and AG was modified to reduce his per 
sonal responsibility for the accuracy of the 
accounts 

In the finance accounts of the government 
ot India for 1979 80 under the head “851 
Defence Advances" the optmng balance was 
a credit of Rs 713 4 million There is a foot¬ 
note saying that ’adverse balance is under 
investigation” It is difficult to understand 
how the progressive balance under this ad¬ 
vance head can turn out into a credit figure 
The vame confusion had been prevailing in 
some other years also under this head with 
the result that the present balance reported 
to parliament in the tinancc accounts can¬ 
not be accepted without sutficient venflea 
non No mention has been made in the 
finance accounts about the result of the 
investigation into the mistake in the 1979-80 
accounts or it any correction has been made. 
The accounting responsibility is that of the 
defence accounts department and the audit 
responsibility that of the C and AG 

In the finance accounts of the central 
government for 1983 84 in statement 15 on 
page 319 the opening balance under “Addi¬ 
tional Dearness Allowance Deposit Suspense 
Account” is a debit of Rs 203 20 million and 
the closing balance under “Additional 
Dearness Allowance Deposit Scheme (New)” 
is a debit of Rs 157 23 million There is a 
footnote that (he adverse balance is under 
investigation 

In the same statement in the same account 
under the head 870 Cheques and Bills” the 
closing credit balance is the targe figure of 
Rs 10 496 million, which raises the question 
if the arrangements for watching clearance 
of cheques issued are satisfactory 

In the annual finance accounts of the 
Uttar Pradesh state government at the close 
of the 1970s hundreds of millions of rupees 
were shown as debit balances under “Public 
Works Deposits” which was absurd because 
the head represented the accumulated 
deposits made by the contractors and sup¬ 
pliers This mistake was also corrected 
without informing the legislature, after a 
member of the public noticed it and wrote 
about it to the then C and AG 

Mistakes under deposits, suspense and 
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remittance heads are so common now in 
most of the state government finance ac¬ 
counts and to a lesser degree in the central 
finance accounts, that any reader with an 
elementary knowledge of accounts can easily 
spot a few, almost on any page This is hard 
to believe but is really so Examples are 
superfluous but a few are given below 
In the Bihar finance accounts for 1981 82 
under "Forest Deposits" the opening 
balance is (minus) Rs 29 3 million with the 
note that the "minus balance is under 
investigation" In the same account under 
“Deposits of Educational Institutions" the 
closing balance was (minus) Rs 12 9 million 
which again was under investigation 
In the Uttai Piadesh finance accounts for 
1983-84 under the head "850 Civil Ad¬ 
vances” the closing balance was a credit of 
Rs 36 8 million with the note that "reasons 
for credit balance are under investigation" 
In the same account under the head "843 
Civil Deposits—Deposits in connection with 
Elections” the closing balance was a debit 
of Rs 9 7 million which a note says is under 
investigation It w ill be an easy task to com¬ 
pile a long list of such errors Hit danger 
here is that with such sloppy accounting It 
is veiy likely that diihonest public servants 
can easily commit fraud ot appalling pro 
portions Some years ago according to 
newspaper reports ftaude were taking place 
In a state where the held cheques and bills” 
was neglected Bccaust the audit department 
is the compiler and auditor in most of these 
cases, the errors go completely unnoticed 
rendering fraud easy 

When the government of India took over 
responsibility for the keeping ot central 
accounts in 1976, the balances outstanding 
with different accountants general under the 
debt, deposit and remittance heads had to 
be broken up by ministries and departments 
The total balance to be allocated was 
Rs 81,850 million One can be forgiven for 
having misgivings about the correctness of 
the operation after seeing how full of errors 
the books of the accountants general are 
which relate to public account 

The figures under suspense and remittance 
heads in most slates are very heavy and re¬ 
main uncleared for long periods 1 his as in¬ 
dicated earlier makes appropriation almost 
meaningless Large amounts can be clas¬ 
sified under these heads or cleared from 
them without the departmental controlling 
offices having any say m the matter There 
are even instances where the net annual 
expenditure of a major government depart¬ 
ment u a substantial minus figure, meaning 
it earned some money after paying all 
salaries and executing many works! The 
delay in adjustment and the size of the 
amounts and the casualness with which this 
field of government accounting is generally 
treated increase the scope for fraud Billions 
and billions of rupees are involved Unless 
determined efforts are made immediately to 
sort out the bigger amounts at least, the 
situation would get altogether out ot control 


If we turn to the “consolidated fund" 
through which the revenue expenditure tran¬ 
sactions pass things at first appear in bet¬ 
ter shape- But a closer study reveals vexing 
problems In many of the state governments 
through a variety of reasons the monthly 
accounts of governments are delayed The 
departmental authorities have been charged 
with the duty of arranging for the regular 
and timely verification of the accuracy of 
the figures as compiled by the accountant 
general But it is very seldom done 

The seriousness of the situation can be 
illustrated by taking the example of Kerala 
state government where reconciliation of 
figures is better than in many other states 
\ quotation from the C and AG’s audit 
report for 1984 85 will show how unsatisfac¬ 
tory the itconciliation of figures is even in 
comparatively normal conditions “The state 
budget manual requires the figures of expen¬ 
diture should be reconciled every month with 
those compiled by the accountant general 
Such reconciliation enables the departmen 
tal oil leers to txeicise proper eomrol over 
expenditurt and to detest frauds and 
defalcations il any at an early stage” The 
number of controlling officers in Kerala stale 
who had not reconciled ihcir figures for 
1984 85 was 176 and the numbei ol ter 
tificates due 1,245 

Where the goveri men! departments fail 
or delay to arrange for reconciliation bet 
ween their figures and ihc audit depart¬ 
ment’s according to Ramayyar (based on 
audit department manuals) ' the official 
account is that compiled in the accounts of 
lice' A situation making it easier to com 
mu fraud cannot be imagined and this is 
what prevails in almost every state in the 
country We have already seen how un 
reliable the figures of the accountant geneial 
are relating to some of ihe mator public 
account heads In such circumstances to 
treat his figures as the official figures makes 
a further mockcrv ol appropriation and 
legislative control ol finances The great 
delays that now occur in making the mon 
thly accounts available to state governments 
will make check against appropriation, 
especially during the closing part of the 
financial year difficult if not impossible 

There is a way of checking partially at 
least if there is fraud as a result of the failure 
to reconcile the two sets of figures This is 
to take the paid vouchers available in the 
office of the accountant general for one or 
two months to the departmental offices 
when they are inspected by the audit staff 
and to check iheir correctness with the en 
tries m the cash book Official information 
if this is being done is not available but there 
are indications that it is not being effectively 
done—thus pushing the door to fraud open 
wider 

A series of ill considered steps taken over 
the years culminating in the internal bifur¬ 
cation of the accountant general's offices 
into accounts and audit branches from 
March 1984 have worsened tbc confusion 


Vouchers under the earlier arrangements 
were retained in the same section for ac¬ 
counts compilation and audit Loss ol 
vouchers was much less then, later consulta¬ 
tion ei her for accounts or ad.uit purposes 
was easier Persons with intent to cheat 
government now have a field day 
Is there any ready way out of the im¬ 
broglio? The former finance minister's pro¬ 
posal for the state governments to take over 
their accounts has not been acted upon The 
opimon of the office of the Pakistan auditor 
general (which faces a similar problem) as 
expressed in a paper in the Tbkyo meeting 
of the ASOSAI in 1985 was as follows “As 
a well thought-out scheme (combined ac¬ 
counts and audit) it had the quality of plac¬ 
ing stringent checks on the irresponsible ele¬ 
ment in the executive and proved to be an 
effective deterrent for many a cavalier and 
extravagant public spender" Nevertheless 
the president’s order No 21 of 1973 (the 
Pakistan Audit and Accounts Order) em¬ 
powered him to effect departmentalisation 
as and when time was ripe 

There can be no doubt in the circum¬ 
stances explained earlier that the combined 
system of accounts and audit in the state 
governments is responsible for the delayed 
and inaccurate accounts and loss of legi¬ 
slative control over finances A hasty 
transfer of accounts to the state governments 
will only make matters far worse An alter¬ 
native to be considered may be some kind 
of centralised or regional organisation under 
a controller general of state government ac¬ 
counts and vastly increased internal audit ar¬ 
rangements Whatever is done has to be done 
after careful deliberation and adequate 
preparation 

WFAKNEssts in audit 

India has for many years enjoyed a reputa¬ 
tion for the completely independent status 
of its auditor general, bis wide powers to 
audit almost the enure range of the public 
sector (with a few exceptions) and the pro¬ 
minent place he has in the deliberations of 
the ASOSAI and the INTOSAI (Inter¬ 
national Organisation of Supreme Audit 
Insututions) India is a leader m audit 
among the third world countries Much of 
this reputation is well deserved, the Indian 
audit department has an abundance of well- 
educated and intelligent staff, some of the 
reports they produce are very good indeed 

But on closer examination it is seen that 
compared to most other major countries, 
India has not put to effective use the wide 
powers and great independence its C and AO 
enjoys, to improve accountability in the 
country On the contrary, an analysis of the 
audit reports and the action taken on them 
shows that (giblie accountability in India has 
been sharply on the decline during the last 
15 yean The profile of government audit 
is getting lower and lower as time passes 
There is hardly any audit involvement in any 
of the major financial problems in which 
audit has a legitimate rede 
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The Indian government audit reports on 
the whole, do not have the scope, depth and 
thoroughness of the audit reports of the US 
general accounting office, the British 
national audit office; Australia, Canada, the 
French Cour des Comptes, Germany or 
Israel The Indian audit reports are not taken 
sufficiently seriously, especially by most of 
the state governments and seldom result in 
effective corrective measures in spite of 
voluminous "Action liken” and other 
material There are a variety of reasons for 
thijt. It does not recruit personnel with the 
necessary technical qualifications to audit 
the wide range of government’s devclopmen 
tal activities The officers of the Indian audit 
and accounts service (less than 1,000 in 
number) who have no technical expertise are 
considered good and sufficient to audit any 
activity of government—major weapons 
systems or construction of atomic power sta 
tions India must be the only major coun 
try that relies entirely on its own internal 
amateur personnel resources for all audit 
activities It shuns outside consultants and 
has no place whatever for advisers from out 
side It is completely inbred The technical 
expertise available to it qualitatively would 
not have undergone any change during the 
last half a century It does not do any sell 
study No outsider can examine its perlor 
mance Its constitutional independence lies 
heavily on it and is crushing it to slow but 
sure extinction It has so little use for 
specialists that the few engineers that have 
joined it are put to keeping provident fund 
accounts or doing personnel administration 
One person is as good as another tor any 
work in Indian government audit In this age 
of technology such a philosophy can destroy 
accountability and it is doing so in India 

Government audit his never find to 
analyse or understand il then me anv tnc 
tors peculiar to India that have 10 be taken 
into account while planning audit The 
svstem ot audit left behind by the British 
prevented government audit Iroin searching 
for evidence anywheit except in wntten ac 
counts records and tiles, totally discourag 
td any kind ol ‘administrative audit and 
was reluctant to allow too much freedom to 
them to audit defence matters All these 
traditional inhibitions remain and in some 
cases have been reinforced Without examm 
tug what the other countries art doing in 
these areas government audit in India will 
not be able to break free from its self 
imposed restrictions It is doubtful if govern 
ment audit is sure what its proper mission is 
or what its methods should be Normanton 
once quoted John D M llett “Whenever 
staff become convinced that everything is 
perfect in their particular agency, one can 
be fairly sure that a period of stagnation has 
begun” This has been so in government 
audit in India since 19*5 

The process of selection of the auditor 
general is a major reason for the steady 
deterioration of the working of the depart 
ment For over 30 years, the persons who 


have been appointed as auditors general did 
not generally have the skills, experience, 
ability, vigour or boldness to undertake a 
major reform of the structure and functions 
of government audit, that ts long overdue 
In India unlike in some other countries, no 
specific qualifications have been prescribed 
for a persons appointment as auditor 
general In Canada under clause 3(1) of 
Auditor Geneial Act only a qualified auditor 
can be appointed as auditoi general In the 
United Stauv, the present comptroller 
general Charles A Bows,her is a piofessional 
auditor The presuit auditor general of 
Pakistan Riya/II Bokhan is a cost accoun 
tant who vtudied at McGill University in 
Canada and was a former president ol the 
Institute of Cost and Management Accoun 
tarns of Pakistan 

T he policy in India for the selection ol the 
auditor general seems to be suit influenced 
b\ what C f> Ucslimukh a formet finance 
minister said in the I ok Sabha in I9S3 I he 
plain intention is that ihe auditor general will 
be chosen ftom among people who have the 
kind ol administrative experience which is 
needed as a backgiound toi ihc coricci 
discharge of ihc dunes ol this high office 
And it is very unlikely that wc sh ill go out 
side the administrative sphetc toi making 
oui choice” In India because the ( and AC, 
is responsible toi a v ist amount of accoun 
ling work also, if he iv tannlur with ac 
counts it would cu Unity be advantageous 
Here again old precedents in Bntain pre 
vailed ovu practical considerations 

The polity of government for the veltc 
lion of the auditor general during Ihe period 
upfo 1954 wav different fiom that followed 
subsequently 1 ill then comparatively 
younger persons with piactical knowledge 
of government accounts were selected From 
1954 onwards the policy was abandoned and 
secretaries to the government ot India on the 
verge of retirement with verv little or no 
experience of accounts were selected Sir 
Frederic Gauniltii one ol the truly great 
names in government audit m India was a 
member ol the Indian Civil Service and was 
appointed auditoi general at the age ot 39 
Before his appointment, he had practical 
experience ot audit and accounts when he 
worked as accountant general in thiec states 
and m a central government organisation for 
11 years The other auditors general who stir 
cecdtd him till 1954 had either experience 
in accounting or finance and were all com 
parativcly young when appointed to head the 
audit department Out of the 6 auditors 
general appointed after 1954, three had no 
familiarity with audit or accounts and the 
other three though they originally belong 
ed to the Indian Audit and Accounts Ser 
vice were on secondment to other govern 
ment departments throughout their official 
career and so had no working knowledge of 
the department 1o appoint elderly persons 
just before retirement and expect them to 
master a new, technical subject and steer a 
major organisation through difficult times 
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of change and stress was to expect too much 
The selection of elderly bureaucrats about 
to retire who were innocent of professional 
knowledge as C and AG has done more than 
anything else to paulvsc audit and thereby 
destroy public accountability in India The 
constitution gius ihe C and AG a tenure of 
six years The age ol retirement in govern 
ment is 58 lo prevent C and AG from serve 
mg lone liter the normal age when public 
sets miv icliie in this country it will be 
helpful if the puvein selected av the 0 and 
AG i unwind *2fears with sonic knowledge 
of accounts and finance matters In many 
countries the trend is towards the appoint¬ 
ment ot younger persons to head audit 
oig imsiiions— a practice normal in India 
nil 1954 In India for more than 30 years 
now the appointment of the C and AG has 
become almost the re-employment of a retir- 
inc [xi von for six years Which explains why 
ii h is been a period ot stagnation and mac 
uviiy wliv accounts and audit aie in dread 
till shape and public accountability has 
almost vanished 

In add to the problem, the independence 
of tlu ( and AG has been given a most 
einious misinterpretation in India It now 
means he is unaccountable to anyone for his 
woi k o' lor the public money he spends His 
ele pail me in cannot even be audited The 
billowing quotation from Ramayyar will 
Love a tin ides of the meaning of inde 
pendenci of audit as understood in this 
counti, ‘As regards ihe question whether 
in independent authority could be ap 
pointed to mdii the. mounts ot all expen 
dilute ot ihc Inch in audit and accounts 
dtp utinuit ihc view hav been expressed that 
is the povurv ot audit in relation to all ac¬ 
counts ol the union which include the ac 
counts ol the expenditure of the Indian audit 
and accounts department are vested in the 
( md Ati, anv provision which entrusts 
audit tunuion m respect ot the accounts pf 
the C and AG s dep inmcnt which are part 
ul ihc recounts ol the union to another 
mihonty would bt unconstitutional" There 
in iv not be iny other country in ihe world, 
which considers thu to audit the audit 
depiitment is imeonvtuutional The expen¬ 
diture on L’ovtrnment audit was about 
Rs 1 *00 million during the last vear 

Independence has also been interpreted to 
mi an tint government audit is not m any 
wav answerable to anyone for its perfor¬ 
mance 1 his is in sharp contrast with what 
is happening elsewhere In Australia the 
auditoi genual submitted to parliament the 
“annuil repoit of the Australian audit of¬ 
fice 1984 85” in 96 pages which is a frank 
account of the pcrloimance and problems 
of ihc Australian audit office The report 
ends with the audit certificate of the 
Independent Auditor of the Australian Audit 
Office This report has been widely admired 
in professional circles and is a mode) of its 
kird for others to follow In Canada chapter 
16 oft “Organisation and Programmes of the 
Office of the Auditor General” in the 



auditor general's annual audit report to the 
Canadian House of Commons tor the year 
ended March 1986, gives a lull account of 
the department’s activities 01 special 
interest is the post audit quality review 
(PAQR) Paragraph 40 of this chapter is of 
great interest "In the past year the PAQR 
work on dcpirtmenlal comprehensive audits 
pursued two questions (I) Did the office 
audit the right things ’ and (2) Did the office 
audit things right 1 " Equally accountable arc 
the British national audit office under the 
provisions ol the National Audit Act 1951 
and the US general accounting oflict It is 
an absurd intcrprci ttion of the mtunrig of 
independence of audit and destructive o! 
public accountability to say as \u do in India 
that government audit should hi iinannun 
table foi its piilorniaiKi On the commit 
as the C and AO is also keeping the accounts 
of the state governments he is answer iblc 
lor the aceuiacv ml the timeliness ol tin 
accounts besides Ins mdit pcrlennianee 

The very first sentence of the foreward by 
the then C and AO, A k Rov to Ramayyar's 
book makts cunous reading The codes 
and manuals issued bv the ( and AO ol 
India describe the organisation and func 
tions of his department but except the codes 
relating to accounts they trt not available 
to the public” Ramayvar amplifies in his 
book that the C and AC> s publications about 
audit principles art not available to the 
public or to of I ices outside the audit depart 
ment This has been so since 1962 No 
one has noticed or protested against this 
arbitrary and high h ended action of the 
C and AG tot ills at vanancc with the prae 
tice evtrywhtre else Other audit orgamsa 
tions take special trouble to explain their 
audit procedures to the public and the 
government In Ausinhi the auditor gcnetal 
has published in a special issue of the 
Commonwealth ol Australia Gazette on 
September 8 1986 a noliee in 15 pages set 
ting down 'Australian Audit Olftce Auditing 
Standards” The same oflice has published 
“Elements of nitetcney Auditing A Basic 
Guide' based on lecturts prepared by the 
personnel ol the Australian audit office lor 
the office of audit of the People’s Republic 
of China in 1985 “Standards for Audit of 
Governmental Organisations, Programmes 
Activities and Functions published by the 
US general accounting othce is well known 
throughout the audit world and has been 
translated into other languages There is a 
variety of other publications available to 
the public about GAO audit procedures 
Members of the public are entitled to get free 
of charge one copy ol any GAO report Only 
in India is audit out of bounds to the public 
While every government audit organisation 
works hard to explain to the public what they 
do, in India audit has surprisingly with¬ 
drawn from circulation even audit publica¬ 
tions formerly available to the public before 
the days of the Independence 
Probably through oversight, a few pages 
of summary of certain audit instructions are 


still available in a departmental handbook 
called "Introduction to Government Ac¬ 
counts and Audit” One begins to sec why 
government audit is anxious to keep its audit 
procedures secret when one notices from this 
book grave anomalies m the organisation of 
us work Thus far more audit staff are 
employed and much more money spent on 
auditing posts and telecommunications than 
defence on which much more money is spent 
and about which there ts so much public 
concern now In the handbook, only one 
page is devoted to defence audit while posts 
and telecommunications get 12 pages Why 
is defence expenditure left so insufficiently 
audited > No one can know the answer as the 
question itself cannot be asked Even the six 
short paragraphs in the handbook about 
defence audit contain information not easy 
to follow Paragraph 54 of the handbook 
says that three directors supervise defence 
audit paragraphs 735 and 736 give tnc 
number of directors as one' Paragraph 736 
says that in defence audit “it is seen that the 
accounts of the defence services, as included 
in the combined finance and revenue ac 
counts, arc a correct representation of facts, 
and that they represent money that has really 
bten spent in the manner in which it is 
shown to have been spent” The latest 
available Combined l inanee and Revenue 
Accounts’ is for the year 1980 81 and an 
Intioduetory note in the volume savs that 
there is no statutory oi othei bisis (or this 
publication now' 

Rt sin 's or Audi i 

Government audit in India does not pur 
sue the results of audit with the can with 
whuli other similar organisations do so 
elsewhere During the last 15 years there has 
been a complete deterioration in this respect 
Many of the state governments seldom reply 
to audit objections and even when they do 
they are often late with their replies Instead 
of stepping up pressure for prompt replies, 
the audit department is apparently on the 
retreat The C and AG has modified a long 
standing arrangement for highlighting the 
delays by including a separate chapter in his 
annual audit reports which used to give 
details about the types of objection, 
amounts, departments responsible; etc This 
chapter used generally to get some attention 
from the PAC But now such details are 
given only for one or two selected depart 
ments in the audit reports, with no mention 
about the others In some reports this is left 
out altogether Naturally the other depart¬ 
ments will not trouble themselves to speed 
up replies The revised procedure only fur¬ 
ther slows down replies to audit objections 
According to the audit report of the govern¬ 
ment of India (civil) for 1984-85, the 
ministry of home affairs has not replied to 
613 inspection reports with 2,246 paragraphs 
in them—the oldest report relates to 1962-63 

Even several years earlier when audit ob¬ 
jections used to be pursued more vigorous¬ 


ly than now, the arrears in replying used to 
be formidable but at least governments were 
able to know how bad they were, through 
the audit reports—which is not now the case. 
A random example taken from an old report 
will show how dangerous it is to neglect ob¬ 
jections Pages 90 to 94 of the audit report 
for Bihar for 1971-72 give details of un¬ 
cleared objections The amount then was 
Rs 1,128 3 million Advances drawn by the 
supply and commerce department between 
1946 47 and 1971-72 remained unadjusted to 
the extent of Rs 462 5 million After such 
long intervals of time the chances of Finding 
out whether these amounts were properly 
spent or were defalcated are very slim In 
most of the state*governments billions of 
rupees drawn as advances by departmental 
officers remain unadjusted for several years 
The seriousness of the situation has not been 
realised eithei by the state governments or 
audit, there must bq. frauds on a big scale 
going on In the light of this steadily 
dctenonting position, u is surprising that 
the audit department should have altered its 
old policy of reporting about outstanding 
objections in the audit reports in a separate 
chapter making it easier for persons with 
fraudulent intentions to operate without fear 
ol being discovered 

In the United States eveiy vear the General 
Accounting Oflice submits two reports to 
the Congress, one on ' Summaries ol C on 
elusions and Recommendations on the 
Operations of Civil Departments and Agen 
cies” and the othei a corresponding volume 
on defence operations I hesc two volumes 
give details of GAO recommendations on 
which sitisfactory legislative oi ailmini 
slrative actions have not been taken These 
summ tries are compiled to assist congres 
sional committees in then review of midget 
requests for the next fiscal yeai Similarly 
ra the C anadian auditor general’s annual 
report for the fiscal year ending March 1986, 
there is a very useful and effective chapter 
on “Follow up of Recommendations in 
Previous Reports”, an initiative which started 
with the 1985 Canadian annual audit report, 
which has been well received The Indian 
decision to slacken the watch on outstanding 
objections when they were getting out ot 
control is unfortunate 

Anxiety to keep up appearances and show 
rhat the audit department has not declined 
in its performance may be at the bottom of 
another action For the last several years the 
audit department has been publishing a 
quarterly magazine called Audit Bulletin 
which was originally meant to give news ot 
the department and describe the state of 
work But the section on arrears in work has 
been now deleted In the earlier years it was 
possible to know what work was in arrears 
in which office both in audit and accounts 
There is no means now to know how work 
is progressing 

Faced with ail these problems and arrears 
in accounts and audit, one would expect the 
C and AG to move round the country to see 



Review of Management May 1987 


things for himself and to strive for better 
management This u what used to be done 
even half a century ago when .the department 
was very (Ouch smaller I am quoting from 
a note of May 25,1931 of a former auditor 
general about the extent of his personal 
supcrVmon of the audit department 
"Although 1 only became auditor general in 
November 1929,1 have in this interval of 18 
months scrutinised and reviewed the appro¬ 
priation accounts of two yean of the 9 
major provinces. I have also visited each of 
the provinces, have discussed provincial 
finance with all the provincial finance 
members and secretaries and have inspected 
the office of every accountant general” It 
is rare for any auditor general to visit any 
state capital now In a recent speech at the 
conference of the PAC chairmen, the pre¬ 
sent C and AG said "On account of con 
straints on time while I have to content 
myself with being present in the meeting of 
the PAC and the committee on public under 
takings of parliament, my accountants 
general as my representatives are with you 
dunng deliberations of the state PACs” As 
the C and AG continues to be in charge of 
both (he accounts and audit of the state 
governments, his responsibility is greater in 
pubbe accountability in the states than in the 
central government Some of the state PACs 
do not function well, some of the offices of 
the accountants general are badly in arrears 
It is of great importance that the C and AG 
should not neglect Ibis part of his duties, he 
has to visit at least some of the bigger states 
with major problems 

SCOPE OF AUDIT TOO NARROW 

With all the freedom that the Indian C 
and AG enjoys to audit what he likes and 
ask for any information he wants, he has not 
used it to much purpose The levels ol 
honesty in public service and the machinery 
for financial control are inferior to those in 
the advanced countries of the world In 
efficiency and delays are much more com 
tnon internal control within departments is 
not satisfactory, especially in many of the 
state governments The audit department’s 
work is therefore much more exacting and 
difficult than elsewhere. In many other coun 
tries, because of the efficiency of internal 
audit, government audit can relax in the field 
of "regularity” audit and concentrate on 
comprehensive audit In India both have to 
be done very thoroughly There are dif 
ferences between departments and between 
state governments in the quality of internal 
control No planning has apparently been 
done to adjust audit activities to suit differ¬ 
ing conditions This is a complex task 
and needs experienced personnel for the 
planning 

There is so little of specialisation and so 
little planning jg government audit that 
many of the major problems faced by the 
country do not reoelve anjTattentkm. Tb take 
a fop***! f w mp l g There are elaborate 



arrangements tor the most mctlcutousj 
examination of defence contracts In the' 
United States The inspector general of the> 
department of defence, the defence contract 
audit agency and the GAO have specific ides 
in the examination and their reports reach 
Congress The media and the public are 
intensely interested In India In spite of the 
current scandals about payment of commis¬ 
sion, no one is too curious about the 
machinery for check of defence require 
ments and defence contracts and if there has 
been any failure in checking It is not even 
realised that commissions for agents can 
occur extensively in other fields of major 
government purchases Quantities to be pur 
chased can be inflated It is the function of 
audit to examine at a national level if pro¬ 
per arrangements exist for the carrying out 
of these checks and if they do not, to report 
to parliament Nothing of the kind has been 
done. We do not know if government audit 
itself has checked all the major contracts 
and reported m time about all important 
irregularities 

There is a vast list of such topics where 
the government audit has to take an active 
part and does not do so The overstaffing 
in most government organisations ts well 
known Fven the I ourth Central Pay Com 
mission said that they cannot "refrain from 
observing that speaking generally, there are 
more employees than necessary in several 
departments and offices of the central 
government” The overstating is much 
worse in most of the state governments and 
the public sector Heads of departments pro 
liferate. Yet there is not a word about any 
of these in any audit report It is doubtful 
if there is any other major country in the 
world that wastes so much money in employ¬ 
ing such enormous numbers of unwanted cm 
ployees The German federal Rechnungshof 
regularly criticises excess staffing m the 
German Federal Railways (item 53, Size of 
staff and staff requirements of the English 
Summary of the 1985 audit reoorti 

While government audit does comment 
about individual delays and cost-overruns in 
the execution of major works, there is no at 
tempt at a comprehensive analysis of the 
reasons for this to reduce recurrence. In 
India often a timely word with the depart 
mental manager involved is more helpful in 
avoiding waste or reducing delays than a for 
mat audit report But this is seldom resorted 
to Even when audit is aware that something 
is going wrong seriously, it does not act pro¬ 
mptly for fear of involving itself in admini¬ 
strative issues The approach is strictly 
ex-post-facto 

A H Hanson once said “In a country 
where there is an accepted tradition of 
meticulous expenditure controls, the absence 
of which would be regarded as a charter not 
of liberty but of licence; the freedom to 
spend accorded to pubbe enterprises in 
countries such as Britain. Fiance and 
America might lead to grave abuses” This 


is happening in India not only in the public 
enterprises but in most areas of government 
Government audit has a crucial role to locate 
areas where this u happening and co-operate 
with government in devising measure* to 
counter them This has been one of the big¬ 
gest of audit failures 
It is perhaps unnecessary to add to the list 
of broad topics that should engage audit 
attention— assessment of extent of failure to 
repay loans and remedial measures, produc¬ 
tivity measurement and steps to improve 
productivity, modernising account-keeping, 
improvement of the thoroughly archaic pay 
roll system in most parts of the country, etc 
Much statistical information at the 
disposal of government audit is not put to 
use Why should motor vehicles tax collec¬ 
tion go shaiply down in a slate when the 
number of vehicles increase? Why should the 
annual accumulation of provident fund 
balances in a state like Bihar be consistently 
above the national average? It is known that 
fraud takes place in provident fund in that 
state. Is there any link between the high 
figures of balance and fraud? The list can 
go on almost endlessly 

CONCIJUSION 

There can be no doubt that in India, the 
vast development expenditure with insuffi¬ 
cient internal control and inadequate legi¬ 
slative oversight is resulting in waste of 
public money and fraud of apaltrag propor¬ 
tions Government audit though armed with 
immense constitutional powers and inde¬ 
pendence, has failed to comprehend the full 
extent of the problems and to deal with them 
because of incompetence in leadership It 
has no planning branch, it does no self-study 
and no external scrutiny is allowed Inde¬ 
pendence has been used as a kind of audit 
immunity Unless the waste, fraud and 
misuse are controlled and financial discipline 
restored, development itself can be in danger 
This is a time of crisis 

The report of the sub-committee of the 
PAC chairman submitted to the prime 
minister on “Enforcing Accountability in 
Administration” covers only a small segment 
of the problem and leaves out fundamental 
aspects which destroy public accountabibty 
Paul Appleby’s poor opinion about govern¬ 
ment audit in India which angered the then 
auditor general 30 years ago, has been more 
than justified by the subsequent history The 
rot has been going on for far too long It 
must stop 
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Revolutionary Movement in Bihar 
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At least one person was killed every two-and 
a half hours in some part of Bihar during 
1986 according to official statistics 1 he state 
recorded 15,417 murders in 1982 86 of which 
1,440 were last year alone —Indian repress 
April 14, 1987 

ON reading any such horrific account of the 
discounting of the fundamental right of lift 
in Bihar one wonders if the cold statistics 
of death reflect the contribution made by 
the state to the process or if they art merely 
confined to what are cynically known as 
'private murders’ For, in Bihar, a large bulk 
of the figures ol killings are the rtsult of 
joint sector activities of the state and the 
rural rich, out to annihilate those elements 
who want to change the putrid state ol 
affairs On the one side, depredations arc 
earned out by landowneis’ senas against 
agricultural labourers and sharecroppers 
and on the other the police and paramilitary 
forces of the state pillage and terrorise the 
ruial poor The gohar called bv the landlords 
is accompanied by combing operations 
carried out by task forces Howcstr, all the 
forces ol decadent Bihar have not been able 
to exorcise the spectre that is haunting 
them—the spectre of an agrarian revolt On 
the contrary, the forces ol change, pushed 
bv relentless and brutal repression to adopt 
suitable tactics of self defence have been 
increasing then strength today in uttu 
panic, the state has declared no less than 46 
blocks to be ‘naxalite infested’ 

The present book examines the agrarian 
condition of Bihar which provides the basis 
lor the growth of ‘naxalism and n docs so 
in such a lucid, jargon-free, systematic and 
non-dogmatic manner that it leaves no scope 
for the confused blabbenngs ot wishy washv 
liberals who pretend to take a neutral post 
non m the context of Bihar Indeed, the 
book is a model of how political literature 
can be written convincingly, putting forward 
a clear-cut understanding of the situation 
and strategic and tactical elements emerg 
ing out of it in such terms as to be both in 
telligible and interesting for the lay reader 
The book should be compulsory reading 
for those who, in their obsession with scan 
dais and other matters of the moment, tend 
to dismiss the agrarian revolution in India 
as passe and, out of concern for other more 
engaging aspects of civil liberties, either 
ignore or are dismissive of the heroic 
sacrifices being made by a tew to make life 
more human for all In particular, the last 
section of the book, which is a ‘Roll ot 
Honour’ of people who have been ruthlessly 
eliminated while struggling for creating an 
egalitarian agrarian order, is something 


which all votaries of civil liberties and 
democratic rights must peiust vvnh serious 
ness and humility 

OVfRAll Pout It At StlNARIO 

I he book begins with an introduction bv 
Vmod Mishra in which he outlines the 
overall political scenario within which the 
agrarian movement has developed in Bihar 
He briefly discusses tht history of the 
emergence of various strands within the 
international communist movement and ns 
Indian component and diaws Mention to 
the failure ot the established’ left in India 
to effectively counter the rule of property 
pirtieularly in the agrarian eontivt He con 
siders the various phiscs in the moveintiif 
and its many legional and political vanants 
and sketches the specificities of its devtlop 
tnent in Bihar He presents a concise account 
of the shifts in the agrarian policies of the 
leadership of the CPI CPI(M) and the 
CPKMl) and points out Ihe role of mass 
bases of dtfterenl political parties in par 
Ocular situations in influencing the correct 
ness ot othtivvisc of theoretical lilies 
Specifically he draws attention to the fact 
that the (evolutionary movement tn Bihar 
has histoiically had siirmluant rn iss pir 
ticipjuon and if is that characteristic which 
has sustained the movement in Uihat m the 
face of rcpiesMon and prevented it from 
degcneiuting into individual terrorism ot 
fratricidal cv>nllist as in other paitsof Indn 
1 his sober, non pcdemical and vet clear 
outline of the political scenario in the 
Introduction sets the tone tor Ihc rest of the 
book 

The firsl six chapters explain the sexto 
economic situation in Bihai and the histoiv 
of peasant militancy 1 he caste class rcla 
tionship, the ptisislence of pre cipitalist 
norms in social interaction, the natute of 
various agrvian changes initiated from 
above’ through legislation and moves like 
bhoodan and s trvodava and their result in 
tht growth ol an exploitative and oppressive 
rich peasantry on Ihe one side and the de 
peasantisition ol the poor leading to 
phenomenal inutasev in the numbers of 
agricultuial labourers on the othci—art ex¬ 
amined as factors which cause the verdant 
fields of Bihar to burst into flames today 
Drawing from bofh the experience of the 
peasant movement itself at its different 
stages and from itsearth and journalistic 
accounts tht backgiound of the present pea 
sant insurgency and its vanous elementary 
aspects is presented in vivid detail 
The book looks closely at both the quan 
titative and qualitative aspects of the 


agrarian situation and places the specificities 
of Bihar in the overall general context of 
India and even, where necessary, the global 
scene For instance, in examining statistics 
of agricultural production and related mat¬ 
ters while comparing the situation of 
(datively ‘backward Bihar with that of the 
mote advanced’ states of India, it also ex¬ 
amines a few myths about the growth of 
green revolution agneulture in India in 
geneial from i global perspective It points 
out that 'to have a real understanding of the 
extent ol agi (cultural backwaidnevs in Bihar 
one should further place Indian agriculture 
as i whole m the global pcisptctivc Agri¬ 
cultural productivity pci htetarem India is 

I '3 ol that of the advanced countries and 
2/1 ol the world avetage During the period 
1971 81 the growth ol larm production in 
India has been the slowest in (he entire 
south east Asia, except only Bangladesh and 
Nepal In 1981-82 the pinduction of food- 
grams in India a record till then in our 
history aecounted tor only 8 82 per cent of 
world production, (hough out share in the 
wot Id s tot il arable land and population are 

II 76 and 15 46 per cent respectively Our per 
capita consumption ol foodgrams is no 
more than 57 per tent of the world average” 

Arms, Vioi t nc i and Dt moc racy 

A general complaint which anti 
communist libcial academics and politicians 
have about nnrxist analysts of India is that 
it centres round class analysis and ignores 
Ihe caste question 1 here is some justifica¬ 
tion too in tlx complaint when a large bulk 
ol vulgai rnarxist literature is considered and 
it is evident that, I tt fiom an understanding 
ol caste, ethnicity culture and so on it docs 
not tven icflect an adequate apptcciation of 
the processes ot class However, the present 
book maki s an appreciable attempt at 
arriving at the root ol the relationship bet 
ween class and othci aspects ot social exis¬ 
tence It considcis the importance of caste 
in the social context But unlike some caste- 
obsessed sociologists and even political acti¬ 
vists, it does not go ovei board on this ques 
non It recognises that caste is not invariant 
and makes a realistic appiaisal ol the in 
flucnce and impict of caste on class pro¬ 
cesses I he appeals ol the CPI(ML) to kurmi 
md vudaui peasants included among the 
appendices demonstrate the party’s appre 
station ot and creative encounter with the 
caste quesiion even whtlt not diluting the 
primacy of el iss snuggle Similarly the book 
is also concerned with other extra economic 
matters ihe position ot women issues of 
cultural autonomy of Ihe people, etc Indeed, 
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the discussion m the book on the ‘woman 
question* and the accounts within it of con¬ 
crete action in this regard should be of great 
intere to feminists in general and socialist 
feminists in particular 
Some very important questions addressed 
in the book relate to issues of arms, violence 
and democracy In this regard it must be 
noted that the book is set in a context which 
is fraught with generalised violence As the 
book notes, “ (a) major feature ol social 

as well as political life in Bihar is the 
prevalcjice of the language of force arms in 
paruuilkr Bihar is perhaps the state which 
can boast of the maximum number ol 
licensed and unlicensed firearms landloids 
of every village are armed to the teeth arid 
contiol sonic private gang of lumpens or 
other In faet nowhere in India is the nexus 
between landlords, police and government 
officials as naked as in Bihar In the lace of 
extreme oppression, there have also emerged 
several losing rebel gangs ol erstwhile 
peasants in different pots of Bihar 
particularly where theie is suitable terrain 
e g the diarn area of Hhagalpui Mungei, 
hills and forests of Kaimui Ringe and the 
Himalayan ( lerai) terrain in West 
Champaian- often degenerating into 
criminals engaging in gang warfare These 
apart there are also numerous smaller gangs 
of daeorts operating throughout the state' 

1 he foe i! point of armed violence in Bihar 
is the institution ol landloidism whieh on 
account of us dispensed existence, presents 
a brilliant demonstration of the Oandhian 
mode of decentralisation of power the 
big landlcud is vntuallv the ‘ran of his 
ana He possesses one louith or more of the 
total land of his villigc He lives hk in 
aristocrat in a large buck house Hcempluvs 
the. largest number ol both slave. ird tree 
tabourets tor demesne ind ! om oik He 
maintains a stir til private niriv equipped 
with guns, spears lathis ind other weapons 
and himsell owns a licensed gun [he 
big landlord raja (belongs) to the e rste 
of the dorm i ent section ol landlords in the 
village lo the social eeonotnie and military 
power of the raja, democracy added 
political powtr He has captured the instru 
ments of local government He now com 
mands the p inchayat md thus the v artous 
executive bodies at the block level He has 
the services ol an obsequious police foice 
at the local thana ’ (p 8 quoting Arun Sinha 
“Class War, Not Atrocities against 
Hanjans’ ) 

In this social context the issue ol non 
violence in popular protest is a non issue as 
the armed confrontation of the people by 
the might of landlordism supported by an 
armed state leaves the people no roon for 
peaceful mobilisation for change And yet, 
the book makes it clear that violence is not 
considered desirable in itself ‘First of all 
we do not subscribe to any theory ol c\ 
citative violence’ or to the so called creed ot 
mindless violence, and still less, to inch 
vidual assassination' Lveryw here in Bihar, 
it is the landlords who are armed to the 


teeth, and derive a sadistic pleasure by 
beating and killing poor peasants, burning 
their houses and raping their women 
Secondly by any human logic whatsoever, 
'he rural poor cannot be denied their right 
to oiganisc their own resistance forces and 
to acquire arms so as to counter the attacks 
of the landlord armies and even to form 
their own armed forces particularly when 
the police machinery is openly siding with 
the landlords Thirdly, il peasant strug 
gle takes violent lorins in Bihar tht root 
must be sought in the forms of oppres 
sion And finally, when forced to engagt 
in levolutionarv violtnce as the last resort, 
tht communists unlike the Gandhians, 
do not refuse to accept the historical 
responsibility 

Iranuiisi wimoui illusions 

lht question of democracy, both of the 
popular kind and the established, institu 
tionahsed parliamentary form has vexed 
communist levolutiornries It is recognised 
that no constitution or suprtim court has 
ever accorded the right of revolution to the 
IHople ’ hence the struggle has to go beyond 
the limits laid down by conventional politics 
Nevertheless the issue of engagement with 
the state necessitates not only armed strug 
gle but also non-taihst’ policies with regard 
to established institutions And, in this con¬ 
text the importance of all three branches ol 
the state—administration, judiciary and 
legislature—is self-evident, but for many 
rcvolutionaiy groups, while engagement 
with the fun two is inevitable and hence 
acceptable, there is no systematic and logical 


thinking about elections and legislative func 
tiomng Communists veer from-obsessive 
electoral concerns as in the case of the CPI, 
CP1(M), etc to unthinking ‘vote boycott’ in 
the case of many left-of-CPI(M) groups The 
illogicality of this arbitrary differentiation 
between one branch of state functioning and 
the other two apart, an aspect of the pro 
blem relating to the communist ideal of 
deepening and extending social democracy 
rather than rejecting it altogether, does not 
seem to have generally informed discussion 
on the subject This has had the unfortunate 
result that rejection of bourgeois democracy 
has led communists to end up rejecting 
democratic practice altogether In this case, 
nowever, theorganisationhas not fallen into 
this authoritarian trap It critically par 
ticipates tn elections “The 1985 assembly 
elections provtd to be a great test for the 
peasants commitment to the banner of 
revolutionaiy democracy Defying severe 
police repression and attacks by the land 
lords’ armed gangs, the peasants in the area 
of struggle cast the first ever vote in their life 
m lavour ol the 1PF [Indian Peoples Front] 
candidates While all the champions ol 
parliamentary democracy—Congrcss(l) lok 
Dal and C PI alike—wtrt busy capturing 
booths the lighting peasants ol Bihar 
through their conduct in the elections pro 
ved that they arc the re il representatives of 
rcvolutionaiv democracy ’> The signi 
ticance of letting the people exercise their 
right ol franchise of which they have been 
deprived by force ol the vested interests 
without creating illusions, has been 
tremendous 

The book outlines the practice of 
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democracy not only in the electoral sense but 
also vis-a vis different elements at the 
grassroots engaged in various ways in 
creating a people’s polity The book is ce r 
tainly a partisan account but it is by to 
means sectarian It not only contains many 
references to the work being done in the area 
by other revolutionaiy groups like (he 
CPI(MI) Paity Unity MCC, etc, but also 
provides instances of complementary tunc 
Honing between such groups and accounts 
of solidarity actions on issues such as the 
police firing at Arwal 

Indeed a vers signilicant asptet of the 
movement in Bihar and a iclrtshing change 
Horn the usual fratricidal situation among 
revolutionaries tiscwhcrc, is precisely this 
element of plurality along with mutual 
solidarity The mobilisation of mass protest 
bv various groups and (actions against the 
hi utal Arwal im idem was a glowing example 
of this phenomenon which led, pet haps foi 
the tirsi tune in a signilicant manner to the 
industrial stgnicnt ol the working hss 
demonstrating its solidarity with its agrarian 
counterpart 1 he book notes wryly “I he big 
business piess lias as usual sensationalised 
the whole [ruwal] all ur icpurting in detail 
the activities ol the dissident Congress 
men the so calltd pi ms ol /ail Singh 
to visit Arwal statements ot scheduled castes 
and tribes commissioners and so on and so 
forth Numerous protest rail k s at Arwal bv 
revolutionj] y dernoenln oigamsatioris 
bandh in Patna and lebanabad it their call 
powerlul womens tails at lehanabid by 
democratic womens organisations, and 
above ill the solidantv visit to Atwal bv two 
truckloads ol ielivisls of tile Bill n C olbtlv 
Kairig 11 Union lirid no pluc in the piess 

l ini i v ot s i kt t.oi inc, PiniM t 

Not onlv i the movement m Bihar 
remarkable lot the lick ol aniigomsm bet 
ween like minded but distinct groups and in 
deed their mutually supportive functioning 
it goes even further to ttv to bung ibout a 
much wtdtr umtv of the struggling people 
tn the face ol tnhum in rcprtssicm Tht book 
recognises ' The pcisuiits ol Bihar uc still 
under the influence ol a mini be i ot political 
parties and otgamsations In such a situa 
non the leaders of the peasant movement 
constantly strive for the unity ol the peasants 
irrespective of their party ullihations 
This does not mean that thev gloss ovet the 
differences To bt sure, thev do explain 
the political differences to the peasants but 
they do not let these differences come tn tht 
way of extending support to and standing 
by the sidt ot, peasants belonging to other 
organisations Eftorls art also on to 
develop united movement with (even) the 
Lok Dal at local levels” In particular 'the 
movement has taken tare to avoid killing 
persons belonging to other political parties 
This has deprived these parties, to a gieat 
extent, of the opportunity to stir up party 
to party clashes Efforts havt always been 
made to distinguish, and, of course, to utilise 


the contradictions among various political 
parties to develop ties with their rank-and 
tile and also to make open sell-cntieisms 
ol mistakes All this has helped the move 
ment in winning over village after village 
trom the influence of the CPI and the lok 
Dal, in disintegrating the numerous gangs 
and senas ol the landlords and in preven 
ting the political parties from putting up a 
united Iron! against the movement ’ 

While the book does deal with important 
ideological and political issues relating to 
violence nature ol change, dtnioeraey and 
political pluralism n is in essence a report 
on the agrarian scent irt Bihar and the irr 
pad ot changes within it on the oveiall polity 
ol the state and India in gcncial As alre idy 
noted the fust six chaplets ptovtde a com 
prehen5ivt tecount of the background of the 
present agrarian movement ui Bihar The 
necessity ot uch a movement is evident not 
only from the information contained in this 
book but also Mom the plethora ol horror 
stones emanating trom Bihat in research 
work gosernment documents mass media 
and other sources which lssault the sen 
sibilmisof ill decent libel il eili/ens ol this 
coumry W h it the book does in the sub 
sequet t chapters is to ptoside both a macro 
ind micro le el outline of the contouis of 
the movement While the evidence in the Inst 
six eh ipters tn ikes it abund intlv clear that 
quite r lot ol things aie rotten in the state 
ot Bib it it also amply demonstrates that the 
histoiy of ptasant movements in the state 
has had a qualitatively unique aspect in 
terms ot mass p u pupation and militancy 
It is this histoiical heritage as well as the 
necessity to respond to the prevailing situa 
Mon which prevented tht movement trom 
going the wav of its counterparts in olhu 
regions and in spite ol the suppiession ol 
the lirst maior post colonial upsurge in 
Vlusihati following the Naxalbart uprising 
twenty years ago the ember, of ptasant 
resistance continued to glow and like 
phoenix the movement arose eg tin from the 
ashes m Bhoipur and other parts of Bthar 
And ill tin king s !urrses and ill the king’s 
men the polite the paramilitary forces the 
landlords' vrnwv the combing ind’paeitiea 
Mon task (orcts the diveision nv tactics of 
sarvodawsts and the pud yu Iras ol sell 
appointed inediatois like kuldip Nasyai- 
tould not put the sorrs hunipty dunipts of 
repressive and inogam landlordism together 
again 

Chaptei eight n ills the lit of the situation 
in Bihar in its emergent aspect bung nothing 
moit than lot il taste conflict It points out 
the igrarian content of the movement its 
class mobilisation and the strategy and 
tactics adopted within it in view ol the in 
abibtv of well meaning but woolv attempts 
of organisations like the Chhatra Yuva 
Sangharsha Vahim to achieve even minimum 
amehotative results for tht rural poor in face 
ol aimed resistance by the rural rich sup 
ported by the police and other arms of the 
state 


A< HIEVEMENrS AND WEAKNESSES 

Chapters nine and ten are the heart of the 
book, the former contains an account of the 
major achievements of the movement and 
the latter, in a remarkably candid manner, 
discusses the problems and weaknesses 
Among the major achievements are the 
organisation of the Bihar Pradesh Kisan 
Sabha, providing once more to the oppressed 
peasantiy of the state a mass forum to air 
their problems and demands Indeed, the 
convening of the kisan Sabha on February 
21 1981 was the revival of the tradition of 
the peasant movement under the leadership 
ol Swann Sahajanand Saraswati, Karyanand 
Shat ma, etc, in the 1910s onwards, a tradt 
tion which had caused the building of the 
laigest provincial unit of the kisan Sabha 
in Bihai in the period when the principal 
concern of the woiking peasantry was the 
aboliticm of nmrndan It was this tradition 
which hid been temporarily suppressed or 
‘controlled by the state though the plethora 
of legilism without actual agrarian reform 
in the post colonial puiod, and the tradi¬ 
tion which had been largely subverted by 
even the heirs ot karyanand Sharma in the 
<_ PI by falling into the trap ol depending on 
the stall rather than mass mobilisation foi 
bunging about agianan change It wax also 
a tiadition ot mass and demociatie function 
mg which the ‘naxalites’ in their initial 
enthusiasm had stupidly ignored, throwing 
away the babv ol dtinoeracy with the 
bathwater ol elector d abuses Having learnt 
Mom their t xpuienee however, that change 
cinnot bt brought about for the people 
without their sell consciousness self- 
asseition indsell activity, the glorious tradi¬ 
tion ol the kisan Sabha in Bihar was re 
trieved Mom cynical usurpers who had 
vitiated tt thiough eastcist manipulations 
ind involvement in the ma/cs of passive 
legalism ind was restored to the people That 
the t ew kisan Sabh i was indeed a broad 
mass orpirnsition is evidenced bv its con¬ 
stituents who ire listed as (a) peasant 
Icadcis and eadits ibeidv active in the on 
going pe isant movement lb) some lictdom- 
Mghttr turned communists, (e) a section of 
the ioiccs tint had spe uheaded the 1974 
Bihti movement (for total revolution’ led 
by Java Prakish Nat tyan) (d) dissidents 
Mom otganis itions and partits like the 
Marxist ( o oidination C ommittee, the C PI, 
the C 1 J I(M), the Uvk Dll the Socialists and 
the J in it i Pir'v itiel (e) eutatn leaders and 
cadres Mom ' moos Inman organisations 
md thi Slioshit Sanni I) il an organisation 
ol baekwaid castes 

Otliu majoi achievements of the move 
mtiit hive been in deilinp heavy blows to 
the teudal hcgtmonv in the Bihar country 
side through various torrus ot propaganda 
and agitation including meetings and pro¬ 
cessions deputations, demonstrations, 
dhurna and gherao, inass raids if neeessarv, 
levying fines banishment etc. The economic 
offensive against the oppressive landed 
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gentry has various components like land 
movement, crop-seizure movement, move 
ment for payment of at least the minimum 
prescribed wages and so on In the given 
situation of armed confrontation by the 
rural vested interests, it has been necessary 
to set up adequate modes of self-defence as 
allowed even by the law of the landed which 
is nevei actually permitted to the poor The 
achievements of the struggle for dcrnociacy 
electoral and otherwise were reflected in the 
substantial support demonstiaied in the 1985 
elections for candidates put up by tht Indian 
People’s Front and on numerous other 
occasions when people asserted their demo 
cratic rights in face of repression The move 
ment has also had significant impact on the 
status of women by specially addressing the 
problems specifically faced by women and 
H has contributed to the experience of 
socialist feminism It has succeeded to i 
large extent in tiansfornung caste eonflut 
into class stiuggle, a task of great irnpor 
tance in caste ridden Bihai The movement 
has also combatted communalism and it is 
a matter of great satisfaction to the secular 
elements in the country as a whole that even 
in this violence prone situation in benighted 
Bihar there has not bee n a single communal 
conflagration All this has been achieved by 
a judicious mixture of economic and poh 
tieal struggle and socio-cultural activities 
After having achieved considerable success 
in these respects the movement is now 
addressing itself to issues ot what direction 
to take in the future 
A matter which often arises when the 
poor peasantry have managed to get control 
over some land or other agricultural issets 
is regarding modes ot then distribution ind 
utilisation It does seem ironical that most 
revolutionary movements in the auanan 
eontext end up by at best ere Uitv new vested 
interests in land and icinloreing concepts of 
private property Iv it pcasantisation of the 
dispossessed In this regjid, the movement 
in Bihar has already Mailed innovative think 
ing and action and is deeply concerned 
about creating structures and modes of 
mutual co operation tmong the poor bene 
titing from the movement Institutions ot 
collective ownership collective funds, col 
leetive gianeries mutual aid through free 
labour and even the setting up of new lions 
ing through collective labour are some of the 
steps initiated in this regaid It is these 
aspects which certify that tire movement is 
not another flash in the pan but is now 
durable and is capable ot delivering results 
to the oppressed peasantry of Bihar 

Consoi iDAn\ti iHf Cains 

All this is not to say that all the problems 
have bean solved In a very candid statement 
the book lists the following among majot 
weaknesses of the movement the problem 
of consolidating the gains, the problems of 
developing well-planned and consistent 
movement, the problem of unity with middle 
peasants, the problem of developing resis¬ 
tance struggles on the basis of broad pea¬ 


sant unity, the problem of forming separate 
class and sectional organisation?, the pro¬ 
blem of developing a strong soeio-cultural 
movement and the problem of developing 
a strong and vital civil liberties and legal aid 
movement Ihest have been elaborated in 
the book, suffice u tor the present to merely 
tllustiatc the gist of the thinking with regard 
to the first item It is recognised that the 
problem of consolidation of gams of the 
movement is most acute in the case of the 
land struggle In this eontext, it is realised 
that [while ii is] tiue [that] the immediate 
conditions do not pc rimt any thoroughgoing 
land reform, but there docs exist plenty of 
scope foi partial land reforms” Ihus, strug 
gles on the land question have been an 
important part ot the movement However, 
the distribution and management of the 
thous uids of acres of land gained through 
sustained peisant smuggles, and of their 
retention arc complex problems on account 
ot a vdnety ot factois In the first place, a 
great majority ot land disputes lind their 
wav to the eouits with even minor easts 
hngtiing tor years in the slow grind ot the 
ludicial niiehinery Nevertheless, the judicial 
system has managed to keep dint hopis of 
eventual settlement lavouiahlt to the poor 
ind the plethora ot public interesi litigation 
unleashed bv a host of liberals and judicial 
activists has remlorced an illusion eon 
sidenbly damaging the peasants collective 
will tor autonomous action Secondly the 
distabutioii of land gained through even 
militant struggle also generates new con¬ 
tradictions bclween different sections of the 
people giving in the process a scope to 
opportunistic elements to create various pro 
blems with the connivance of landlords 
I ven where land is distributed through 
peasants’ own organisations, some rtec 
pientx gel better off in the prcKess, often 
become indifferent to fht struggle itself and 
instead concentrate on securing government 
panha s to legalise their hold over the Idnd 
Some cunning elements prosper at the cost 
ot others particulaily in the case of control 
over common piopeitics like water resources. 


grazing lands, gardens and orchards, etc In 
such an eventuality, people’s control is reduc¬ 
ed to a hollow phrase Finally, “the ad¬ 
ministration is always there to disrupt the 
militant unity of the peasants and to spread 
illusion In a typical instance at Mathila 
village in Dumraon block of Bhojpur, 
government officials refused to give pan.has 
for the gair mazarua lands seized by the 
peasants from landlords of their own village 
and served encroachment notices on 40 
peasants, while simultaneously allotting land 
to those very peasants in a neighbouring 
village, clearly with a view to causing con 
fliets among the people of the iwo villages, 
foi the people in the other village were also 
preparing to seize the sanfe land This ex¬ 
ample typically reveals the essence of (he oft- 
repeated government proclamation of 
speeding up land reforms to tackle the nax- 
alitc problem on the political plane” The 
‘microlevcl view' presenting a large number 
of accounts ot the stiuggle in different 
villages provides a vivid picture of the many 
aspects ol the movement in Bihar 

The book makes n abundantly clear that 
i new bret/e ol peasant activism democratic 
iss,rtion and soeio economic change is 
blowing through Bihar Undoubtedly the 
movement hts internal weaknesses and is 
hamsirui g b\ having to face official and 
unolliciul repression on the one side dnd 
lack ot response from sections which would 
like to think ol themselves as liberals 
Unhappy memories of the previous phase of 
the naxahte movement continue lo dog its 
steps and the very dimensions ot the pro 
blems in Bihar are such that the end can be 
reached only alter a long, long march There 
is much in the movement to criticise Given 
the cnoimuy of the tasks it has set for itself, 
skepticism about its eventual success can be 
a valid response But all said and done the 
movement is today the only ray ot hope in 
benighted Bihar And all those who believe 
in humanit^, democracy ind plain dectncy 
would do well to be informed about it This 
book provides that information admirably 
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SPECIAL ARTICLES 


Agrarian Violence in Bihar 

Pradhan H Prasad 

This paper argues that the present spate of agrarian violence in Bihar is a manifestation of intense struggle 
between the rural oligarchy and the direct producers, the latter comprising agricultural labourers and cultivators 
who use mainly family labour in their cultivation Enmeshed in the feudal tradition of extra-economic coercion, 
the rural oligarchy is engaged In a feudal mode of appropriation of surplus and in intensification of exploitation 
The direct producers have now decided to resist this exploitation and this antagonistic contradiction manifests 
itself in class struggle which surfaced in the late sixties and is now becoming bloodier every day 
The struggle has intensified as the economic crisis has deepened because of non-development in an agrarian 
structure which remains dominated by semi-feudal relations of production even after more than three decades 
of independence It may be possible to suppress the militant poor peasant movement by using the para-military 
forces in a big way, but not for long If the economic roots of the peasant movement are not tackled by massive 
investment in water management and land reform measures providing land to the tillers to the exclusion of in¬ 
termediaries, the movement is bound to surface again and again involving larger and larger geographical areas 


THE present spate of agrarian violence in 
Bihar is a manifestation of intense struggle 
between the rural oligarchy and the direct 
producers the latter comprising agricultural 
labouiers and cultivators who use mainly 
family labour in their cultivation The rural 
oligarchy enmeshed in the feudal tradition 
of extra economic coercion is not only 
engaged in feudal mode of appropriation of 
surplus but is engaged in intensification of 
exploitation The direct producers who had 
been suffering on account ol this tor too 
long, have now decided to resist it This 
antagonistic contradictic., manifests itself in 
class struggle which surfaced by late sixties 
and is now becoming bloodier every day To 
understand the nature of this struggle and 
concomitant violence one has to look also 
into the historical genesis responsible for the 
present scenario 

This history of Bihar, ihe second most 
populous state of India, is closely linked 
with the process of histoucal changes in this 
country India was brought within the woiid 
capitalist system with the advent of British 
colonial rule in this country in late eigh 
teenth century The colonial policy not only 
retained the dominant features of the feudal 
agrarian structure, with long stratification 
of overlords, lords, tenants, sub tenants with 
the actual tillers at the bottom with 
numerous traditional exaction, but it also 
tilted the terms of trade heavily against 
agriculture The burden of land revenue was 
also kept very high These policies robbed 
agriculture of private investments Almost 
negligible public investment in irrigation, 
flood control and drainage kept agriculture 
highly dependent on the vagaries of nature, 
tied to primitive techniques and a highly in 
equitous agrarian structure, except in some 
pockets 

In spite of the colonial policy aimed at 
promoting industrialisation in the home 
country at the cost of the colonies, there was 
some industrialisation in some parts of 
the country, especially in the Bombay- 
Ahmedabad belt, dominated by Indian mer 
chant capital Thus, colonial India witnessed 


the phenomenon of uneven process of 
development wheie large partsnf this coun 
try were deprived of anv industrialisation 
and could survive only on agnculttite with 
primitive technique and outmoded agrarian 
structure 1 Bihar was one such region on 
the eve of independence 
Agricultural production expanded all over 
India in the early years of independence. Ihe 
reasons were quite i few Ihe stranglehold 
of senu feudal iclations of production on 
agrarian structure was loosened because of 
first phase of land reforms : Prc 
independence inflation caused by the second 
world war, had reduced the burden of land 
revenue and to some extent, of debt This 
resulted in some pmate investment in the 
agrarian economy With the end of colonial 
rule some public funds also flowed into 
agricultural sector m the context of planning 
for development All these resulted in a spurt 
in agricultural production Bui this did not 
last long The big industrial bourgeoisie 
gradually acquired dominance among the 
ruling classes were averse to large public fund 
flowing into agriculture The first decisive 
shift came after the end of the first five year 
plan It can bi seen from table 1 that percen 
tage ol plan outl ly on major and medium 
irngation which was 16 during the first five 
year plan came down to 9 per cent during 
the second plan and was further reduced in 
the third plan Dierc was a shift in favour 
of industry at the cost ol agriculture If the 
ratio of plan outlay on walei management 
would have been stepped up instead of being 


reduc< d Indian agriculture would have 
become gradually less dependent on Ihe 
vagaries of nature As this did not happen, 
India plunged into acute food crisis Average 
annual net import ol cereals increased from 
2 94 million tonnes during 50s to 5 75 
million tonnes during 60s and the highest 
net import ot 10 14 million tonnes was 
tegisteicd in 1966 This not only aggravated 
the foreign exchange crisis but increased 
India’s economic dependence on world im 
perialism India was lorced to devalue its 
currency in 1966 The resource mobilisation 
crunch led it to abandon the five year plans 
for the following thrie years 
All these were not in the best interest of 
the big industrial bourgeoisie and. therefore, 
it became essential to step up the agricultural 
and particularly foodgrains production 
Instead ol achieving this with a public invest¬ 
ment in water management in most part of 
the couutrv and in development of dry far 
mmg technique for those areas where both 
sui lace and underground water was scarce, 
we adopted a pohev of concentrating public 
investment and activity in promoting sied- 
fertihscr technology in limited areas where 
there was assured productive irrigation or 
where public investment lequired in produc 
tive irngation was low While selecting the 
area largeness of sire of holding was also 
ktpt in view so as to increase marketed 
surplus Tins policy, thus implied building 
up of a huge buffer stock of foodgrains for 
feeding the people whenever and wherever 
needed through public distribution system 
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Part of this huge stock subsequently also 
came handy lor providing some relict to the 
areas which were left high and dry through 
public works programmes I his strategy, 
commonly known as the green resolution 
did not involve much additional strain on 
plan finance The proportion of plan outlay 
on major and medium irrigation remained 
9 per cent during lourth and fifth plan 
periods But this prefcired strategy resulted 
in an uneven agricultural grosvth which is 
evident trom the ltd that the coefficient ot 
variation for the growth ntes for different 
stales ilmost doubled in the post green 
revolution period as i omp ired to the earlier 
period (liblc 2) I hi* strategy ot dcvtlop 
ment at the behest ot the big bouigeoisie 
the dominant parmer in the Indian ruling 
chesses brought agrieulturil piosperity only 
to a few pockets in India 

The lop stdtd paltitn ot development is 
evident trom the tad tint almost the entire 
wheat is procuicel trom Punjab Hatvani 
and Uttar Pradesh and nee in mils (torn 
Punjab Haivani Uttar Piadcsh md 
Andhra Piadcsh W licit and rice constitute 
lbout 9*1 per cent ot foodgruu stock Duung 
the live vear period tiom 1980 81 to 1984 85 
procurement trom the abeive mentioned 
stales accounted tor about °7 and 82 per 
cent ot wheat and rice respeetivciv I his 
development strategy also liter some time 
mvevlved public cxpcndiluie lor subsidies it 
an ever increasing scale 1 ood and fertiliser 
subsidies which was I O’ 7 per cent ot 'he total 
union government expcndiliuc in 1970 71 in 
creased to 4 65 and 7 29 pti edit for ihe 
yeais 1980 81 and 1985 86respeetivciv Ihe 
policy tiamcrs at the national level ire now 
lacing a red dilcmnn about what should be 
done with the 29 million tonnes (end ol June 
1985) of current butter stock II cannot be 
exported except at a loss In the internal 
market those who have income to buy food 
h ne other prelcitncts than food f he star 
ving rut il millions, who need lood have 
been depro cd ol their employment md in 
come by Ihe policy decision which did not 
opt lot the stringy involving laigc geogra 
phieal area ot agrieulturil prospuitv and, 
therefote cannot buv food 

It is a well established thcoietical loinmla 
non and historual lad that m irket demand 
is a strategic factoi in induslnil growth It 
is also known that export potential ol Indi i's 
industrial product ts extiunely limited The 
home market lor industrial goods is closely 
linked with agricultural growth which even 
now is the source ot income and employ 
ment to about 67 per cent of its workers A 
widespread, reasonably high agricultural 
growth and expanding public sector activities 
provided the much needed market for in 
dustrial expansion in the fifties But alter 
the mid sixties with the lop sided develop 
ment of agriculture the scenario underwent 
a qualitative change A large part ot India 
found that the market’s capacity to absorb 
additional industrial produe's were drastical 
ly curtailed There was a sharp decline in the 
growth of industrial production after 


1965 66 3 Distortion in agricultural growth 
was one ol the important factors which con¬ 
tributed to this decline 4 From the 70s we 
have been plagued with increasing industrial 
sickness a phenomenon practically un 
known in the modern industrial sector in 
India prior lo that The large industrial units 
(availing bank uedits ot Rs 10 million or 
more) which have been declared sick has in 
creased trom 241 in December 1976 to 513 
bv lime 1984 In 1983 the number of small 
industrial units reporting sick was 78,363 
which would be about 10 per cent ot the 
units registered with Small Inddstfie' 
Development Organisation (S1DO) I here is 
evidence of decline in capacity utilisation 
during tile Icit year period beginning trom 
1970 The net result of all these distortions 
has been the widening gap between stale s 
pei capita income since the mid-sixties The 
coefficient of variation of state’s per capita 
income which has shown a declining tiend 
trom 0 2232 in 1949 50 to 0 1991 in 1965 66 
began to increase thereafter and in 1982 83 
it stood at 0 352 7 

Bihar suffered most m this process ot 
uneven development and became the poorest 
si lie in the country This happe ted in spite 
ot receiving rel lilvelv larger per c ipua in 
vestment in public sector industries By 
lbout mid sixties out ot the tot tl investment 
m central government non-deparfmental 
undtrt iktngs is high as 25 per cent was 
made in Bihar But it did not make anv dent 
in divciling employment away from over 
troweled igi iculturc I here ts no cvidtntc of 
anv structural chang< in Bthat’s economy 
1 he huge public investment in coal steel ind 
heavy capital goods industries in Bihar was 
essintnilv due lo the compulsion ol the 
nature ot lilt '•esoutce base. Since the csstn 
tial obiccfivt ot these investments wttt to 
promote self-reliant industrial development 
undet st ite patronage, the low royalties and 
pi tee policies were designed to catei to the 
interest of big industrial bourgeoisie Ihe 
pool price policies (particularly the freight 
inJ price policies followed in case ol steel 
and coal) went against industrialisation of 
industrially baekw lrd states like Bihar These 
policies helped rather indirectly subsidised 
the mdustttally and economically developed 
ire is Agiieiilturc theielore continued to 
remain tht ifidinst ly for jhe people of Bih er 

In the agricultural sector in Bihat tn (if 
ties ol this century the traditional rural 
oltgatehv was on the defensive and the rising 
middle ptas inti9 began to'strive lor a pljfce 
in the ruling clgsstv ' A new rural oligarchy 
was also in the pfling during this period 
which consisted pf erstwhile /amindars the 
big lindowners who earlier were tenants 
under the /amindars After the mtd-60s 
while the middle peasantry emerged as a 
political force, the rural oligarchy (which 
continued to be dominated by the upper 
caste hindus in Bihar) consolidated their grip 
over the polity of Bihar and put a stop to 
tu r ther land reform measures As late as in 
1969 a report of home ministry, government 
of India, says “about 82 per cent of the total 


number of tenants, mainly in the states of 
Andhra Pradesh, Assam, Tkmil Nadu, Bihar, 
Punjab, Haryana and West i^ngal, do not 
enjoy fixity of tenure” 6 In ease of Bihar it 
adds, i ropshanng is widely prevalent 
The ecilmg law came into force on 19 41962 
Rules have been framed and statements on 
land holdings are being obtained No surplus 
has been taken so fad’ 7 The stranglehold of 
semi-feudal production relations has been 
so strong ihat even when the index of agri 
cultural production in Bihar showed an 
annual compound rate of growth of 2 94 per 
cent (in per capita terms it was about 0 97 
per cent) during the ptrtod 1952 53 to 
1964-65 the benefits did not percolate to the 
direct producers f he document maintains, 

‘ the condition of agricultural labour has not 
ch mged materially and in some respect has 
worsened, in spite of land reforms" * The 
net result of all this has been that Bihar 
letiidined steeped deeply in a semi feudal 
production relations which opetates as a 
power!ul drag on the process of change tn 
Bihar 

A recent survey by a team of researchers 
horn ANS Institute ot Social Studies Patna 
md Intern uional Labour Organisanon, 
Geneva Wings home the fad that even as 
late as 1981 82 there is petty production and 
a high pioportion ot family labour pariici 
patton in cultivation existence ol bonded 
labour widespread prietiee of tenancy 
(p uticul ulv of sh irccropping tvpe) and 
usurious exploitation in the plains ol north 
md ‘omit Bihar I he sample consisted of 
12 villages spread nvei six districts of Bihar 
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plains T&ble 3 shows that the distribution 
of cultivated land is highl> mequKous 
About 10 per cent of households cultivated 
45 per cent of land inefficiently as their per 
acre value of gross production is Itss than 
the average This implies that whereas the 
family based petty cultivation raises land 
productivity by intensive use ol family, the 
large sized holdings using large proportion 
ot hired labour in cultivation do not take 
advantage of technology even when they do 
not suffer from resource constraint in the 
context of technology The inverse relation 
ship between value of gross output per acre 
and si/e of holdings imply not much varia 
non in technological levels in between dil 
ferent size of holdings v 

The dominant mode ot appropriation ol 
surplus is ttnancy and usury It would be 
evident from table 4 that 39 per cent ol mral 
household (oi 41 per cent of agriculturist 
households) had been leasing in land 1 he 
area leased-in is about 28 per cent of the 
cultivated area Among the households 
leasing in land for cultivation the ttrms ol 
lease for I 07 per cent was cash rent for 
10 16 per cent it was kind rent It 76 and 
77 01 per tent icsptetivelv leased in oil 
labour service and sharecropping turns I he 
class of agricultural labourer and poor 
middle peasants households 1 " togcthci 
lease-in 62 42 pu cent ol then cultivikd 


land and about 73 55 per cent of it on 
sharecropping terms Those who lease in 
land as share uoppers, their share in the 
gross output in 99 11 per cent cases is 50 
per cent In ease ol sharecropping system 
there are not many eases where inputs art 
supplied bv the landlords as is the evidence 
available in table 5 Feudal traditions in 
tenancy art evident from the laet that the 
bulk oi leasing in involves very small ait is 
More than half ol the leased in holdings arc 
of one acre or less Moreover leasing in is 
done in the fragmented holdings is can be 
seen Irom table 6 Thus we find that the 
share cropping tenancy system which is 
prevalent in Biliai is the continuation of 
feudal tenancy wheic there is haidly anv 
cost shaimg by the landlords 

Debt Irom traditional sources (i t fiom 
village money lenders employers and I uid 
lords) even now plavs an important role in 
the economic life ot the rural households 
The tlasswise pattern of indebtedness Irom 
traditional souiccs is given in lablt 4 which 
shows that 91 pu cent ol direct pioduceis 
and 67 percent ol turd households are in 
debted to traditional sources I he average 
annual rate ol interest tiom traditional 
souices was touilci to be as high as 48 79 ptr 
tent It is evident that usiuv and teiianev 
particularl> sliaicuoppuig aic the twosuv 
important modes of appropriation ol 
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surplus value from the direct producers 
There is still widespread practice of bon¬ 
dage of agricultural labourers in Bihar The 
agricultural labour households m the sam 
pic is about 45 04 per cent out of which 25 10 
per cent also are engaged in self cultivation 
From among iFe agricultural labourers, 
32 56 per tent ire attached to different 
employers About 91 42 per cent of the 
attached labourers must attend first to their 
employers work 12 16 per tent cannot work 
clscwlieie and in the east of 5 40 per cent 
then wages aic deducted, it found working 
clsewhue Irom among the attached 
Ijbomtrs 17 86 per cent will have to give up 
leased in I uid (which are on sharecropping 
terms) if Ihev leave their employer About 
12 14 pu tenl of dttaehed labourers cannot 
giu up working unless ihev pav back their 
debts to their tmploytis About 17 86 per 
cent ,ue bonded on both accounts debt and 
shaicuopping tenancy About 18 97 per cent 
of casual labourers also fake land on Itase 
on shaicuopping basis horn then employers 
l he I tbourtrs often take loans from their 
unplovcis and iht inrucst charged is often 
evorbit till It wss also found that the rate 
of interest charged from the casual labourers 
is lughci than that for attached labourers 
sometimes as high is 120 per cent per year 
(table 7) 

Thtre are luge vjmtions in wage rale 
(w ige icecised pci ptrson day) from village 
to v ill age tiom one season to another and 
even from person to person The mode of 
payment involve' cash grains, land, meals, 
bre ikf ist and anv combination of these In 
P villages there were as many as 71 types 
ot saeh w igcs ptr ptrson day When these 
wt re converted to money values using prices 
ol grains p'es tiling in dillercnt villages of 
the simple there were 210 wage rates 
Imputation ol money values to commodities 
not trmsaeted through mones can f ome 
times hi misleading But this figure is being 
picsenitd nist to indicate that there is 
absence of a e ipifilist labour maiket The 
i uigc however was 76 paise to Rs 16 per 
person-d is 1 lit iverage wage rates for males 
md le males wen Rs 4 64 and Rs 4 59 re spec 
iivels ind the respective coefficients of varia 
non wue 33 84 and 43 32 per tent The pay 
inent lot hirvesting is made on piece rate 
hisis the i ires virying Irom village to 
vill ie?c tnd emp to crop 1 lie trulitionally 
deteimined innu il payment either in kind 
or in form ol land for cultivation or both 
to scivitt cltss and artis ms (commonly 
known as ‘jajmam’) is still common in the 
rural ttcas ol Bihar (table 8) The share of 
I mdlord under the shaittroppiug system, 
the usurious r lies ol interest eharged by 
tr ldition il sources the structure of payment 
to agricultuic I lbourtr and the bondage are 
not li gil These persists even today and are 
cnloietd bs the rural oligatchy Ihose op¬ 
posing these are dealt firmly and ruthlessly 
I he history of atrocities on direct pro 
ducers dates hack to pre colonial days and 
there wa, hardly any let up in this non 
economic coercion even aflcr independence 
‘This was continued during Muslim and 
Moghul periods Maratha rule and British 
rule It was expected at least after the Indian 
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independence in 1947, that such system will 
be completely abolished bv the progressive 
lorces manning the government Unfortu 
natcly it was not done Therefore, the social 
operation and economic exploitation and 
discriminative judgments are bung witnes 
sed in o"‘ toim or ihe other Obviously the 
worst hit victims ot the system tic the lowest 
among low in Indian society 11 [here aie 
numuous tvidcncts to show that those who 
dared itsist the rural oligarchy were dealt 
with stvcrclv A common method of harass 
ment was getting them implie ited in false 
arson or theft with extortion or duoitv 
cases in other distuers If the i ast is msti 
tuttd in other distuet and the petson is 
arrested tor quite somdinu ih< limily 
membeis will be unabli to ti ret tlie where 
abouts of the person I veil when they get 
to know ol the things (lit lower eourts in 
variably retuse to gun! hid tnd the poor 
members ol the t tmily do n )l lave ideqttate 
financial eipiutv to move ro tht higher 
court Ihe mesltd petson io's n the jail loi 
years 

The members ol rui il oligarchy have rela 
lions and fuends spread our other distnets 
\nyone can bt implieiudin r non bailable 
erirninrl ease it In w rs ntiiud in rhe first 
Information Re pent (I IK) lo the pohee 
which is ever re idy to oblige rnvbodv who 
pays lor these things Ihe powcrlul among 
the rural ohgaiehv mosll, in lergue with 
police and administr moil also use ihui 
must It mm to perpetuate untold atrocities 
on those who dirt icsist tin m Ihe fact 
that these wetker sections expect to be 
treated as human hemes seems entsugh to 
rouse the lie ot thest ferocious leudal 
elements who writ lor in oppoitunity to 
tetrorise them n to submission’ 1 \!1 this 
wtnl on an e\e r mere ising sc lit during 60s 
The left polit'e il pit ties wedded to parli i 
nuntarv democrats also could not do much 
to ptotect the underdoes beeiust the vote 
banks wett coni tolled by the niral ohg irdiv 
With the gtowth ot powtr of the rural elite, 
there is growing violence in ihe countryside 
In recent stars, imhe ird ol Urouiits com 
muted, against the pooi m the ruril areas 
specially on the low k rste section have been 
growing in numbeis " Ihirefoit it is not 
only that the mode ol ippmpii moil ot 
surplus value trom the duett producers is 
domiuited by tenants and usuiv but that 
quite a sigtulieant pioporlion ot avriuiltuial 
labouttrs also is neither free trom bondage 
nor Iree liom possessing 1 utd is t means ot 
production W hen M it x spoke ot tht exis 
ttnee of tree Idboiti is i condition ot 
eapitahsm In meant this liudom in a 
double stust tieedom of ihe I ibouitr to sell 
his I tbour powei is his ow n e ominodity md 
freetiom liom ownership ol any other coin 
moditv for sale It the uiral labourers in 
India did not posstss ins other commodity 
but their labour power tnd if thev weic not 
lied to partieulu employers in ih tt ease 
they we submir Itiltill Marss condition 
1 hey might be tied to agiiculture in the same 
way as the industtid wage labouttrs aie 
‘tied’ to industry, but dial is imrn tterial in 
solar as the me ot capitalism in ihe country 
side is concerned Ihe situation would of 


course, be altogether different if the rural 
labourers were tied to agriculture by non 
economic forms ot exploitation” 14 

\ theoretical model would suggest that in 
rgraiam economy where technological varia 
non between large and small holding sues 
is negligible and ratio of family labour lo 
lot il labour is relatively high in small 
holdings there would be inverse relation bet 
ween si/c ot holding and gioss output per 
acre 15 However a high usurious exploita 
tion which would iffeet the small more 
harshly than the big may to some extent, 
modify the lbovc mentioned inverse rclatitw 
ship Ihe 12 observations ol village level data 
piovides empii leal support to this hypothesis 
as is tvident from table 9 Hits clearly 
indie lies that those cultivating 0 5 to 2 acres 
of land me most efficient farm suts trom 
the point of view of productivity of land is 
concerned It is also indicated that poor and 
poor middle peasantry who constitute the 
bulk ot the smallest si7td holdings (upto 0 5 
acre) piobablv sullu from paucity ot 
resources because 97 pet cent of them arc 
indebted to traditional sources and there 
lore, prevent the upto 0 5 icrc m/c ol 
eulus ition to In come as cllicicnt is the 
other small t atceorics m the langt ol 0 ' to 
2 arcs 

Mitgmal analysis would also suggest th it 
from the I and productivity point ol view the 
shaiccroppine system is inetticani than the 
owner ctiltis ition syslem unless the land 
loids rlso shire m the cost m the same oi 
lugliei pioportton rs their shut" In t 
situ ition of rrm led agriculture such is in 
Bihn irritation has a positive impact on 
pioductisitv ol land for 12 village level 
obsciv itions tl correlation coef(leant 
between v due oi gioss output pel acre md 
puecnl igts ol uea undet imgrtum is 
0 72)1 and the seme between v due ol gross 
output pel are and area undti shritciopp 
mg tenancy is 0 62)1 The result ol multi 
pic lineai rceicssum analysis with v tlut ol 
gioss output per at re as dependent variable 
percentages ot net are t irrigated area mulct 
sharecropping teiiancs tnd percentage ol 
households culm rung 0 5 to 2 acres of land 
as explan dory sanablcs ts given in table 10 
It is cltrriy indicated by the result that 
villtgts having i high percentage ol area 
under sharecropping have low land produc 
tivity The I ret that land productivity is high 
in villages where the production of house 
holds cultivating land between 0 5 to 2 acres 
is also high suggests (hat the usurious 
exploitation and persistence of a low level 
ot technology m the large si/cd holding 
(absence of sc tit elfcct on technology) arc 
a di tg oil productivity Such hindiantes arc 
so strong th rt even the impact ol irrigation 
on productivitv is found to be statistically 
not significant m a multiple regression 
model which includes both the technological 
and institutional explanatory variable Part 
of tile explanation of the impact of irriga¬ 
tion vhowmg absence of statistical sigm 
ficance mav be because the irrigation system 
bv and large tn Bihat is ‘protective’ rather 
than ‘productive’ but it is certainly not 
because ot multi colmearily as is evendent 
from table 11 Iht correlation matrix in 


table 11 is suggestive of the fact that develop¬ 
ment of irrigation has a negative impact on 
sharecropping tenancy Therefore, the low 
investment in irrigation and almost negligi¬ 
ble land reform measures have allowed the 
persistence of semt-feudal production rela¬ 
tions in Bihar 

Alter independence the rural sector in 
India received a fair share of public works 
The contracts for these also began to flow 
in to i ural sector Bihar was no exception to 
this trend In the early years such contracts 
were undertaken mostly by those rural mid¬ 
dle class who did not belong to the feudal 
aristocracy Some middle caste contractors 
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who gathered momentum in this process 
gave economic support to middle caste 
hindus (who constituted iht bulk of middle 
peasantry) in their bid foi political power p 
This prompted the educated unemployr d 
from upper caste hindus, the main consti 
tucnl of the rural rich (not necessarily big 
land owners) to go in for this activity As 
economic crisis deepened and level ol 
educated unemployment increased, there 
emerged fierce competition in this sector 
The bids for contracts thereafter often came 
to be settled through muscle fleeing rather 
than on economic considciations As time 
rolled on this new rural rich enmeshed in 
feudal tradition ol might is right began to 
emerge as a powerful eategorv with muscle 
power at their command Public works pm 
giammcs mainlv related to constiuclion ol 
roads helped the growth ol nansport ind 
a categors of transpoit owners which wtre 
also diawn fiom ruial upper middle cltss 
As the going in transport business parti 
uilarly connected with public woiks wis 
rough arming ol musclemen became t 
tiend Aimed bodyguards giadu.tlly took the 
shape ol , rmed militia wluh was being in 
ere tsingly used dunng elections for booth 
capturing This e ittgory began to forge 
closer social links (such as through mu 
riage) with the landed tristoeraev who weic 
in netd ot their muscle power to curb the 
rising economic and political aspirations ol 
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poor middle and poor peasantry A new 
rural oligarchy (consisting ol traditional 
feudal elites contractors and transport 
owners) emerged whose economic strength 
mere rsed with the increasing share in ihe 
loot ol public funds But beyond this there 
was no other significant diversification of 
ruial activities Even as late as in 1981 82 the 
percent ige of rural person days employed in 
cultivation and its allied activity ‘hvt stock 
and d uiv were 41 and 34 1 he person days 
in other wage and salaiy activities (other 
than those in igneultural tctivities) aeeoun 
ted tor 19 ptr uni and sell employment 
accounted lor only V per cent Thus the net 
result of developmental polies resulted m its 
t ulure m dvuamise and diversity Bihus 
iiirtl economy irid lllowed tht sirtnglchold 
of semi feud rl production tclalions to i on 
mint In such i situation is annual com 
pound i ite ol Lrovvth of agricultural produe 
non i aine dim n to ahout halt pci cent and 
ruial popul tnori gicw at the rate ot 2 pu 
cent the pel capit i rural ineomc registered 
l deelming 'rend sinee the late 60s 
In order to mamljin their earlier level of 
pmsperilv (he rmal oligmhv resorteel to 
intensilieatioti ol exploit Hum One fe lime 
frcciiientlv noticed ill this eonlest was the 
force fill election of sub tell Hits mil settling 
fhi find with others foi stlnm In quite 
l few i iscs landlords attempted to reduce 
I he aie i ot I mil >> Inch was i customary least 
to (lie agriuiluu (I labourers foi their str 
vices l4 lhcsi wete being resisted on in in 
creasing sc lie On the other hand tin direct 
proJuceis(ie the pool middle peasant the 
sub ten nits who arc mainly shares Kippers 
the igncultui it labourers who uiltivilcd 
mu ill bits ol land ind the I indices agri 
minim hbouieiv) hast been snuggling 
since independence to loosen the str angle 
hold ot semi Icudal production rcUtions 
I lip el iss ol diuvt pioduetis who hid sut 
leied ixplnil moil and atrocities tor too long 
mil were politicised during the independence 
movement vvue becoming incteisinglv in 
loleiant Ihe list tew years ol 60s saw i 
spate ol isolitid lindgrab movements 
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torctIul harvesling ol crops ind dcinonstra 
lions ind meetings piotcsnng against 
evploitation 

Iht rural oligarchs did not takt it lying 
down The lanelloid poliee combine sttuek 
back ruthlessly anti siw to it that such acts 
did not get publicity in the bourgeoisie piess 
However some ol the incidents were so 
heinous th il they could not be stipressed and 
shook tin constitute i>( the nation Notable 
among them art Rupaspur C handvva tnel 
eients in 1971 (which involved the former 
spe ikei ol Bill it IumsI nice assembly), and 
it tiahlaui ind Chauil ’ ll Tins el ish ol 
economic mitrcsi imved with Icudal caste 
ethos sometimes took tin character ol caste 
snuggle hut it wis essentially rtlitLd to tilt 
question ot initiisilitifiou of exploitation 
md the resist! nee to it in a situation when 
per capita titril output in real terms was 
dee lining 

Tin poor pets mis had no option hut to 
strike hick in sell dileiur Militant poor 
pus uit movement etupted in Sahar and 
S oldish Blocks ol Dhoipur district and 
Musihan block ol Mti/iflatpur district 
Ihe first Bih u stite lonkrinec ol the 
C PI(MI ) at Nathpiu villtgc ol Rohtas 
eJisti let was lit Id in I9' , t) I his was a radical 
slull in tin poor pe tsoit movtment which 
w is in tht i u Is 70s sporadic and ol limited 
geographical expulse 

Tile spit id of iiiuntir violence by the 
pom pi is ml r suited in the rural oligarchy 
arming their musclemen tun more and we 
thus witnessed the icpetition ol Rupaspur 
( hindwj Gahlaur ind Lhawri with more 
luiieits in Dh irmpun Belehi, Samhuta, 
Pipia Bishrrmpur Parasbigha Garni, 
Raiilii Hanghi Modanganj, Tanlu Diara 
ite ( ouiiter vinlmec by the communist 
extit tnisl weri lists in evidence Only two 
diys aftir (he Pipra incident the extremist 
it tael cel Dohia village the village of the 
landlords involved in the Pipra carnage ” 

The lountii violence bv pool peasants 
esc dated din I9 7 7 A government of Bihar 
estimate lound that as mans as 47 out of 
a total of 587 blocks spread over 14 districts 
were iflectcd bv the communist extremist’ 
movement bv May 1982 The worst affected 
districts are Patna Nalanda Bhojpur, 
Rohtis Gaya and Aurangabad in the South 
Bihar plains I he extent ol movement is 
reflected in table 12 
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There is no evidence that there is a let up 
in the struggle. On the other hand the i ural 
oligarchy armed with private militia stepped 
up their effort to terrorise the direct pro 
duccrs Armed with their militia and 
economic power the rural oligarchy got 
firmly entrenched in the state’s polity This 
is reflected by the fact that during tht 80s 
the police began to openly support these 
militias like Bhumi Sena l-oric Sena 
Brahmarshi Sena Kucr Singh Sena, etc 
pitched against poor peasants Even the 
director general ol police ot Bihar has 
admitted as much The movement 
however has not been curbed According 10 
one estimate in 1980 81 about 2 82 per cent 
of the cultivable area could not be sown 
because of this violent struggle in the 
affected area I his percentage by 1985 86 
had gone up to 26 83 As the movement con 
ttnued unabated, a qualitative shift in the 
policy of Bihar police is visible In April 1986 
the police resorted to unprovoked killings in 
, Shahn and Arwal with a view to terrorise 
the poor peasants ol the affected area This 
was followed by ruthless killing of poor 
peasants in Kansara village of lahanabad 
district by the rural oligarchy in July 1986 
Following this the ‘communist extremists' 
killed ten landlords in Darmia village in 
Aurangabad district in October 1986 
The struggle intensifies as economic crisis 
deepens because of non-development in an 
agrarian structure which remains dominated 
by semi feudal relations of production even 
after more than three decades of in 
dependence 2,i It may be possible to sup¬ 
press this militant poor peasant movement 
bv using para military fotec in a big wav but 
possibly not for long If the tc ynoinic roots 
of this movement are not tackled tby massive 
investment in water management ind land 
reform measures providing land to the tillers 
lo the exclusion of all sons of intermedia¬ 
ries), this will surface igain and again in 
voicing larger and larger geographical area 
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Policy on Administered Prices 
and Deficit Financing 

K Sundaram 
S D Tendulkar 

This paper argues that the suggestion that the indirect effects of changes in administered prices on inflation 
would be offset by the deflationary impact of additional revenue is seriously misleading The authors also refute 
the contention that the budget deficit route is more harmful than the once-for-all adjustment in raising administered 
prices Finally, the compelling need for taking co-ordinated decisions relating to capacity utilisation, new invest¬ 
ment and cost-based pricing across the set of interdependent public sector industries /enterprises is highlighted 


1 

Introduction 

THFSb notes are in the nature of a sequel 
to the earlier paper 1 we had published in 
Economic and Political Weekly in June 1986 
Our earlier paper was completed towards the 
end of April 1986 before the Finance 
Ministry's discussion paper on Administered 
Price Polity (referred to hereafter as ‘the 
discussion paper') idine out In that paper 
we had spelt out the complex set ot issues 
relevant to the choice bttwten raising ad 
ministered prices and resorting to deficit 
financing as alternative methods of ftnanc 
ing a given step up in Plan investment In 
the present notts we take the opportunity 
to comment on some major aspects of the 
finance ministry s discussion paper drawing 
upon our earlier paper wherever necessary 

In particular Section II shows that the 
suggestion in the discussion paper that the 
indirect effects ot the changes in admini 
stered prices on inflation would be offset by 
the deflationary impact of additional 
revenue could be seriously misleading It also 
brings out the casual interconnections bet 
ween deficit financing and administered 
prices 

Section III refutes the finance ministry’s 
contention that the budget deficit route is 
more harmful than the once for all adjust 
ment in raising the administered prices The 
same contention which appeared in the 
Economic Survey 1985-86 was shown to be 
false in our earlier paper 

Section IV comments on the pricing rule 
based on Long Run Marginal Cost (LRMC 
for short) suggested in the discussion paper 
It highlights the compelling need for taking 
co-ordinated decisions rtlaling to capacity 
utilisation, new investment and cost-based 
pricing across the set of interdependent 
public sector industries/enterprises A 
discussion of the conceptual and measure 
ment problems connected with LRMC sug¬ 
gests that LRMC may turn out to be elusive. 
An examination of the operational implica¬ 
tions of the LRMC-based pricing rule m this 
section shows that this rule per se has very 
little to offer towards providing solutions to 
hard political problems related to the effi 
cient operation of the public sector units 


II 

Impact of Administered Pnct 
( hanges on Inflation 

We start with the finance ministrys 
decomposition exercise attempting to isolate 
the contribution of administered prices to 
inflation (measured in terms of changes m 
the wholesale price index (WPI)) between 
1970 71 and 1985 86 The discussion paper 
recognises that their exercises “essentially 
measure direct impact on inflation of 
administered and non administered com 
modity prices and not the indirect interactive 
effects” (para 25) h notes that "these in 
direct effects on the general price level can 
be measured by an input output table which 
contains all the various commodity inter 
actions in the economy After incorporating 
these indirect effects, the impact on the 
general price level would normally be greater 
than the weight of the particular item in the 
WPI” 2 (para 24 (n)) Four comments are 
called for in this connection 

Fust the choice of WPI itself rules out 
the direct impact of hikes m railway fares 
and freight rates irrigation rates and prices 
of any publicly provided services in general 
on inflation simply because these do not 
figure at all in WPI 1 

Secondly the direct impact effect captured 
in the exuuscs m the discussion paper are 
by their vuv natuie, the instantaneous 
effects 

Ihiidly if indirect effects are admitted, 
they would be operating with varied lags For 
examplt the increases in the administered 
prices of coal and petroleum products an 
nounced towards the end of the fiscal year 
1985-86 would have consequential indirect 
effects on other prices in fiscal year 1986-87 
and even beyond Note that in the static 
input output analysis, both the direct and 
the indirect effects are implicitly assumed to 
be instantaneous 

Fourthly the input output models capture 
only the cost push effects of increases in the 
prices of material inputs In particular, they 
do not take account of the effect on prices 
of the increases in factor costs induced by 
a hike in administered prices What we have 
in view here is the likely demand for higher 
wages when the effect of a hike in admini¬ 
stered prices percolates to the consumer 
goods and raises the consumer goods prices 

EeoMMdc sad Political Weekly 
Vol XXII No 22. May 30, 1917 


The discussion paper asserts that “since 
the deflationary impact of a rise in admini¬ 
stered prices works m the opposite direction 
to the indirect effects, the use of WPI 
weights may not, in fact, provide any 
substantial underestimate of the contribu¬ 
tion of each group (of administered and 
non administered commodity prices) to 
inflation" (pare 25) The ‘deflationary im¬ 
pact’ referred to relates to the reduction in 
the rate of growth of money supply arising 
from an increase in revenue or a decrease 
m budgetary subsidies’ consequent upon an 
increase in administered prices (pare 24 (ui)) 

In connection with the foregoing assertion 
by the finance ministry, it is worth emphasis¬ 
ing that the deflationary impact is limited 
to the net accrual of revenues or net reduc¬ 
tion in subsidies to the enure public sector 
for given levels of public sector investment 
and not the gross receipts from the higher 
administered prices As pointed out m our 
earlier paper, the net accruals to the public 
sector as a whole could be substantially 
lower than the gross receipts because of 
substantial inter-dependence among the 
public sector enterprises 4 

We turn now to the quantitative signi¬ 
ficance of the indirect effects which are to 
be set off against the deflationary impact 
of the net accrual of revenue or net reduc¬ 
tion in subsidies for the government 

Let us begin by noting two conclusions 
from a study by Gupta and Snntvasan 5 
which was earned out in the Perspective 
Planning Division of the Planning Commis¬ 
sion and published in 1984—two years 
before the discussion paper came out This 
study sought to examine, in a static input- 
output framework, 6 the impact of hikes in 
administered prices 7 on the general price 
level measured by WPI We quote two rele¬ 
vant conclusions of this study 

(1) “The elasticity of change in the 
wholesale price following a change in the 
administered price sector of the economy is 
as high as 0 98” (para 1581) 

(2) “In real life, this impact of a change 
m the administered price on wholesale price 
may have been even larger since rise in any 
administered price, in addition to raising the 
commodity prices via the input output rela¬ 
tions, may result in an increase m the cost 
of living index followed by a subsequent 
demand for higher wages and remunerations 
in the factor markets A rough calcula- 


853 



May 30. 1987 


ECONOMIC AND POLITICAL WEEKLY 


non shows that if this secondary effect, i e, a 
consequential increase in the factor price, is 
taken into consideration, then this estimated 
elastic >y may even go up to 11” (p 1581) 

These conclusions ol the Gupta Snnivasan 
study are subject to three important quali 
fications which require to be made explicit 
before proceeding further 

First, the static input-output exercise 
assumes that cost increases (consequent 
upon the rise in administered prices) in the 
first and subsequent rounds are fully pass 
cd on to the users of the products In prac 
tice, the exttnt to whu.li cost increases can 
be passed on to the users is a function of 
market structures in the commodity markets 
price elasticities and substitution possibilities 
in the production process and on the de 
mand conditions 

Secondly the inpu* output exercise under 
the foregoing assumption yields the end 
result after taking into iccount direct and 
indirect effects In doing so it implicitly 
assumes instantaneous and full adjustment 
to exogenous cost increases iti all the sectors 
and hence ignoies the varied speeds ol ad 
justmenl and the consequent differential 
time lags 

Thirdly the cost push effects of the hikes 
in administcied puces are magnified b\ the 
presence of ad valorem indirect tax rates s 
However this magnifying effect is restricted, 
in the Gupta Snnivasan exercise by making 
it operative only in the non administered 
segment of the economy In the ease of those 
sectors which arc subject to administered 
prices-mainly in the public sector—the 
taxes on inputs used bv it ate calculated at 
base(prc hike) prices 1 his diftcientnl treat 
ment makes sense insofar as flight i tax 
revenues (arising Irom higher pi ecs and ml 
valorem tax rates) within the r i.blic sector 
are in the nature of book ttans , •> More ini 
portantly, from our immediate point of view, 
this differential treatment of indirect taxes 
will tend to systematically dampen the 
magnifying effect of indirect taxes noted 
earlier This will be especially the ease if the 
intra public sector input-output transactions 
are quantitatively more important than the 
inter industrial linkages between the public 
and the private sectors Nevertheless, a part 
of the price effect calculated in the Gupta 
Snnivasan study relates to the effect of in 
direct taxes on intermediate inputs and not 
just the direct and induect input output 
linkage effects 

With the foregoing caveats, one may tom 
pare the elasticity of WPI with respect to 
hikes in administrative prices implicit in the 
discussion paper (which take account only 
of the direct instantaneous effects) with the 
total (capturing both the direct and the in¬ 
direct effects) elasticity of upto 1 3 reported 
by Gupta and Sfimvasan According to the 
discussion paper, the rate of growth in 
administered prices between 1970 71 and 
1985-86 was 9 07 per cent per annum The 
direct (instafRaneous) impact of this order 
of increase nt administered prices has been 


stated to be an increase in WPI at the rate 
of 2 16 per cent per annum This would 
imply a direct impact elasticity of WPI with 
respect to administered prices of 0 24 
Lven if one does not take the entire dif 
ference between 0 24 and 1 3 to be reflective 
of the indirect input-output linkage effects 
and the effects due to consequent changes 
in factor prices, the difference is clearly too 
large to be assumed away as being offset by 
the deflationary impact of the net accrual 
ot revenues or net reduction in subsidies 
This would be tiue even when we take ac¬ 
count of the additional indirect tax revenues 
from the private sector consequent upon the 
hikes in administered prices Parenthetically, 
it may be noted that part of the adjustment 
process triggered by a dose of deficit finan 
cing would also include the generation of 
indirect tax revenues from the private sector 
In tht light of our foregoing discussion 
the finance ministry’s assertion that the 
direct effects calculated by them ‘may not, 
m fact provide any substantial under¬ 
estimate of the contribution (of administered 
prices) to inflation’ is clearly too weak to be 
sorrvinung To formulate policy on such a 
weak premise could be seriously misleading 
Going beyond the limitations ot the par 
ticular exercise m the discussion paper, it is 
important to emphasise a deeper identifica 
non problem in isolating the impact of past 
changes in administered prices on realised 
inflation over the same period We begin by 
noting that faced with a cost escalation due 
to a hike in administered price(s) other 
public sector enterprises can either (a) ab 
sorb the cost increases and incur higher 
losses or accept lower profits or (b) raise the 
pi ices of their products to neutralise the cost 
increases In ruin alternative (a) could result 
in either (i) a cut-back in planned investment 
or (u) a decision to seek additional bud 
getary support to maintain its investment 
plan Unde the present circumstances alter 
native (u) would translate itself into addi 
tional deficit financing for the economy 
(assuming that it is not at the cost of reduc 
mg budgetary support elsewhere) When 
(i) or (n) is the response to the cost escala 
tion due to the onginal hike in administered 
pnce(s) such consequential reduction in 
planned investment or increase in deficit 
financing need to be isolated from auto 
nomous changes in investment and deficit 
financing that take place in the economy In 
practice, past inflation is a combined con 
sequence of both the forces and the techm 
quts used in the analysis do not permit the 
isolation of these two forces This leads to 
a genuine and hard identification problem 
m the analysis of past data# It is complicated 
further by the fact that the effects of 
autonomous changes could reinforce or run 
counter to the policy induced changes 
Although hike in administered prices or 
increase m deficit financing are presented as 
policy alternatives at any point of time, case 
(u) m the previous paragraph illustrates a 
possibility that a hike in administered prices 


could lead to additional deficit financing as 
a consequence One could also visualise 
a reverse situation Thus, price increases trig¬ 
gered bv a dose of deficit financing could 
result in a cost escalation dut to, say, higher 
wage demands, which, in turn, could be met 
by a hike in administered prices So that 
what we have, in practice, is an interlinked 
chain of two policies It is plausible to 
postulate that a rise in administered prices 
has an immediate impact on intermediate 
and capital goods whereas a dose of deficit 
financing would have its first round impact 
on consumer goods, and that too with a lag 
If this postulate is accepted, it is possible to 
make a stronger statement, namely, that the 
time lags involved may be longer when the 
thain of causation runs from a rise in deficit 
financing throygh cost escalation to a bike 
ill administered prices than when the chain 
ot causation flows in the reverse direction 

III 

Mors* on Recurrent Deficit 

Finunt ing vs Once Over Hike 
in Administered Price* 

Our second set ol comments relates to the 
following statement in the discussion paper 
“The budget deficit route is in some ways 
more harmful not only because its impact 
on pruts is not immediately obvious but also 
because it must he repeated each year 
resulting in an annual inert use in money 
supply Its effects are therefore spread o\ er 
an extended period o) time and not /list a 
once for all ad/ustimms as in the case of 
raising administered prices ' (para 40 cm 
phasis added) I his aigument is a mere rc 
statement of the otic in the tconomic Survey 
1985 86 This has been discussed at length 
in our LPH paper and shown to be false 9 
Evcq at tht risk of repetition let us examine 
the finance ministry’s contention which con 
Tuscs the consequences at the individual 
enterprise level with thost at the economy¬ 
wide levtl 

To start with, consider the contention 
about a once tor all adjustment’ in the case 
of raising administeied prices Take the case 
of one public sector enterprise which is cur 
rently making losses at given levels of input 
prices, factor costs, capacity utilisation and 
output prices Suppose the policy decision 
is to raise the output price such that at the 
stated levels of capacity utilisation, input 
prices and factor costs, the loss is just wiped 
out (Note that the argument would carry 
through even if the revised prices are so set 
as to result in a pre specified level of 
surplus) The first thing that needs to be en¬ 
sured (or assumed) is that the higher out 
put price does not adversely affect demand 
and thence capacity utilisation On this 
assumption, the claimed “once for all ad¬ 
justment" results only tf the factor costs and 
the prices of material inputs do not rise. 
Now, the very fact of rise in output price in 
the onginal enterprise will raise the costs of 
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other enterprises—both in the public sector 
and in the private sector—which use the out 
put of the original enterprise as input If the 
response of these other enterprises is to raise 
the pricts of I heir outputs—some of whuh 
will be inputs into the original enterprise— 
the material input costs in the original enter 
prise will go up Cnven the higher input 
prises, the post hike output price of the 
original enterprise will again be inadequate 
to cover the input costs and losses will 
emerge once again This would necessitate 
a second and subsequent rounds ol increases 
in the output price ol the original enterprise 

II only one public sector enterprise were 
to raise its output puce, the feedback eflcets 
are likelv to be small However when several 
interdependent public sector units raise the 
prices ol their outputs, the feedback effects 
become significant and cannot be ignored 
In part, the problem mses from the fact that 
the price increases m different interdepen 
dent units are not synchronised If these were 
synchronised some of the feedback effects 
can be taken into account in the initial price 
use itself However insofar as goods and scr 
vices produced in the private sector enter as 
inputs into the public stctoi units and 
insofar as priv ite sector units are able to pass 
on cost increases in the form of rise in its 
output prices the need for the second and 
subsequent rounds of puce increases in 
public sector units cannot be ruled out even 
if ill the public sector units were to an 
nounce price increases in a synchronised 
fashion 

I ct us now turn to the contention ibout 
the need tor repetitive' doses of deficit 
financing in the cast where rise in admitii 
slued prices is not resorted to It is here that 
the distinction betwetn the enterprise level 
and economy wide Consequencts is crucial 
for clailiving the issues For the sake of 
•simplicity let us consider the case where the 
problem is one of pioviding budgetary sup 
port for centring the losses of one public sec 
tot enterprise It would indeed be true that 
at the level of the individual public sector 
ciitcrpnst it would show the same level of 
losses veir after year—provided there art no 
ch inges in the prices of its inputs and out 
put level ol c ipntity utilisation ind general 
efficients in the list of inputs and 1 ictors 
1 his in turn clearly requires repetitive 
budcciiiv support to the cntcrpiisc vear 
aftu vcir But does that necessitate tepetitive 
doses of deficit financing at the economy 
wide level’ li is here that our re tsoning 
diverges from thit of the finance ministry 
loimallv the provision of budgetaiy sup 
port to one public sector ciltuprise need not 
ncetssarily result in an equivalent amount 
of lddittonal deficit financing for the 
economy as a whole Tor the budgetary sup 
poit to in enterprise can be met by raising 
addition il tax revenues or bv cutting do.wn 
othet expenditure However to carry the 
aigumcntation further, let us follow the 
finance mimsfty in assuming that in the first 
vear the provision of budgetary support to 
erne public sector enterprise to eovtr its losses 


does result in an equivalent amount of ad 
ditional deficit financing It this net increase 
in deficit financing is not accommodated bv 
a cutting down in the investment plans in 
cither the public or the private sector then, 
there will emerge in the first year a gap bet 
ween ex ante savings and ex ante investment 
(both measured in real terms) equivalent to 
the additional defied financing necessitated 
bv the provision of budgeiary support to tht 
enterprise Ihis will set in motion an ad 
jusmtuit process which culminates in an 
equilihiium situation where the (ex ante) 
savings—investment gtp is bridged If the 
real investment plans arc assumed to be 
maint lined, then the real sivings in the 
economy will necessarily have to use in order 
to bung about an equilibrium The rise in 
real savings can aiinc about either bv an 
increase in real output (sa\ bv activating any 
slack that niav exist in the economy) or In 
a pattern ol price increases that redistributes 
incomes towaids classes with l higher pro 
pcnsiiy to save 10 or by nansfunng via the 
tax system rtsotuecs from the private see 
tor to the government oi bv iny tombina 
non of these Once (he hightr volume of siv 
mgs is attained it the culmination of the 
adjustment process thty continue to be 
available in til subsequent peuods Asking 
is the government has a set ol (manual 
instruments to directly or indirectly (ua the 
financial mtcrmteharies) effect a transfer ot 
these additional s ivmgs the government will 
have the use ot them in all the subsequent 
time periods as well And unites bv choice 
the government decides to uv these aeldi 
tionql (non inflation ary) resources for any 
other pm pose the losses of tile public see 
toi enterprise (which will no doubt continue) 
can be met fiom the general budget yen 
alter veil without having ictouise to 
repetitive doses of deficit fuianung 

l\ 

A(iiiiuiist) rtd I’rirt Polity 
Principles and Practical 
Implications 

We t urn finally to ihc pi icing police issues 
raised in the discussion paptr 

The discussion paper suggests ihat any 
productive enterprise should price Us prtv 
duets and services lo cover Long Run 
Marginal ( osi of Production (I RMC ) (i 
adds that the bisie ide i is that pines 
should ewer espit d and current costs of el 
fluent production in a new plant (para 43) 

1<1 us stall with the notion ol effluent 
production If tlte technology incorporated 
m the 'new plant by reference to which 
l RMC is defined dominates the other 
technologies in use in the industry—in the 
sense that it uses less ot one or more inputs 
without using inv more of any other inputs 
or fjetors of production including capital - 
then and only then is tht notion of cf 
fiuencv independent of the prices ot inputs 
and factors In such a situation ol couise 


all the existung plants would be submarginal 
units 

Alternatively, tf technological dotntnence 
does not obtain then, prices of inputs and 
factors necessarily come into play in deftn 
mg economic efficiency 

In the matter ol factor prices, we tm 
mediately tome tip with a problem Thus, 
consider the wage rate to be used in cal¬ 
culating the labour costs Ltficient alloca¬ 
tion of investment resources across industries 
would dictate the use ot shadow prtce of 
labour which given the market distortions 
are dilferent from the prevailing wage rates 
Howevei hrms that are in operation, 
whrthtr in the public sector or the private 
sector, show losses or profits in their opera 
tion bv reference to tht actual wage costs 
incurred bv them And there is no indica¬ 
tion that Ihc notion ot effluent production' 
spelt out in the discussion paper or the 
calculations ol I RMC reportedly made by 
the Bureau ot Industrial C osts and Prices 
(BIC 1’) for the soda ash and cement In 
dustrtes, take anything other than the actual 
wage rates even when the focus is avowedly 
on el fluent production 

In the case of computing the capital costs 
to be included in I RMC too there is scope 
for contusion Thus the stress is rightly 
laid on real economic costs’ of capital 
lathei than (hose allowed as per financial 
depreciation practice or lax provisions' 
Stinuit incously, it is also stated that “an 
l RMC based price can always be recomputed 
to cover c ish requirements tor repaying 
loan and mitrcst obligations 11 (emphasis 
added) At one level, this ruses the question 
ol utility (oi tutilitv) ol I RMC computa 
fiort basal on real economic cost of capital 
Presumably the stress on real economic cost 
(and this need not be restricted to capital 
done) reflects a desire to use the instrument 
ol fixing the idmimsfcrtd price of a product 
for realising Ihc policy objective of efficient 
lnvcstmcnl and production in the entcr- 
prisc(s) producing that product At a more 
fundament d level such 'rccomputalions' 
reflect the ibscncc of additional policy in 
sirunicm(s) to realise Ihc additional policy 
obiutivc ot raising the cash flows for the 
uitupnscs 1 

We turn now to the questions ol material 
input pi lees thai enter Ihc determination ol 
I RMC \c is well known many ot the pro 
duets co'cred bv tht regime of administered 
puces tist to a suhsiantial degree, other pro 
duLts whose prices too arc administered 
That is to sav there is substantial input 
ojtput interdependence among the set of 
pioducls and seretces subject to admint 
stead prices 1 samples in this regard would 
be oil and gas on the one hand and fertilisers 
oil the other besides the wtll known inter 
dependence among coal railways and ther 
mil power In situations characterised bv 
such mttr dependence it would not be posst 
ble to determine the 1 RMC (and prices) in 
any one industry without simultaneously 
Knowing the 1 RMC (and prices) in inter 
dependent industries as a group If we con 
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sider in addition, the fact that in general, 
the marginal is not independent ot the scale 
of operation and the assumed levds of 
capacity utilisation we get one important 
conclusion It is (hat the capacity utilisation 
investment and pricing decisions of inter 
dependent industries have to be synchro 
noted rather than being taken in an isolated 
fashion oi in any arbitrary sequence This 
leads us to examine the following claim It 
is factually incorrect to argue that this 
[1 RMt based pricing] method is not possi 
ble, since it has already been implemented 
in the ctmtnt and soda ash cases [and 
that] the impractical^ or impossibility 
argument is invalid 11 l \en without going 
into the basic question ot valuation of 
labour and capital in these exercises the 
validity ot conducting such isolated 
industry specific LRMC exercises turns 
critically on the input stiucturcs of the two 
industries mentioned in the quotation above 
Thus, the procedure would indeed be valid 
if the products whose prices arc administered 
do not figure significantly in the input struc 
turc of the two industries in question 
However, precisely for this reason the sue 
cess in calculating LRMC in these two in 
dustrics would be a pool guide to the 
feasibility of BK P undertaking similar 
exercises each conducted in isolation, 
for the determination of I RMC s in a set of 
heavily interdependent indtismcs 

Let us next pursue the notion of new 
plant defining I RMC 

In indnstiies with several enterprises/ 
units is in the case of ctmeut mdustiy, the 
‘new plant defining 1 RMC may be the 
relatively recently installed plant in a tunc 
Honing enterprise In cst ibhshed public sec 
tor industries with just one or two enter¬ 
prises two altern Hive scenarios are possi 
blc In one c isc, (he marginal output' may 
be producible by expansion of the existing 
capacity bv induction ot some balancing 
equipment In such a situation the cost of 
producing the 'marginal output' is likclv to 
be less than the cost of production of the 
mtia marginal units ot output ot the existing 
enterpitse 

Alternatively the new plant defining 
LRMC would be one involving Iresh invest 
ment in whit is described is t green field 
plant' In this case, such i new plant may be 
expected to incorporate the latest technology 
available m the world and that would require 
one to make two allowances in deriving 
LRMC I list, the potentially achievable 
maximum productivity may be lower in the 
Indian industri d environment as it relates 
to management policies labout relations 
work ethics etc Secondly, it may take some 
length ol time before even this (restricted) 
potential is achieved with the operation of 
the learning by doing process 

If the I RMC is defined by reference to 
a plant in a functioning public sector enter 
prise, given the problem of considerable 
overmanning normative levels of labour 
input will have to be defined Also given the 


fact that in many cases, the public sector 
wages arc unrelated to productivity, the per 
worker wages to be used in the computation 
ot LRMC have to be specified from out 
side—even if it is only by reference to the 
actual wages paid in private sector enter¬ 
prises rathu than the true social cost of 
labour 

These problems are apart from the widely 
recognised problems of allocating fixed costs 
to a product which is part of a multiproduct 
chain in continuous process industries An 
important case in point would be the deter 
minadon of L RMC of fertiliser feed-stock, 
say naphtha which is one ‘product’ in a 
multi product chain in the petroleum 
refinery 

There is in this cast, a further problem 
Petroleum crude —tht raw material that is 
refined into a stream of petroleum pro 


ducts—is an exhaustible natural resource 
Moreover, the oil-exploration activity is one 
with a high element of uncertainty This 
feature of petroleum crude introduces a 
qualitatively different kind of difficulty in 
the estimation of LRMC in this vitally im¬ 
portant sector This should temper one’s en 
thusiasm to generalise about the ease or even 
the practicability of LRMC computations 
in many vital sectors from the limited 
experience of LRMC computations for the 
soda ash and cement industries 

Disregarding for the moment the fore¬ 
going basic conceptual and measurement 
problems regarding LRMC, the operational 
implications of following I^RMC-based pric¬ 
ing rule require a closer examination Two 
cases may be distinguished (i) price is set 
tqual to LRMC and (u) price is set at a level 
higher than LRMC with the objective of 
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make delicate judgments to distinguist^W* only surprising but also disquieting if 


introducing a tax element in the admim 
stered price Starting with the latter case 
(u), this procedure may, in fact, result m a 
lower level of resources for the public set 
tor enterprise in particular and the pub'ic 
sector as a whole in general 1 his is because 
a part of the ‘profits ol the enterprise ans 
mg trom the charging ot tax inclusive price 
is likely to be eroded by highet wage bonus 
claims by the workers of the enterprise Since 
there do not appear to be any additional 
problems in the collection ot additional 
rtvenues by the imposition ot an equivalent 
indirect tax, any preference for setting the 
puce above LRMC must reflect the desire 
to ensure the flow of resourets specifically 
directed to that enterprise rather than iisk 
its becoming a part of the general budgetary 
avenues which mav be gobbled up by non 
plan uses 

We turn now to the operational problems 
that arise in the else (i) where price is set 
equal to LRMC The critical question relates 
to the fate of the sub marginal units having 
costs that arc higher than LRMC It is worth 
emphasising that it the marginal plant is a 
greenlield plant incorporating the latest 
international technology all the existing 
units in the industiv can become sub 
matginal The other possibility relates to a 
situation whert there exist both the sub 
marginal ind I he supra marginal units in the 
same industry Here wc have the lorpial 
possibility of cross subsidisation by 
operating a unit Itvcl ictenlion pricing 
scheme with some equalising funds But as 
is well known that would penalise the effi 
eicm units and pcipetuatc the meffieitncv 
of the sub marginal units 

II such eioss subsidisation is luled out, 
Ihcn the sub m lrgmal units would incur 
losses and if thes aie in the public secloi 
such losses would rcquiic to be met from the 
general revenues ol the budget In this sense 
acommilmenl lo follow L RMC based pric 
mg lult is also a commitment to explicitly 
show ihe losses of such submarginal units 
in the budget and not use the occasion ol 
selling administered ptrees lor hiding such 
losses 

I roin a longer run perspective in dealing 
with these sub maiginal units one Ins io 
distinguish between at least two cases 

(a) those units which aic sub mirginal 
because of I lien itchnologv being dominated 
bv thai under Is mg the LRMC plant and 

(b) those units wluie olhtr problems such 
as overmanning arc responsible for the units 
being sub marginal In th first cast a pro 
gicsstvt junking of capital is the only solu 
lion ( ase (b) is inherin'ly intractable 
Ultimately, the hard political questions lelale 
to shutting down sub marginal units redut 
mg the levels of overm inning and their re 
deployment and wage negotiations Lvtn if 
wc assume, as suggested in the discussion 
paper, that “the BICP (Bureau of Industrial 
Costs and Prices) would specify the costs 
directly attributable to factors such as 
management problems or overmanning’ 
(para 52), it is difficult to expect BICP lo 


ween cost increases that arc due to factors 
within the management’s control (avoidable) 
and those that ait beyond the control ot 
management (unavoidable) (para Si) lor, 
at any point of tunt the line between what 
can be controlled and what iv a constraint 
is thin indeed involving i varictv ot socio 
political judgments Coven these problems, 
LRMC based pricing per se is not going to 
provide solutions to the ci ntral problems ot 
public secior c Itiuency which arc essentially 
political in character 

Notes 

pile authors in grililul lo V Pandit and 
Is knshnatmiiiv lor comments and suggestions 
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tpplv 1 

1 k Sunil iram and Nurcsh D Tendulkar 
‘financing a Slcp Up in Plan Investment 
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21 28 19X6 pp 1109 11 

2 Hus statement is badlv phrased lor as 
should be obvi ms the direct impact is not 
equal to the weight of these commodities 
m the WPI but io the product of the rate 
ot increase in administered pncts and (he 
weight of these commodities in the WPI 

1 See k Sundaram and S D Tendulkar tn 1 
p 111! 

4 for a fuller discussion ol the cross net 
distinction see section II of our paper refer 
red to in tri 1 

5 S P CmpH and r (i Srinis lean Inti ition 
and the Role of Administered Prices 
Economic and Political Hcckh Vol \i\ 
No 36 September X 1984, pp 1*79 83 

6 Notice tint lhe discussion p ipu m the 
quotation uled earlier concedes the 
relevance ot this Inmework lor nnasuime 
indirect elfccts but il does not attempt to 
demonstrate ihcse cllccts through fresh 
calculations II docs not bother evtn lo n ter 
io the results ol this published sludv c ir 
ried out bv mother agtticv ol the govern 
rnent more ih in two years enliii II they 
had cood reasons lo ignore this study these 
should hive him spill out 

7 I he sludv considers iht ntual I isc ill prices 
ol idmimsicicd commodities ind sctvicis 
ill 1980 81 and 1981 82 wilh 1979 80 is bise 

8 11 is means iliai in practice the dtlldiioniiv 
ctfecl ol administered pricl hikes would be 
slren^ilnnid in the presence of ad i ulori m 
indued l is rales Howestr this would llso 
accentuate the cost push impact Similar 
deflationary clfectsol indirect taxes would 
opiratc m the case ol delicit tmincirig is 
well 

9 Sec Section \ pp 1112 13 in oui piper rclti 
red in In I tin lullir del ills I his papci was 
made av nl ibli io the (induce mimstiy well 
betore fitii discussion ptpu came out 
Consiqticnilv the mechanical repetition ol 
the argument in ihe economic surety is not 


reflects lack of receptivity to rational 
argumentation when the implications are 
unpalatable 

10 It may be noted that even a un(/orm price 
increase without redistributive effects can 
result in higher savings via the real balance 
effect 

11 Set Y K Alagh Changing Policy Objet 
lives in Administered Pricing” Hindu, 
March 10 1987 Though Alagh describes 
I RMC as ‘Long Range Marginal Cost" 
one presumes that the two are identical 

12 T his ptoblem of multiple objectives requir 
mg multiplicity ot policy instiuments for 
(heir realisation is clearly rccogamsed by 
Alagh (Policies such as varying (he ratio 
ol levy lo free market salt that Alagh lists 
m his paper are indeed instances of the 
required additional policy instruments to 
meet the additional policy objective of sotv 
ing the‘realisation problem’) However as 
already noted in the text Alagh is forced 
to talk of using ‘recomputed prices precise 
ly because no such additional policy in 
strumtnts are available in (he case of mosi 
public sector products Of course with the 
use of such recomputed prices only the 
reilisiiion can be solved The objective of 
cnsuimg diluent investment and produc 
non by utilising the instrument of price tix 
mg will remain unrealised 

13 \hgh Ibid 
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DISCUSSION 


IRDP and Village Structure 

M 1 Dontwala 


V M RAO’s article on the impact of IRDP 
on Village Structure’ (CPW March 28) im 
parts a new dimension to the evaluation of 
poverty alleviation programmes The article 
has helped me to collect some of my floating 
thoughts and put them within the frame of 
Rao's analysis and conclusions 
Rao’s exerust is a welcome departure from 
the usual evaluations which arc confined to 
the measurement ot poverty line crossing 
He has widened the scope of evaluation ex 
truses by extending thun to the examma 
tion of tht pattern ol chjnge induced by 
government sponsored povuty alleviation 
programmes in tht rural community strut 
lure Fiom this one mey infer that Rao 
would like to make a distinction between the 
immediate, short term goal of poverty allc 
viation and the long term goal of these pro 
grammes to transform the structure of rural 
community Or perhaps he dots not attri 
butc suth a long-ttrin goal to these program 
mes, but simply wants to examine their long 
term effect on the community structure My 
submission is that poverty alleviation pio- 
grammes should bt geared by intent to the 
improvement ot the social and economic 
structure Devoid of such linkage, they tend 
to become relief progiammes which, though 
vital for the survival of the poor, may be in 
adequate tor the purpose of rural develop 
inent with a broader perspective. 1 agree, stir 
vival has precedence over development, but 
cannot reconcile myself to the compartmcn 
talisation of the two survival for the poor, 
development for the rest 

Programmes which arc effective in enabl 
mg an individual or a family to cross the 
poverty line without a change m awareness 
or ability -are not necessarily the ones 
which are suitable and even necessary, for 
changing the community structure in the 
desirable direction Road building, for ex¬ 
ample is quite suitable for the first objec 
live, but its utility for the second goal is at 
best limited Programmes which are relevant 
for achieving the second goal are more dif 
ficult to implement the change agent does 
not always have (he experience and com¬ 
petence to operate them, they also attract 
opposition from vested interests and are 
therefore less successful—and often fail- 
judged by the simple poverty alleviation 
criterion Pessimism generated by such 
failures should not affect our preferences 
Nor should programmes which are successful 
in the short run but do not contribute to the 
improvement of the community structure be 
deemed more appropriate 

1 find traces of such pessimism in Rao’s 
analysis Rao has pointed out that "reduc 
non in the extent of poverty was the least 

8S8 


among those taking up village industries” 
Based on this finding, he says 'it is doubt¬ 
ful that the [IRD] programmes would have 
much success in helping the labourers, i e, 
the rural poor without land, resources of 
skills to make the transition towards self 
employment” If this judgment is derived 
from the content of the IRDP he has studied 
and the manner in which it was operated 
it may be valid But if this Finding is extended 
to judge the feasibility of the ‘diversification 
of rural economy’ component of rural de 
velopnient, it would be unacceptable. I hope 
Rao is not saying that diversification ot rural 
economy is not a feasible proposition, but 
only wants to point out that the IRDP as 
it is conceived and operated at present has 
failed to diversify the rural economy Under 
the former perspective, even those among the 
landless and skill less who cross the poverty 
line will continue to remain landless and 
unskilled with the dubious possibility of 
weakening of the roots of the existing ex 
ploitativc relationship and ‘favourable con 
ditions for coming together’ as a conse 
qucncc of thur having crossed the poverty 
line It must be emphasised that the main 
objective of IRDP is—or should be— to aug 
ment the assets and skills of the poor 1 It 
the current prc’rammt has failed to ac 
complish this i does not follow that the 
objective itself is unattainable 
There is plenty of evidence to support the 
belief that with innovative approaches and 
dedication, several groups ot the poorest ol 
the poor can be uplifted to the category ot 
productivily self employed I shall cite only 


two or three examples Admittedly, these are 
yet isolated experiments, but collectively they 
provide valuable insights for reorienting the 
IRDP towards an asset and skill promoting 
programme 

The first case pertains to the potters of 
Bhadravati a small township, 60 kms from 
Chandrapur in Maharashtra The potters 
slogged, at times working 16 hours a day and 
earned barely Rs 20-25 per week, with large 
families to feed There was no school, nor 
a primary health centre As a result ot 
persistent efforts of a Sarvodaya worker 
Krishna Murthy Mirmira, to revive the in 
dustry, the same potters now exhibit every 
year at the Bajaj Art Gallery in Bombay 
their decorative and ceramic wares and utility 
articles like roofing tiles and glared stone 
wares In 10 years, the Kumbhar Co-operative 
Society has achieved an annual production 
of Rs 8 lakh The social transformation is 
equally remarkable There is a Balwadi and 
students get their textbooks tree from the 
profits of the society In the words ol Mom 
Qazi I he Bhadravati project is a synthesis 
of tradition and modernity and aims at 
refining the traditional craftsmanship ol the 
local population for making it a viable 
medium for permanent livelihood 
The second illustration concerns a unique 
settlement of the wandering tribe of Ban 
laras, m an old area of Hyderabad A social 
service organisation has motivated the Ban 
jara women to organise thcmstlves into a 
score ot sanghams “More than 6<X) families 
mostly Banjaras, with a sprinkling ol Hari 
jans, Jangams and Muslims arc participating 
in this well conducted experiment in develop 
ment While most of the men work as 
ricksha pullers or unskilled labourers the 
women earn Rs 9 to 10 per day being gam 
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ftilly employed in welding, carpentry, screen 
printing, book-binding, tailoring and food 
processing Eighty per cent of pickles pro 
duced here are exported to West Germany, 
the UK, Holland, the US, Australia and 
some West Asian countries ’ 

Finally a tail-piece It is reported that the 
"Andhra Pradesh Dairy Development 
Federation has trained 26 women extension 
workers who have formed over 90 all-women 
dairy co-operative societies, with over 4,500 
women, SO per cent of them poor, landless 
or small and marginal households" (em¬ 
phasis added) 4 


Notes 

1 See report of the Working Group on Block 
Level Planning, Planning Commission, 
Government of India, New Delhi, 1978 

2 Mom Qazi. ‘A New Life for Old Craft’, The 
Times of India, November 28, 1986 and 
E R Ram Kumar, The Ritters of Bhadravati’, 
The Times of India, March 28, 1987 

3 V G Prasad Rao, ‘Fixed Settlement of Ban 
jaras', The Times of India News Service, 
Hyderabad, November 30, 1986 

4 Viji Snmvasan. ‘The Churning Point’ 
Sunday Review, The Times of India, 
April 12 1987 


intervention-oriented that it is conven¬ 
tionally thought to be* 

As for trade policy in practice (as in the 
Bhagwati-Desai and Bhagwati-Srmivasan 
books on India’s policies), I have taken the 
view that, given our objectives, the design 
of these policies has been simply counter¬ 
productive. These policies have produced 
neither efficiency nor any identifiable social 
objectives We had a two-pronged policy 
framework, where poverty was to be attacked 
by (i) the ’indirect’ means of growth, pulling 
up the numerous unemployed and under¬ 
employed into gamful employment—I prefer 
the interventionist phrase and concept of 
'pull up' rather than the passive notion of 
'trickle down' which is a wholly different 
philosophical approach—by rapid growth 
and attendant creation of gainful employ¬ 
ment, and (it) the ‘direct’ approach of public 
expenditures on health, shelter, nutation and 
such ‘basic needs’ Surely, it made sense then 
to express outrage if the resources devoted 
to growth were to produce miserable returns 
simply because our policy framework was 
ill-designed* I saw the efficiency of trade and 
exchange rate policies, and the dismantling 
of most controls in the industrial sector, as 
necessary instruments for the ‘pull up’ com¬ 
ponent of our anti-poverty strategy to 
become substantially more effective. Effi¬ 
ciency, which I emphasised in this context, 
is an instrumental variable, the objective is 
poverty alleviation The synthesis that Ranjit 
Sau seeks in my policy views is indeed there, 
in this sense 

The ‘New Economic Policy’ initiatives in 
India can be viewed in these terms as well, 
as I have argued recently (see India Tbday, 
December 15, 1986, The Economic Times, 
September 16, 1986 and Frontline, May 
31-June 13,1986), though the articulation of 
such a coherent design, distinguishing and 
delineating means and objectives, has still 
to come from the architects of this policy 

• This is also true, 1 must add, of the latest 
developments m the theory of policy, since 
the late 1970s, where trade theorists have 
played a leading role in integrating political 
processes into economic models, thus helping 
fashion the newly emerging theory of poll 
tical economy My own work during the last 
decade has increasingly explored the new 
theory of direaly unproductive profit- 
seeking (DUP) activities Thus, increasingly 
theoretical analysis of commercial policy has 
taken into account phenomena such as eva¬ 
sion, rent-creation, rent seeking and other 
such forms of DUP activities which we see 
all around us, where income is earned by 
using resources but no output (entering a 
uulity function, convenuonally agreed-upon 
in one’s society) is produced directly or 
Indirectly I hardly need to remind any of the 
EPW readers about the importance of such 
activities in our own economy! In fact, I 
came to analysing such activities and then 
seeing their common DUP characteristic (in 
an article in 1982 in the Journal of Political 
Economy) largely as a result of the research 
I had done over the years on our awn trade 
and industrial policies 


Trade and Development Theory and Policy 
A Synthesis Exists 


Jagdish 

RAN JIT SAU’s generous review of my 
“Development Essays’’ should invite no 
comment from me However, he raises an 
important question How does one recon¬ 
cile the Weltanschauung that characterises 
these essays with the scientific work on the 
theory of international trade that my reputa¬ 
tion is more conventionally based on 7 More 
pointedly, the activist interventionist ideas 
and the early concerns with income distribu¬ 
tion, poverty, sex bias in education and 
nutrition, land reform, class structure and 
other areas of policy and research which 
have become only recently fashionable, 
which Sau finds in these essays, seem to him 
to be in need of synthesis with my views on 
trade theory and policy which are pre 
ysumably on the conservative side of the 
policy and research spectrum 
This is a fair question that merits a 
clarification In fact, it is a question that was 
posed, in a somewhat similar vein, by Hans 
Singer, the great development economist of 
liberal persuasion and impeccable creden¬ 
tials as a left-wing economist, in an excep¬ 
tionally laudatory review of the two volumes 
in the Times Literary Supplement 
As always, there are two possible solutions 
to the connundrum The obvious one is that 
few economists are altogether consistent 
Social scientists with strong and explicit 
ideology are more likely to have a coherent 
world view Milton Friedman on the right 
and Joan Robinson on the left would be 
excellent examples of eminent economists in 
that mould I am afraid that I am rather in 
the mould where I do tend to be eclectic in 
choice of models and methods So, perhaps, 
there could be an inconsistency between dif¬ 
ferent parts of my research and my policy 
preferences 

But the other solution, which I woud like 
,to advance, is that the inconsistency is only 
pparent, not real This has then to do with 
r how my major scientific work on the theory 
of international trade and on commercial 
policy from the mid-1950s to mid-1970s is 
to be viewed That work, and indeed the 
work of others such as V K Ramaswami, 

T N Srinivatan and Harry Johnson, indeed 
laid the foundation of the post-war theory 


Bhagwati 

of commercial policy But it would be an 
error to interpret it, as is often done, as im¬ 
plying that intervention is undesirable. 
Rather, what it did was to distinguish among 
different types of market failure and to 
design policy interventions which suited the 
type of market failure one had to address 
Thus, if there was a production externality 
requiring intervention, the use of a tariff 
would be too blunt an instrument to fix this 
problem A tariff would redress the produc¬ 
tion externality but, m doing so, it would 
gratuitously impose a deadweight consump¬ 
tion loss In short, this work was on the ap 
propnate design of policy intervention rather 
than the rejection of policy intervention per 
se, and that is exactly how it has been inter¬ 
preted by the trade theorists 
1 might add that, if conventional economic 
efficiency based on the utilitarian calculus 
alone is not one’s objective, it still remains 
possible to examine the question of appro¬ 
priate policy design, given any other social 
objective function Here too, I would stress 
that trade theorists, long before other 
theorists, addressed the question of what 
were called ‘non-economic objectives’ and 
thus departed from the conventional utili¬ 
tarian definition of welfare in terms of goods 
and services alone. In fact, in our 1969 
Review of Economic Studies article on op¬ 
timal policy intervention in the presence of 
several non-economic objectives (such as 
self-sufficiency, restricting luxury consump¬ 
tion, etc), I and Snmvasan formally incor¬ 
porated such objecuves into the social uulity 
function, augmenting it beyond the conven¬ 
tional goods and services This incurred the 
wrath of Frank Hahn who wrote to me then 
that the first duty of an economist was to 
analyse economic phenomena in terms of 
economic argumentation te, it was not pro¬ 
per somehow to think of non-economic ob¬ 
jectives Matters have now changed, of 
course, long after trade theorists such as 
us, Harry Johnson and many others had in¬ 
itiated such analyses And it has become ac 
ceptabie for non-trade theorists now to talk 
about choice criteria that go beyond utiii 
tanaiuim! In short, trade theory has been 
much more innovative and (appropriate-) 



May 30 1«87 



Hindustan Lever Limited 

PRODUCTIVITY AND DEVELOPMENT 


Abshdi t of spree h delivered by 
Dr A S Ganguly, 

Chairman, 

Hindustan I ever Limited, 
at the Annual 
General Meeting 
held in Bombay on 
Friday, May l r >, 1987 


Introduction 

Imhci tod i\ |>t k i in s protlut In ilv ,is 
nil t ssi nit d mpn dit nl lor r ipid 11 imonm 
dt vt lopmt nl St ilislii s mil inform ilion 
rtgardmg prod in liuH in* gi in i dl\ sum 
Iv or mm h out ol d ill to In imamnglul 
Howtvti t*i onoiiiii ill w lopim lit is so m 
tinmtely n Inti d to piodm tiv>t\ 111 it I It It it 
might lit woithwluh t xnininuiR issui s in 
volvtd bast d on nvnd ihli d it i 

It is i xtiiTioti d that out of approx 
imnlf 1\ 22(1 million pioplt* in India in tin 
i mplov ibli i ati gorv It ss 111 in 10 pi r 11 ot 
work in organist d publu indpnviU in 
duslry Another 9 10 pi r i ent ari engigi d 
ui ancillary and seivicci sit tors most ol 
which are peripheral to Ihr organistd in 
dustnes forth, purpose of this addri ss 1 
have restricted myself to productivity 
issues concerning only the organist d in 
dustry 

The most worrisome issues art tro 
sion of productivity lack of innovative 
ness and high < ost of infrastrut tun all 
adding up to the high tost of end products 
Although d is gtnt rally ritopmsid that 
modernisation of industni s is essential to 
improve our productivity and reduce 
costs vvt havt not consult red the means 
to resolve the undercurrent of 
apprehension that modernisation will 
somehow lead to a loss of employment 
and [lose a threat to Individuals I he hu 
man factor is a key issue in modernisation 
and metis as much attention as the other 
issues in planning for modernisation 

Productivity and Manpower 

In organised industry there exist dis¬ 
tinct methods for measurement of produc 
tivity on the shopfloor the office and the 
market place Management productivity is 
rarely over referred to Howevpr, in reality 
all of these are intimately interconnected 


I In popul ti Ik lief is that hull i has i 
pool of skill* <i inti i ompi ti nt in inpowi r 
compiiihli to many iiulustn illy tit 
vt lopt tl ( ounlrii s I hi t ost o( manpovw r 
is i omp it itivi ly low fin si two logi tin r 
gut Intli in industry a poll ntiil toiupili 
tiu t tlgi it li ist in some si i tins Huwiv 
tr otlui than ft riant gloss unlit ilois not 
mu h data is avail ihlt to distinguish (host 
puts of Inch in industry whuh iri gi 
nuinelv tompt tit iv t 

A t loser analysis of avail ililt tl da ri 
vt ds thit the prodnt tivitv growth in hull 
in ill mill it luring stt tor Ikis taki n pint 
ilmost t ntiu Iv dm to t ipilal tic t pi mug 
1 In tapital dt*t pi iimg is n porlttl to havt 
t iki n plait at the rate of 11 pt r 11 nt pt r 
minim In utlu r words what it nit ms is 
that total faitoi prodnt duty Ins tit dim cl 
at 0 0 pt r ct nt pt i annum 

A < omparison of vvigr giowth inti 
protlui tivity in an ait i of our tradition d 
stri ngth textile intlu ales at It ast iputof 
tin reason lor our competitive thsadvan 
tagi lonnstimi during the pi riotl 1974 
61 lui an mtn tst in unit wagts of 1 9% 
pi r inninn South kort l at hiuvt tl i pro 
din tivity rist ol 9 b"u In tht t ist ol India 
thi> corresponding figures iri 4 H% and t% 
pir mnum let us considtr tht hourly 
averagi wagt (1981-82) in Het troims and 
Carmtnts.hotli labour inttnsive iiitluslrn s 
If wt taki tht Indian wagt s as 100 for both 
the resppi tive liguies for Hong korig ari 
929 anti 519 In the ease of lap in tht fi 
gores respet tivilv art J91 and 1780 

Notwithstanding tluir wagts bung 
higher than in India the olhi r lountrus 
dnmmitt thi export inarkt I mainly be 
cause of tht ir higher productivity and bet 
ter qu tidy 

Add to this the important data of 
manhour per work week in different tour 
trie s in the manufacturing industry In 
South Kona the average hours worked pt r 
wttk in 1983 was 54 compaied to 49 
hours in Singapore and 40 hours in India 
and West (.errnany 

It is not however just the hours de 
voted to work but how effectively the time 
is utilised to produce goods and services 
which is the real measure of productivity 

Any discussion on manpower pro¬ 
ductivity would be incomplete without 
some measure of work attitude and ethics 
In the absence of other more closely re 
iated data, mandays lost may serve as an 


milirttl infix atnr I In* figures present a 
grim pit ture Average muidays lost w is 
10 fi million during thi ptriod 1961 69 
During 1981 89 it lias rist n to 48 6 nnl 
lion 

Although wt gent t illy i ompaii pi r 
i ■ ntage s and Ireqiit nt y of m ndays lost as 
an milt x ol lit ilth hi industrial rel itions 
whit it mams linn pnrti d is tht ahsoluli 
irniuht r ol mandays lost tht tost to thi 
iiuliviihi il to thi industry .mil to tin na 

(loll 

It is v it illy import int that wi rijttl 
thi unpri ssion tli it wt an not t omimttt d 
to hud work I hi unfoitunati fut 
luiwtui is that prodnt tivity is still not i 
mijoi impoiiti tot iis in mduslri d man 
agi im lit md htntt dots not figure is in 
inti gr il p irt of our industrial dt vt lopment 
sti ili gv 

Productivity and Infrastructure 

Hu i ontiihution of thi infrastrut turi 
si i toi in improving total fat tor prodnt tiv 
itv t annul lit ovt islu sst t* liowevei till 
long li rm tu ml suggi st that in this sec tor 
as will ii il wagt growth rit< Ins invari 
thly iiunistd lasti r than preulut tivitv 
growth 

It is wt II rccogmstd that the levtl of 
Itthnology sophist it ation has an over 
whelming infliu mi i on productivity In 
the i asi of stt 1 1 m.mulat ture for instant e 
inti mational t omparison reveals staggi r 
mg dilfi ri nt t s I vt n though the high cost 
of stt el produi tmn in India is well known 
plants of t omp irable vintage and capat ity 
requm fivt times the m inhours per unit 
output in India 

So rationalisation of manpower and 
modernisation are two kty issues which 
n mam unresolved in mut h of our Indus 
try Whereas modernisation is technology 
and market ltd manpower utilisation as 
mentioned puller is a more romplex 
sot in t conomic problem Lack of st nsitiv- 
ity anti attention to these factors have been 
primarily responsible for the incidence of 
widespread obsolescent e in industry and 
consequent loss of employment opportun¬ 
ity faster than the rate of job creation 

Productivity and Technology 

The classic studies by Kendrick, 
Solow and Denison reveal that bulk of the 
‘improvements! in output can be attri¬ 
buted directly or indirectly to technology 
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i lunge lhese studies report that .iroimd 
40 per (i ill of produrtwity mi rinse in die 
USA e an liee eirre I lie d to aelv me i s m te e li 
nnlogn.il innov limn .mil pi neliiig on 
RM) 

In IK iniinlnes li e lion d pengnss 
(os dislimt from ( nntribution ol in mpoyy 
er mil enpilnlj k e omits fin moo thin 50 
per eieit of GDI’ ■eovvtli this li i Imn ,| 
progress is enneli up ol leihimlogy up 
Rrnilntmn through (i) luhiinlon uupmt 
.end (b) technology' de vi lopini ill tbioiu li 
doinestu RM) spending uni innoi etiou 

Dl!.l on total tutor piodin tivitv 
glow 111 whit hin i broul si list is e uno 
gnte ol teelinu.il oflniiiiis is live ding 
During the pi nod 1959 M) mil 1479 80 
(hi total fnetor prndiie tniti giowtli pi i 
annum was 5 7% lor South Knit i ) V loi 
Japan and 2% for fiukey In tin i i ■ ol 
India it dec lined bv 0 (>"■ pi i iniium 

In India technology innin itions md 
modernisation ol inpild goods Imi not 
undirgoni ippriuabli i li.ingi Secondly 
stralegu tei hnologv di u lopini nl mil in 
vi stun ills b.ivi hi i n inline in i il in unlv I>\ 
poll! \ i at hi r than In in uki I I in i s 

One ofllii iniMtibli umsi i|tu m i s is 
tin i oiitmuation ol si In tm ilipiudimi 
on tei hnologv imports in tin inti imediati 
ti rm in ordi r to Iiiiug loout a epi intuni 
(hinge m i Hu k m v thiimgli modi mis i 
lion I In si U (ti\ itv li is to lx hihmidln 
tin ( \tent ol support lint Ins to hi pro 
v uli d to mdigi nous i apil d foods mduslrv 
■ ml till n long ti mi d< \i lopini nl 

liuriiisi nl tin prut s ol ilium sin 
i ipital goods is signdunnt litf’i. in 198) 
H4 8 7% in 1484 85 and a hi 111 12% in 
1985 H(i A lompanson ol domistu and 
imported (uf) pru es of sell (ted impoits In 
the eapital goods industn minis that 
domestu prues ol dims suih as steel 
plati s strui turals i oppi r rods i ti are 200 
per tent or higher than tin iiimpirabh im 
ports (i ill 

It is em iiuragiug to note that our K&l) 
expenditure as a pirnntsgi of (.NP has 
bpen steadily mi ri ising although this is 
not refleited in anv stgnifii ant innovative 
thrust as vet I xpnnliture on RM) is a pi r 
tentage of (.NP has grown from (IOS in 
1950 51 to 0 71 in 1981 84 The shire of 
the prnali sector RM) expenditure as i 
pen entagi ol the total in 198 1 84 stood at 
13 6 (1900 61 0 5%) 

Considering our resourie position 
and staRe of development these figures 
signify conside rable expenditure In USA 
and Japan the corresponding figures are 
about 2 5 per cent In countries such as 
South Korea and China it is in the range of 


0 8 to 1 pi i 11 nt ol GNP I Jowi vi r d Di 
fun i RM) is ixiludid till n tin bulk ol 
RM) expt ndiliin in industrialist d iciini 
Inis is in tin prnati si (tor mil tin rt is a 
(in i I it ion be twi i n RM) i xpe ndduit and 
pmdui lion i milnbulion In India oil tin 
ollurlimd bull of KM) i xpendiliiri is m 
( urn d by tin t.ovi mini nt somi in publii 
si (tm i oinp inns but mo tly in uitional 
instill tnms 

Produt tivitv and Exports 

I hi ripid xp insioii and line I dy ol 
tin bull m 11 tun tiny is pi ii mg oui b dam i 
of ti nli mull r sli upi r lot us 

Wlull yvi h isi midi progress in u r 
tun non Iruldinn il an is such as gar 
im ids li din r li unlit i lit and an imbi 
turns pi in Ins In i n lormulatid lor soil 
wan i spurt di vi lii|inii nt an i sport 
sir iti gy i iiinul In sust lined without n 
tin mcobiimnt ol i rpd il and manufai 
tun it lnilusln il gnods 

I In avenge pioldabildv di the 
domistu in irki t b isi .1 mi tin RBI simple 
ol 1700 i omp mu s iinlu ate 111 it profit lie 
fou t is In sail s i dm is uound 7 per lent 
I s[mil piuhl tinlitv howesir is margin d 
i yin without dloiatioti of overlu ids It 
yyoulil thus stem that for some naturil 
gmw tli to taki phi i the miintive pai k 
igi must Ik so anliitirlured is to mail 
profitability ol i sports attractivi ivtn if 
margin illy in oidir to piovide somi In 
lain i with the domi sin m irki t 

Oin way to fund the addi d support 
in 11 ssaiy to boost i spoils is to link at it ast 
somi ol the lountrus non strdegii im 
|ior|s yvith exports 

Productivity and Polity 

Industrial lueming MRfP I ERA | 
itr whuh are an mttgral p.irt of Covem 
ment s polity art supposed to promote 
eioiiomiis of scale higher |iniductivdv 
and lowi r cost 

I Inforuinatelv only 15 pi rci nl ot our 
organised (acton sei tot lias lapdal stock 
of rerird vintige This may partially ex 
plain why key manufacturing sectors con 
sume more energy per unit output and 
tin re is also with vanation at loss units 
pyen within a particular industry 

Polu les and measures w bit h help re 
dure delays ( in hive a far greater impact 
on cost and productivity than is generally 
realised Next to capicdv utilisation di 
lays in projet t c ompletion is the single big 
gest factor in loss of competitive edge It 
has been estimated th it one day s dplay in 
i ommissioning a 2000 MW Super filer 
mal power station can lead to a loss of 
Rs 40 (rare equivalent of production 


I lu nuasuits mitiitid Im tilth lent 
industries with ngird to 11 onomu si/i 
|il inis tuoml b iiidui)’ i ti in Ibiahiu ns 
lmpnitmt as tin uu istiu s to ritumdisi 
lu i in mg mil ri I iti d isMit s ol [mbt y 

Productivity and 
Hindustan level 

(onmii fm pinductiyity impitiyi 
mi nt has i long Instilly in 1 lindusl in Icy 

i r I unite d (III I ) ( oiiuiu m mg in lily tm 
ly V< Us ign tlu lllltl il i il ■ pit isis yyas on 
yvtirk and un 11 uu I study ippin u lu s wbu 11 
steadily niipruvid iiimpowii anil 
mu linn priului tn ily Im e omp u ible 
plant and muliuuiy mu pimlui liy itv 
ill ill h I’luhal stmdiids Sunil illy v due 
uteiil ii in i lfu uiiiy tlumii’b ti i linology in 
novetimi es yyi II is ills mil distribution 
[irmltii livity ban bei ii ki y Ii ituiesinmn 
di vi lopini nt il piou ss I lu se lu\ i aeldi d 
u)i not unlv in tei in ol absiiluti prodiutiv 
ity gains but in uldilimi ban proved 
ady.mt igi oils m now mvi stmt nt end ti i h 
nology dfiisums Ir.nniiu, ol m yy i in 
(iloyi t s in oui oil ri istugly dis|n rsi d and 

ii mote in niuf ii I in mg Im limits is based 
on models ill yi lo[ii el spndli illy to luiost 
piodut to ity 

While Method and Wink Study form 
tlu Ii ist ol the i one e ill piodue tivitv 
sti iti gy tc i tumlogy ami otlu r i hanges 
liayi [irnyulid new oppiirtunities eg 
I ne rgy Kiigim i ring 

A e out i hi wieli mst i Hex tiveness 
programme Ins is its goal cost swing be 
Iwitn 12 )iii eint pi i timum on sales 
value (ost Ingmeeruig and Big Stale 
V due Analysis irt otlu r proai live ideas 
wliu h have emhli cl our hnance managers 
play n big role in boosting proeliu tivitv 

Computers art 1 no longpr manpower 
saving devices hut an tools which are 
now irre plae eahle m the manage ment and 
use ol information in business dec ision 
making Another area when murop 
roeessoe technology is bringing about 
quantum ehangi in )iroduc tmty and efft 
e lent y is in proc t*ss e ontrol 

More recently we hayp been trying to 
devise ways and means to assess and Im 
provp management proelue 1 1 v ity and effec 
tiveness The two impoitant qualities that 
we are foe using on in assessing managerial 
effectiveness ire iontributions to Human 
Relations ami Productivity 

Summing Up 

After 40 years of relentless efforts In 
dian industry has attained a critical mass 
and is poised to grow at a faster rale The 
cost and \aiue of this progress could be 
nefit far larger sections of our population tf 


UNTASHU.OOflP77»17B 


Gunlmucd 





May 30, 1987 


ECONOMIC AND POLITICAL WEBKU 




Hindustan Lover I united 

PRODUCTIVITY AND DEVELOPMENT 


our resources and efforts muld be more 
productively used 

Although the awaiemss of the issues 
involved is now mon widespread the 
problem of sot wl and ce ononiK msecuritv 
prevents eth f tivi rnr isuri s lx mg taken to 
bring about change the subject of pro 
ductivitv and modi inisatiou thu, tend to 
be obsc urt cl 

While the k< v issues human and 
societal must lx in mtigril part ol any 
plan to imprnvt prodm tivitv the follow¬ 
ing may be c onsidered is short tc rm mea 
sures to nuke c modest beginning 

(a) Our Nitional Plan ma\ considn 
whetlic r a part ol our growth (sav 25 
pc r cent) should be planned to bt cle 
livid from piodmtivitv mi rc ises 
alone 

(b) In circle r to t nc mirage units to met t the 
national objective automatic cxpan 
sion of capac ilv must be allowc d with 
out undue rc straints The 2s pc r e i nt 
ceiling on capacitv expansion should 


not rc main a sacrosanct figure Market 
forces should provide the balance and 
controls 

(c) The concept of productivity circles 
may be considered 1 oi this purpose, 
annual norms along with methods 
which would help achieve productiv 
ity increases and a set ol gam indie a 
turs should be worked out for each m 
dustrv 

(d) Industries above a certain si/e mav bo 
asked to submit produc tivitv pi rspcc 
five plans to qualify lor hse d mm 
fives and selective unpoits lor mod 
ernisation 

(e) Government policies on matte is such 
as growth location si/c c tc most 
have as c major c ousiduahim produc 
tivitv improvement pspet nlh in m 
dustnes vvhu h art c ritu allv dc jjc n 
dent on c c nnnmii s of sc alt 

In Hindustan fever irinov ilion and 
improvennill of produc tivilv hive had an 
enormous lnflm nee' cm its ope r itinns The 


data of the last tpn years show that in spite 
of various problems faced' by the corpora 
tion total factor productivity has 1m 
proved at the rate of 5 per cent per annum 
1 here must be other organisations which 
have done as well or better 1 h% rnosl up 
portant point is that if a productivity cul 
ture wert to permeate more widely the 
value of our economic growth to all sec 
tions of our souelv would be of a different 
order 


\nte 1 his doc s nut jiiujioit to be a report 
ol Hu jiioc tc chugs of tin Annual Gem ml 
\fc < (mg 

I lie lull It \t ol this vjjc 11 h is m cii/ohlf in 
hocikli I tiiiin / oiciiii/iv null to 
( omiiHiiiii citrons l)i jiuKmi ul 
Mi ml 11 slim 1 c \i i I hi I’ () lln\ |()*i 
/lomliuc Mm 001 
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Board for Industrial and Financial Reconstruction 

(Constituted Under Section 4 of Sick Industrial Companies (Special Provision) Act, 1985) 

PUBLIC NOTICE 

l 

1 Government of India have, under the Sick Industnal Companies (Special Previsions) Act, 1985, set up with effect 
from 12th January, 1987 a hrgh powered Board of Experts for timely detection of sick and potentially sick industrial 
companies, speedy determination of remedial and other measures with respect to such companies and for expeditious 
enforcement of these measures The Board has started functioning from its headquarters at A nasal Chambers—II, Bhikaji 
Cama Place, New Delhi 66 Necessary rules and regulations have been framed and the operative sections of the Act 

■ brought into effect from 15th May, 1987 so that the Board would become fully operational from the said date 

2 Presently, the Act applies to all the scheduled industries under the Industries (Development & Regulation) Act, 1951 
excluding ships and other vessels drawn by power, small and ancillary industrial undertakings A company owning an 
industrial undertakings other than these would be deemed to have become sick if it has been registered for a minimum 
period of 7 years and has suffered cash losses in last 2 successive years resulting in total erosion of its net worth by 
accumulated losses Such a company is required under sub-section 1 of Section 15 of the Act to make a reference to 
the Board within 60 days from the date of finalisation of the duly audited accounts of the company for the financial 
year at the end of which the company became sick, for determination of the measures which shall be adopted with 
respect to the company Where the accounts have not been finalised but the Board of Directors has sufficient reasons 
to form the opinion that the company has become sick, it shall be the duty of the Board of Directors to make such 
a reference 

3 The Board may also entertain references from Central Government, State Government, Reserve Bank, public financial 
institutions scheduled banks or State level institutions regarding a sick industrial company for determination of measures 
with respect to it References by sick industrial company have to be made in Form A and by others in Form 'B prescribed 
by the Board in its Regulations The Regulations and these forms are available in the office of the Board and also with 
the headquarters of State Government, public financial institutions, nationalised banks and Reserve Bank, etc Board may 
also suo moto make appropriate enquiry for determining whether any industrial company has become sick or not 

4 The Board is competent to give directions to a sick industrial company to make its net worth positive within a reasonable 
time or m the alternative to get schemes for rehabilitation revival, reconstruction, merger or amalgamation etc of a sick 
industrial company prepared through its operating agency i e one of the public financial institutions selected for this 
purpose On sanction of such a scheme by the Board, the same becomes binding on the sick industrial company, its 
shareholders, or as the case may be, the transferee industrial company Board has powers to sell the assets of a sick 
industrial company change its management, alter or amend its Memorandum or Articles of Association Board may also 
decide the winding up of a sick industrial company and on basis of the opinion of the Board the High Court shall order 
the winding up The Board is empowered to declare the sick industrial companies, relief undertakings and can tern 
porarily suspend contracts, assurances of property agreements and settlements etc during the consideration of any 
scheme or implementation thereof 

5 Industrial companies in existence for a minimum period of 5 years and having losses equal to 50% o^more of the 
peak net worth are to be deemed as potentially sick companies and required under Section 23 of the Act to report 
the fact of such erosion to the Board in Form C appended to the Regulations within a period of 60 days from the date 
of finalisation of duly audited accounts of the company Such a company is alto required to hold a general meeting 
of the shareholders to the company for considering the erosion of new worth Board has also peyvers to take up misfeasance 
proceedings against directors, managers etc of the sick industrial companies fnd any violation of the provision of the 
Act, Scheme or Order of the Board is punishable with simple imprisonment for a terrrt which may extend to 3 years 
and also liable fine 

6 The jurisdiction of civil courts in respect of any matter which the Board is empowered by or under the Act to deter 
mine is barred and an Appellate Authority of the Board has been set up for hearing appeals against orders of the Board 
filed by aggrieved persons 

7 The industrial companies falling within the purview of the aforesaid Act are advised to fully acquaint themselves 
with the provisions of the Act Rules and Regulations made there under so as to ensure compliance therewith and to 
avoid consequences of failure to do so 

Sd/ 

^ (SC TRIfATHI) 

Dated May 1987 Secretary 

Ansal Chamber-ll, 

v Bhikaji Cama Place 

* New Delhi 110 066 

, Tele No 606751/671188 

davp 07/114 


tod by Krishna Raj at Modern Arts and Industries, 151, A-Z Industnal Estate. Ganpatrao Kadam Marg, Lower Parel, Bombay 400 013 
and. plashed r by him for Sameektha Trust from Skylark, 284, Shahid Bhagatsingh Road, Bombay 400 038 
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ENGINEERING energy revolution to light up 
the dark comers around A tremendous task 
relentlessly pursued by professionals possessed by a 
sense of urgency Precise planning matched by 
earnest implementation Achieving success after 
success That is the story of NTPC in a nutshell 

The story needs constant updating such is the pace 
of significant developments Just over a decade old 
the multi-project power utility has displayed rare 
matunty 

NTPC has recently ushered in the 500 MW Super 
Thermal Power era by synchronising the first unit at 
Singrauli Eleven more 500 MW units are In the 
offing — three each at Korba and Ramagundam, two 
each at Rihand and Farakka and one at Singrauli 
Nine of these giant units are going to be op er a ti v e 
during the Seventh Plan 


I NTPC I 

National Thermal Power 
Corporation Ltd 

(A Government of India Enterprise) 


Gatfapuuj towards thegoil 













